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Macroeconomic Effects of Fiscal Consolidation: New Narrative 
Evidence from Latin America and the Caribbean 

 
By YAN CARRIÈRE-SWALLOW, ANTONIO C. DAVID, AND DANIEL LEIGH1 

 
This paper estimates the effects of fiscal consolidation on economic 
activity based on a new narrative dataset for 14 countries in Latin 
America and the Caribbean (LAC). Following a Romer and Romer 
identification approach, we examine contemporaneous policy 
documents to identify changes in fiscal policy motivated by a desire 
to reduce the budget deficit and not by responding to prospective 
economic conditions. We find that a fiscal consolidation of 1 percent 
of GDP reduces real GDP by, on average, 0.9 percent in two years. 
The estimated effects are close to those we find for advanced 
economies based on a comparable narrative dataset. We also find a 
strong LAC “twin deficits” relation, with a 1 percent of GDP fiscal 
consolidation raising the current account balance by, on average, 0.8 
percent of GDP. 

 
Public debt has risen in many emerging market economies (EMs), precipitating 

the need for fiscal consolidation. There is, however, no consensus regarding the 
macroeconomic effects of fiscal consolidation in EMs, and whether they differ from 
those in advanced economies (AEs).  

The literature provides a limited guide to the size of fiscal policy effects in EMs. 
The proliferation of fiscal research since the global financial crisis with 
methodological advances and newly constructed datasets has focused almost 
exclusively on AEs (Ramey 2018). Recent studies have employed narrative 
methods for identification, pioneered by Romer and Romer (2010), which identify 
the timing and motivation of fiscal policy changes based on historical policy 
documents in an effort to yield more accurate and less biased estimates than earlier 
research.2 Despite the advantages of these new approaches, there is a lack of 
applications to EMs.3 

This paper fills that gap in the literature using a newly constructed narrative 
dataset for 14 countries in Latin America and the Caribbean (LAC). We examine 

 
1 International Monetary Fund, 700 19th Street, NW, Washington, DC 20431. The views 

expressed in this paper are those of the authors and do not necessarily represent the views of the 
IMF, its Executive Board, or IMF management. 

2 See also Alesina, Favero, and Giavazzi (2018), Cloyne (2013), Mertens and Ravn (2013), 
Guajardo, Leigh, and Pescatori (2014), and Jordà and Taylor (2016), among others. 

3 Gunter, Riera-Crichton, Végh, and Vuletin (2017) identify changes in value-added tax rates 
using a narrative approach for 51 countries, including 30 developing economies. 
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contemporaneous policy documents covering 1989-2016 to identify changes in 
fiscal policy motivated by a desire to reduce the budget deficit and not by 
responding to current or prospective economic conditions. We use such policy 
changes to estimate the effect of fiscal consolidation on real GDP and other 
macroeconomic series. Our paper also uses existing narrative datasets for AEs 
(primarily that of Devries and others 2011) to provide a systematic comparison of 
the macroeconomic effects of fiscal consolidation for comparable AE and EM 
samples based on the same methods and estimation procedure.4  

It is worth noting that theory provides an ambiguous ex-ante guide to the relative 
size of fiscal policy effects in EMs. Some factors imply larger output effects than 
in AEs, such as tighter liquidity constraints facing households and firms. Others 
imply smaller effects, including typically higher perceived sovereign default risks, 
and more scope for confidence effects that could offset the direct effects of fiscal 
consolidation (Blanchard 1990).  

Section I documents the construction of the new narrative dataset for 14 LAC 
economies. We consult contemporaneous policy documents to identify fiscal 
actions motivated by a desire to reduce the budget deficit and ensure long-term 
public financial sustainability, rather than to prevent abnormal growth or respond 
to cyclical pressures. Our approach is closest to that of Devries and others (2011), 
who construct a narrative dataset for 17 AEs. Section I also presents evidence that 
the narrative policy changes identified are orthogonal to news regarding the state 
of the economy, based on real-time data for revisions to professional forecasts of 
real GDP, a necessary feature for estimating causal effects. 

In Section II, based on the new dataset of fiscal policy changes, we estimate the 
output effects of fiscal consolidation for the 14 LAC economies in our sample. Our 
baseline specification uses the local projection method (LP) proposed by Jordà 
(2005). Our estimation results suggest that a fiscal consolidation of 1 percent of 
GDP reduces real GDP by, on average, 0.9 percent in two years. When we compare 
the estimation results for EMs with those for a comparable sample of 17 AEs based 
on existing narrative datasets and the same LP estimation procedure, we obtain 
remarkably similar results. The effects of fiscal consolidation in AEs and EMs may 
thus be more similar than typically assumed.  

As Section III reports, the results hold up to a battery of robustness tests. The 
results are approximately unchanged when outlier observations are removed from 
the sample. They are also similar when the analysis is repeated based on an 
alternative estimation procedure to address the possible concern that fiscal 
consolidations might be predictable by past developments—the augmented inverse 
propensity score weighting estimator proposed by Jordà and Taylor (2016). 

 
4 Ilzetzki, Mendoza, and Vegh (2013) examine data for both AEs and EMs using a more 

conventional (structural vector auto-regression) approach.  
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In Section IV, we extend the analysis in three directions. 
First, we investigate the effects of fiscal consolidation on the external current 

account balance and other macroeconomic time series. We find evidence of a strong 
“twin deficits” relation for the LAC economies in our sample, with a 1 percent of 
GDP fiscal consolidation associated, on average, with a 0.8 percent of GDP rise in 
the current account balance. These results are again remarkably similar to those we 
obtain for a comparable sample of AEs. Consistent with the prediction of standard 
models, where a central mechanism for current account adjustment in response to 
changes in fiscal policy is a shift in the real exchange, we find that fiscal 
consolidation is associated with a significant real exchange rate depreciation. We 
also find that fiscal consolidation is associated with a significant fall in private 
consumption and private investment in the near term, and a rise in the 
unemployment rate. 

Second, we consider how the composition of the fiscal adjustment influences its 
effects. We find that both spending-based and tax-based fiscal consolidations have 
contractionary effects on output. We also find little evidence of a difference 
between the effects of the two types of fiscal consolidation based in our LAC 
sample. 

Finally, we investigate how initial conditions—specifically, the degree of 
perceived sovereign default risk and the state of the business cycle prevailing at the 
onset of fiscal consolidation—affect the estimated output effects of fiscal 
consolidation. We find some evidence that fiscal consolidation is less 
contractionary when occurring in an economy with a higher initial perceived 
sovereign default risk. But even in this case, fiscal consolidation typically has 
contractionary effects. We also find little evidence of difference in the output 
effects depending on the initial cyclical position of the economy in the year 
preceding the onset of fiscal consolidation. Section IV concludes the paper. 

I. NARRATIVE DATASET 

A. Methodology 

A central contribution of this paper is to construct a narrative dataset of fiscal 
consolidation measures taken by the governments of 14 LAC economies to reduce 
budget deficits during 1989-2016. 

Our use of narrative methods is motivated by the concern that conventional 
statistical approaches for identifying fiscal consolidation may bias the analysis 
against finding evidence of contractionary effects, as documented in a number of 
recent studies starting with Romer and Romer (2010). A conventional approach to 
measuring policy-driven changes in the fiscal balance is to use cyclically-adjusted 



4 
 

fiscal variables, such as the cyclically-adjusted primary balance (CAPB).5 
However, the CAPB includes shifts in fiscal variables unrelated to policy 
decisions––including those driven by swings in asset or commodity prices, which 
also affect economic activity. A commodity price boom may, for example, 
stimulate private investment while also boosting government revenue. Another 
shortcoming is that changes in the CAPB may reflect policy responses to current 
macroeconomic conditions, such as a loosening of fiscal policy motivated by the 
onset of a recession. 

Another conventional approach, the estimation of structural vector 
autoregression (SVAR) models, identifies fiscal policy shocks using institutional 
information to distinguish automatic changes in fiscal variables in response to 
output from discretionary fiscal policy changes. However, as Romer and Romer 
(2010) note, even this more refined approach assumes that, after controlling for lags 
of output growth, changes in government revenue and spending are uncorrelated 
with other short-term developments affecting output. It therefore ignores the issue 
of nonpolicy changes in cyclically-adjusted fiscal data, and of forward-looking 
policy responses to prospective economic conditions. 

To address these possible shortcomings, we examine contemporaneous policy 
documents for LAC economies to assess the motivation, expected size, and timing 
of policy actions, including measures that affect both taxes and government 
spending. We focus on policy actions that are not driven by a desire to respond to 
current or prospective economic conditions, but that are instead motivated by 
longer-term considerations such as reducing an inherited budget deficit and 
ensuring long-term public financial sustainability. We also include in the database 
fiscal actions motivated by other long-term objectives, such as reducing inequality, 
enhancing economic efficiency or a belief in the benefits of small government. 

As Romer and Romer (2010) and Devries and others (2011) explain, such fiscal 
actions represent a response to past decisions or economic conditions rather than to 
current and prospective conditions. They are therefore unlikely to be systematically 
correlated with other developments affecting output in the short term, and are thus 
valid for estimating the short-term effects of fiscal consolidation on economic 
activity. When the historical record indicates that a change in fiscal policy is 
motivated primarily by restraining domestic demand or in response to a contracting 
economy, we do not include it in our database.  

Our sources for identifying the policy changes include budgets, central bank 
reports, IMF Recent Economic Developments reports, and IMF Staff Reports. 

 
5 The CAPB is calculated by taking the actual primary balance and subtracting the estimated 

effect of cyclical fluctuations on the fiscal accounts. The assumption is that, once they are cyclically 
adjusted, changes in fiscal variables reflect policymakers’ discretionary decisions to adjust taxes and 
government spending. 
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These documents provide evidence of what policymakers believed at the time when 
policy measures were taken and provide estimates of the measures’ budgetary 
impacts. Following Romer and Romer (2010), we use the contemporaneous 
estimates of the budgetary impact of the fiscal actions contained in these sources 
since retrospective estimates are rarely available. We record the magnitude of fiscal 
policy changes in percent of GDP. 

The Online Appendix provides more information about each fiscal policy change 
in our dataset, including detailed citations for each data point to show how we 
determine the motivation and estimated budgetary impacts from the historical 
record. We only include in the dataset fiscal measures that were implemented, 
according to historical policy documents. If measures were announced but did not 
come into effect, we do not include them in the database. For example, the 
government of Costa Rica announced a consolidation package in 1990 that in 
addition to revenue measures amounting to 1.5 percent of GDP, also envisaged 2 
percent of GDP in expenditure cuts. As the latter were not implemented, we only 
include the revenue measures in the dataset.  

B. Budgetary Impact 

As Table 1 reports, our dataset contains 76 fiscal policy changes for 14 LAC 
economies over the period of 1989–2016. The budgetary impact of these fiscal 
policy impacts has a mean of 0.90 percent of GDP with a standard deviation of 1.00 
percentage point of GDP. The range runs from -0.90 percent of GDP (Uruguay, 
2005) to 3.80 percent of GDP (Dominican Republic, 2013). Negative values in our 
measure of policy changes reflect the expiration of temporary fiscal consolidation 
measures or the implementation of expansionary measures with long-run 
motivations other than budget deficit reduction. 

An important feature of our dataset is the coverage of fiscal actions across both 
revenue and government spending, which allows us to account for offsetting 
revenue and spending changes.6 We also further classify the data points as tax-
based or expenditure-based depending on whether tax changes or expenditure 
changes account for most of the budgetary impact of the policy adjustment. This 
classification yields 55 tax-based adjustments and 18 expenditure-based ones.7 The 
mean budgetary impact of expenditure-based adjustments is 1.24 percent of GDP, 
while that of revenue-based ones is 0.80 percent of GDP. 

 
6 In an important recent contribution, Gunter and others (2017) construct a comprehensive dataset 

of changes in VAT rates across numerous economies. VAT rate changes might, however, be 
accompanied by changes in other taxes or government spending. 

7 In three cases (Costa Rica, 2016, and Jamaica, 2003 and 2004) the contribution of tax hikes and 
spending cuts are approximately equal and we do not classify them in either category. 
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C. Comparison with Changes in the CAPB 

To shed light on how our narrative measure of fiscal policy changes compares 
with more conventional measures, we compare our narrative episodes with the 
change in the CAPB. The CAPB data come from the October 2017 IMF World 
Economic Outlook (WEO) database. For those economies in our sample for which 
the CAPB is not available in the WEO database, we construct a measure of the 
CAPB based on conventional procedures, as explained in the Online Appendix. 

Figure 1 plots the episodes identified through the narrative analysis versus the 
change in the CAPB. The figure displays the 76 fiscal shocks we identify, along 
with the observations for which we found no evidence of fiscal policy changes 
driven by deficit reduction or other long-term motivations. 

The correlation between the two measures is strong. However, there are a number 
of cases in which the CAPB approach and our narrative approach come to different 
conclusions regarding the presence and size of fiscal adjustment. Our inspection of 
the 16 largest discrepancies––detailed in the Appendix––suggests that our narrative 
approach more accurately identifies the size of deficit-driven fiscal adjustment. The 
discrepancies are generally driven by specific economic or budgetary developments 
that cause the conventional CAPB-based measure to inaccurately identify the size 
of deficit-driven fiscal consolidation. These developments include, in a number of 
cases, responses to current or prospective economic conditions, including the onset 
of economic crisis.  

D. Orthogonality to News Regarding the State of the Economy 

Our narrative approach seeks to identify fiscal policy changes that are orthogonal 
to output movements. To test whether this is the case, we estimate the association 
between our narrative fiscal shocks and unexpected movements in output. We 
construct a measure of economic news based on real-time revisions to forecasts of 
real GDP published in vintages of the IMF’s World Economic Outlook database. 
These are defined as the revision to the forecast for current-year GDP made in the 
fall of year t relative to the forecast made in the fall of the previous year (t–1). We 
then regress our series of narrative fiscal shocks on this measure of economic news. 

Table 2 reports the results of this test. We find that our narrative fiscal policy 
changes are not significantly related to unexpected movements in output. The 
coefficient on the news variable is near zero and is statistically insignificant. As 
Table 2 reports, the same conclusion applies to the narrative fiscal policy changes 
for a comparable sample of AEs. For the AEs, the narrative fiscal shocks come from 
Devries and others (2011) for 17 OECD countries covering the period 1978-2009, 
and extended through 2014 based on Alesina and others (2018). 
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It is worth emphasizing that the finding that the narrative fiscal shocks are 
orthogonal to current economic developments does not imply that they are 
unrelated to past developments. Since the fiscal consolidations we identify are 
motivated by reducing inherited budget deficits, they are likely to be correlated with 
past developments and should thus be predictable to some extent.  

II. EFFECTS OF FISCAL CONSOLIDATION ON ECONOMIC ACTIVITY 

A. Estimation 

We estimate the macroeconomic effects of fiscal consolidations using the local 
projection method (LP) of Jordà (2005). This procedure does not constrain the 
shape of the impulse response functions and is therefore less sensitive to 
misspecification than estimates of VAR models. The benchmark specification for 
our annual data is as follows: 

(1) 𝑦𝑦𝑖𝑖,𝑡𝑡+ℎ − 𝑦𝑦𝑖𝑖,𝑡𝑡−1 = 𝛼𝛼𝑖𝑖ℎ + 𝛾𝛾𝑡𝑡ℎ + 𝛽𝛽ℎ ∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 +𝛿𝛿𝑋𝑋𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡+ℎ, 

 
where 𝑦𝑦 denotes the log of real GDP; ∆𝐹𝐹 denotes the narrative fiscal policy shock 
in percent of GDP; and ℎ denotes the time horizons considered, which are 0, 1, and 
2 years. 𝑋𝑋𝑖𝑖𝑡𝑡 denotes a set of control variables, which includes two lags of real GDP 
growth, two lags of the narrative fiscal shocks, and the contemporaneous growth 
rate of the commodity export value and its lags, a potentially important economic 
factor for EMs (Céspedes and Velasco 2014, and Fernández, González and 
Rodríguez 2018). The equation also includes time (𝛾𝛾𝑡𝑡ℎ) and country (𝛼𝛼𝑖𝑖ℎ) fixed 
effects to capture common shocks and time-invariant country features, respectively. 

The coefficient 𝛽𝛽ℎ indicates the effect on the level of real GDP from a 1 percent 
of GDP fiscal adjustment over ℎ years. For the purposes of this study, we define 
fiscal multipliers as the response of the level of real GDP to the cumulative 
narrative fiscal shock over ℎ years. If fiscal actions are corelated over time, this 
(integral) effect would be greater than that of the initial (year 𝑡𝑡) fiscal policy 
change. In this respect, our multiplier definition is comparable to that of Ramey and 
Zubairy (2018). The LP equations are estimated by ordinary least squares.8  

B. Results 

Figure 2 reports impulse responses obtained from estimation of Equation 1. The 
shaded regions indicate 90 percent confidence intervals based on Driscoll-Kraay 

 
8 Real GDP data come from the IMF’s World Economic Outlook database (October 2017 vintage). 

The commodity export value series is based on Gruss (2014). 
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standard errors that are robust to autocorrelation and cross-sectional dependence. 
The figure displays the response of the (log) level of real GDP. The results imply 
that a 1 percent of GDP fiscal consolidation reduces real GDP by 0.50 percent on 
impact and by 0.88 percent after two years. The 90 percent confidence interval of 
is -0.63 percent to -1.13 percent.  

The results are comparable to those obtained using the same procedure for a 
sample of advanced economies. Figure 2 reports the results of re-estimating 
Equation 1 using the narrative fiscal shocks constructed by Devries and others 
(2011) for 17 OECD economies covering the period 1978-2009 and extended 
through 2014 based on Alesina and others (2018). For this comparator AE group, 
fiscal consolidations are estimated to reduce real GDP by, on average, 0.34 percent 
on impact and by 0.71 percent after two years. Reassuringly, these results are 
broadly comparable to those for the 17 OECD economies obtained by Guajardo, 
Leigh, and Pescatori (2014) although the specification of the estimated equation is 
different. The results for the two samples of AEs and EMs are statistically 
indistinguishable at horizons of one and two years.  

Overall, based on this common narrative method and estimation procedure for 
the two comparable samples, we conclude that the effects of fiscal consolidation in 
AEs and EMs are, at least on average, more similar than commonly assumed.  

III.   ROBUSTNESS 

Table 3 reports the sensitivity of the baseline results to a series of robustness 
checks, focusing on the estimated effects on impact (h=0) and after two years (h=2). 

A. Addressing Outliers 

First, we investigate the sensitivity of the results to outliers. Especially large or 
small fiscal consolidations are worth considering, but it is natural to ask how 
important they are for the results. We therefore re-estimate the baseline equation 
after dropping the largest and smallest 5 percent of the fiscal policy changes in the 
sample. As Table 2 reports, the estimation results are similar based on this trimmed 
sample, implying that outliers are not driving the results. 

B. Addressing Predictability of Fiscal Adjustment 

A possible concern regarding fiscal adjustments identified with our narrative 
approach is that they might be predictable by past variables. To address this issue, 
Jordà and Taylor (2016), building on the work of Guajardo, Leigh and Pescatori 
(2014), propose the use of an augmented inverse propensity score weighting 
(AIPW) estimator. The weights used are based on the predicted component of the 
narrative episodes obtained from a probit model of the probability of fiscal 
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consolidation occurring. The intuition behind this estimation strategy is that less 
weight is given to consolidations that are more predictable based on a vector of 
explanatory variables. Adjustments that are less predictable (more random) receive, 
by the same token, a greater weight. 

To implement the procedure, we convert the narrative fiscal shocks into a binary 
variable 𝐷𝐷𝑡𝑡 (referred to as the “fiscal treatment”) that takes a value of 1 when a 
fiscal consolidation occurs and 0 otherwise. This transformation has implications 
for the precision of the estimated effects of fiscal actions, since the narrative 
approach provides not only on the timing of occurrence of fiscal adjustment but its 
size. The loss of the latter dimension is a drawback of the AIPW approach. 

The first-stage probit model includes the following determinants of the 
probability of treatment, 𝑝𝑝𝑡𝑡: past fiscal consolidation (two lags); two lags of real 
GDP growth; the change in the (log) commodity export price and two of its lags; 
the lagged government debt-to-GDP ratio; lagged CPI inflation; the lagged current 
account balance-to-GDP ratio; lagged changes in perceived sovereign default risk; 
and country fixed effects.9 

In an ideal randomized control trial, the distributions for the predicted probability 
of treatment between treatment and control groups should be identical. Figure 3 
presents the smooth kernel density estimates of the distribution of the propensity 
score (�̂�𝑝𝑡𝑡) for treated and control units. The overlap between the distributions is 
larger for the EMs sample than for the AE sample. Moreover, for the EM sample, 
the estimated probability of treatment shows relatively little mass at values closer 
to unity. This result indicates that the narrative consolidation episodes are not fully 
predicted by the variables included in the model. 

As Table 3 reports, the point estimates based on the AIPW estimator are close to 
our baseline estimates, suggesting that the predictability concern was not unduly 
influencing the results. The estimated output effects based on the AIPW approach 
are slightly larger in absolute value than for the baseline specification on impact 
(around 0.60 percent) and reach 0.67 percent after two years. The results are 
statistically indistinguishable from the baseline results. The point estimates for AEs 
rise somewhat compared with the baseline, but the results for the AE and EM 
samples similar and not statistically distinguishable. 

 
9 The data come from the IMF World Economic Outlook (CPI inflation and current account 

balance-to-GDP ratio); the IMF Historical Debt Database (for the government debt-to-GDP ratio); 
Institutional Investor LLC (perceived sovereign default risk); and Gruss (2014) for the commodity 
export value series, which we extend to 2016 using comparable methods. 
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IV.   EXTENSIONS 

A.   Other Macroeconomic Time Series 

Twin Deficits 

A standard implication of models with non-Ricardian features is that fiscal deficit 
reduction raises the external current account balance, in line with the “twin deficits” 
hypothesis. In this section, we test the strength of such a twin deficits relation for 
our sample of 14 LAC countries and again compare the results with those for AEs 
based on the same methodology.  

Figure 4 presents our estimation results for the effects of fiscal adjustment on the 
current account balance-to-GDP ratio. The estimated LP specification is as in 
Equation 1 except that the 𝑦𝑦 term now denotes the current account-to-GDP ratio 
instead of (log) real GDP. The results suggest that a 1 percent of GDP fiscal 
consolidation raises the current account balance by 0.84 percent of GDP after two 
years.  

As before, the results are comparable across the AE and EM samples. The 
estimated effects are slightly smaller for the AE sample, with a rise in the current 
account by 0.53 percent of GDP after two years.10 This estimate is, reassuringly, 
similar to that obtained by Bluedorn and Leigh (2011) for AEs using a similar 
narrative dataset for 17 OECD countries but a different econometric specification. 

Standard models suggest that the real exchange rate plays an important role in 
facilitating current account adjustment in response to fiscal policy adjustment. Our 
estimation results support this prediction. Figure 5 reports the estimated effects of 
fiscal adjustment on the real effective exchange rate based, again, on the 
specification in Equation 1 but with the 𝑦𝑦 term now denoting the (log) real effective 
exchange rate.11 The results suggest that a 1 percent of GDP fiscal adjustment is 
associated with a real depreciation of around 2.87 percent within two years. For 
AEs, the corresponding real depreciation is 1.30 percent over the same period.  

Components of GDP and Unemployment 

We next examine the effects of fiscal consolidations on the unemployment rate, 
private investment, and private consumption. The specification is again as in 
Equation 1.12 As Figure 6 reports, the results suggest that a fiscal consolidation of 

 
10 Bluedorn and Leigh (2011) find peak responses of around 0.8 percent of GDP for a sample of 

advanced economies based on the Devries and others (2011) dataset. 
11 Data for both the current account balance-to-GDP ratio and the real effective exchange rate 

come from the IMF World Economic Outlook database. 
12 Data for the unemployment rate, private investment, and private consumption come from the 

IMF World Economic Outlook database. The database does not contain the unemployment rate for 
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1 percent of GDP raises the unemployment rate by 0.27 percentage point after two 
years in LAC economies, slightly less than what is observed for AEs (which present 
an increase in the unemployment rate of 0.44 percentage point). The slightly 
smaller impact on unemployment in LAC economies may reflect the presence of a 
larger informal sector in a number of cases, which may offer an alternative margin 
of labor market adjustment following fiscal consolidation. 

Figure 7 reports the estimated responses of private consumption and investment 
to fiscal consolidation. We again report the results for both the LAC and AE 
samples. They suggest that private consumption declines in both samples, with the 
effect reaching near -1.00 percent after two years. The estimated response of private 
investment reaches -5.35 percent within two years in the LAC sample and -2.70 
percent for AE countries. Nevertheless, the estimated response of private 
investment in the LAC sample should be taken with caution given the limited 
availability of data. Overall, the response of private investment is substantially 
larger that of private consumption, which is consistent with research showing that 
investment varies relatively strongly in response to overall product demand 
(Guajardo, Leigh, and Pescatori, 2014). 

B.  The Role of Composition 

A number of studies based on AE data suggest that fiscal consolidations have 
smaller contractionary effects when implemented primarily through cutting 
government spending rather than by raising taxes. In this sub-section, we 
investigate this issue for LAC economies. 

We assess the differential impact of spending-based versus tax-based 
consolidations by estimating an adjusted version of Equation 1. Following the 
literature, we interact the narrative fiscal shocks with an indicator variable that is 
equal to 1 when a fiscal adjustment is tax-based (𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡) and zero otherwise and with 
a dummy that is equal to 1 when a fiscal adjustment is expenditure-based (𝐸𝐸𝑇𝑇𝑖𝑖,𝑡𝑡) 
and zero otherwise. The rest of the specification is as before: 

(2) 𝑦𝑦𝑖𝑖,𝑡𝑡+ℎ − 𝑦𝑦𝑖𝑖,𝑡𝑡−1 = 𝛼𝛼𝑖𝑖ℎ + 𝛾𝛾𝑡𝑡ℎ + �𝛽𝛽𝐸𝐸𝐸𝐸ℎ 𝐸𝐸𝑇𝑇𝑖𝑖,𝑡𝑡 + 𝛽𝛽𝑇𝑇𝐸𝐸ℎ 𝑇𝑇𝑇𝑇𝑖𝑖,𝑡𝑡��∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 � + 𝛿𝛿𝑋𝑋𝑖𝑖,𝑡𝑡 +

𝜀𝜀𝑖𝑖,𝑡𝑡+ℎ. 
 

Guatemala, reducing the sample to 13 LAC countries for the unemployment specification. 
Moreover, the WEO database does not have data on private investment for five countries in the LAC 
sample (Argentina, Bolivia, Colombia, Jamaica, and Paraguay). We were able to obtain series on 
real private fixed capital formation directly from the IMF country desks for Argentina, Bolivia, 
Colombia and Paraguay and have used these data to obtain the reported estimates, but no 
information was available for Jamaica. Data availability for the real private investment series is also 
relatively limited on the time dimension for our sample of countries, therefore the reported results 
should be interpreted with caution.  
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The results, reported in Figure 8, suggest that both tax-based and spending-based 

fiscal consolidation have contractionary effects on real GDP. For LAC economies, 
the point estimates suggest that spending-based fiscal consolidation has larger 
negative near-term effects on real GDP than tax-based ones (effects of -1.58 percent 
and -0.83 percent after two years, respectively). However, the estimates come with 
wide confidence bands and are not statistically distinguishable. For the AE sample, 
the results confirm the findings of earlier studies that spending-based adjustments 
are on average less contractionary than tax-based ones. For tax-based 
consolidations, the output effects reach -1.72 percent after two years, while for 
spending-based ones, they reach -0.40 percent. 

C. The Role of Initial Conditions 

Perceived Sovereign Risk 

The literature suggests that fiscal consolidation can, at least theoretically, be less 
contractionary or even expansionary when doubts about government financial 
solvency exist and fiscal consolidation assuages those doubts (Blanchard 1990, and 
Giavazzi and Pagano 1990). To investigate this possibility, we now focus on fiscal 
consolidation preceded by a high level of perceived sovereign risk. 

We split our sample of fiscal adjustments into two categories: high and low 
perceived sovereign risk. We define high risk as fiscal adjustments for which the 
Institutional Investor Ratings (IIR) index indicates above-median risk.13 The 
median threshold is based on the sample of fiscal consolidations in Latin American 
countries.14  

We follow the approach of Jordà and Taylor (2016) in estimating this state-
dependent specification over two “bins” of data: “high risk” and “low risk” periods. 
The equation estimates is as follows, with the state indicator variable 𝑆𝑆𝑖𝑖,𝑡𝑡−1 taking 
the values 0 or 1 depending on whether the IIR index indicates a period of high risk 
or low risk:  

(3) 𝑦𝑦𝑖𝑖,𝑡𝑡+ℎ − 𝑦𝑦𝑖𝑖,𝑡𝑡−1 = 𝑆𝑆𝑖𝑖,𝑡𝑡−1�𝛼𝛼ℎ𝑖𝑖𝑖𝑖ℎ,𝑖𝑖
ℎ + 𝛾𝛾ℎ𝑖𝑖𝑖𝑖ℎ,𝑡𝑡

ℎ + 𝛽𝛽ℎ𝑖𝑖𝑖𝑖ℎℎ ∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 + 𝛿𝛿ℎ𝑖𝑖𝑖𝑖ℎ𝑋𝑋𝑖𝑖,𝑡𝑡� +

(1 − 𝑆𝑆𝑖𝑖,𝑡𝑡−1)�𝛼𝛼𝑙𝑙𝑙𝑙𝑙𝑙,𝑖𝑖
ℎ + 𝛾𝛾𝑙𝑙𝑙𝑙𝑙𝑙,𝑡𝑡

ℎ + 𝛽𝛽𝑙𝑙𝑙𝑙𝑙𝑙ℎ ∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 + 𝛿𝛿𝑙𝑙𝑙𝑙𝑙𝑙𝑋𝑋𝑖𝑖,𝑡𝑡� + 𝜀𝜀𝑖𝑖,𝑡𝑡+ℎ. 

 

 
13 Annual data for the IIR index come from Institutional Investor LLC. The index is based on 

assessments of sovereign default risk by private sector analysts on a scale of zero to 100, with 100 
assigned to the lowest perceived sovereign default probability. 

14 The median value for the IIR variable across the sample of consolidations in LAC is 34.65.  
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The results, reported in Figure 9, suggest that fiscal consolidation is less 
contractionary when preceded by high perceived sovereign risk for LAC 
economies. The estimated effect on real GDP is -1.67 percent for low-risk cases 
after two years, and -0.60 percent for high risk cases. 

Business Cycle Conditions 

A number of empirical studies suggest that fiscal multipliers are larger during 
periods of economic slack. Auerbach and Gorodnichenko (2012, 2013), for 
example, find support for this notion for the United States. Jordà and Taylor (2016) 
obtain results consistent with this finding for OECD economies. Owyang, Ramey, 
and Zubairy (2013), by contrast, find little evidence that multipliers are greater in 
periods of slack in the United States. They do find evidence in support of the notion 
for Canada. 

We investigate this possibility for our sample of LAC economies by carrying out 
the estimation of the previous models on two “bins” of data depending on whether 
the economy is experiencing a boom (denoted by the 𝑏𝑏 subscript) or a slump 
(denoted by 𝑟𝑟) in an analogous way to what was implemented in the preceding 
section for high and low risk periods:  

(4) 𝑦𝑦𝑖𝑖,𝑡𝑡+ℎ − 𝑦𝑦𝑖𝑖,𝑡𝑡−1 = 𝑆𝑆𝑖𝑖,𝑡𝑡−1�𝛼𝛼𝑏𝑏𝑖𝑖ℎ + 𝛾𝛾𝑏𝑏𝑡𝑡ℎ + 𝛽𝛽𝑏𝑏ℎ ∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 + 𝛿𝛿𝑏𝑏𝑋𝑋𝑖𝑖,𝑡𝑡� +

(1 − 𝑆𝑆𝑖𝑖,𝑡𝑡−1)�𝛼𝛼𝑟𝑟𝑖𝑖ℎ + 𝛾𝛾𝑟𝑟𝑡𝑡ℎ + 𝛽𝛽𝑟𝑟ℎ ∑ ∆𝐹𝐹𝑖𝑖,𝑠𝑠𝑡𝑡+ℎ
𝑠𝑠=𝑡𝑡 + 𝛿𝛿𝑟𝑟𝑋𝑋𝑖𝑖,𝑡𝑡� + 𝜀𝜀𝑖𝑖,𝑡𝑡+ℎ. 

 
The state indicator variable 𝑆𝑆𝑖𝑖,𝑡𝑡−1 takes the values 0 or 1 depending on the sign 

of the output gap (obtained using the Hodrick-Prescott (HP) filter with a smoothing 
parameter of 6.25). The vector 𝑋𝑋𝑖𝑖,𝑡𝑡 contains the same control variables as before. 

The results, reported in Figure 10, suggest that fiscal consolidation has similarly 
contractionary effects across booms and slumps in our sample of LAC economies. 
The point estimates are not statistically distinguishable and are comparable to the 
baseline results. 

VI.   CONCLUSION 

This paper provides new evidence on the near-term macroeconomic effects of 
fiscal consolidation in EMs based on a newly constructed narrative dataset for 14 
LAC economies over 1989-2016. We provide a systematic comparison of the 
macroeconomic effects of fiscal consolidation in these 14 LAC economies with 
those in 17 AEs based on the same narrative methods and estimation procedures. 

We find that fiscal consolidation typically has contractionary near-term effects 
on real GDP, consumption, and investment in LAC economies. Our estimates imply 
an average fiscal multiplier of about 0.90 in two years (in cumulative terms). We 
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find some evidence of state-dependence in the estimated multipliers, with, in 
particular, somewhat smaller multipliers for fiscal consolidations preceded by 
higher perceived sovereign default risk. Our results also indicate a strong “twin 
deficit” relation in LAC economies, with a 1 percent of GDP fiscal consolidation 
typically raising the current account by 0.84 percent of GDP in two years.  

In addition, when we compare the estimated effects in LAC economies with those 
in a comparable AEs sample, we find remarkably similar results. The effects of 
fiscal consolidation on economic activity in AEs and EMs may thus be closer than 
often assumed.   
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TABLE 1. BUDGETARY IMPACT OF NARRATIVE FISCAL SHOCKS (PERCENT OF GDP) 
 

 
Note: The table records the budgetary impact of narrative fiscal shocks and three letter 
International Organization of Standardization (ISO) country codes.  

  

Country Year Impact Country Year Impact Country Year Impact

ARG 1996 0.25 DOM 2004 1.70 PER 2012 0.38
ARG 1997 0.75 DOM 2006 -0.80 URY 1990 1.70
BOL 1995 0.90 DOM 2007 0.90 URY 1995 1.65
BOL 2004 2.00 DOM 2011 0.64 URY 1996 0.25
BOL 2005 4.10 DOM 2013 3.80 URY 2000 0.80
BRA 2015 0.80 ECU 1990 0.32 URY 2002 3.27
CHL 1990 0.50 ECU 1993 2.20 URY 2003 1.63
CHL 1991 0.17 ECU 2000 0.50 URY 2004 -0.50
CHL 2003 0.60 GTM 1995 0.80 URY 2005 -0.90
CHL 2004 0.40 GTM 1996 0.70 URY 2015 0.60
CHL 2008 -0.50 GTM 2000 1.30 JAM 1992 2.10
CHL 2014 0.10 GTM 2002 1.90 JAM 1999 0.70
CHL 2015 0.18 GTM 2012 0.40 JAM 2000 1.80
CHL 2016 0.31 GTM 2013 1.00 JAM 2003 3.00
COL 2000 0.90 MEX 1989 0.90 JAM 2004 1.00
COL 2003 1.10 MEX 2010 0.60 JAM 2012 0.80
COL 2011 0.40 MEX 2014 0.60 JAM 2013 2.60
COL 2012 0.80 PRY 1989 2.60 JAM 2014 0.60
COL 2015 0.50 PRY 2001 1.80
COL 2016 0.70 PRY 2003 1.25
CRI 1990 1.50 PRY 2004 0.80
CRI 1991 3.10 PRY 2005 -0.60
CRI 1992 0.50 PRY 2006 -0.70
CRI 1993 -0.30 PRY 2014 0.24
CRI 1994 -0.50 PRY 2016 0.80
CRI 1995 1.80 PER 1992 1.00
CRI 1996 0.30 PER 2002 0.20
CRI 1997 0.40 PER 2003 0.80
CRI 2016 0.40 PER 2011 -0.38
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TABLE 2. TESTING THE ORTHOGONALITY OF FISCAL POLICY CHANGES TO NEWS 
REGARDING THE STATE OF THE ECONOMY 

 
 

Equation estimated: ∆𝐹𝐹𝑖𝑖,𝑡𝑡 = 𝛼𝛼𝑖𝑖 + 𝛾𝛾𝑡𝑡 + 𝛽𝛽𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑁𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡 
     

Sample �̂�𝛽 Std. Err. R2 N 
     

LAC -0.04 (0.03) 0.16 364 
     

AE -0.08 (0.05) 0.34 403 
     

Notes: Equations are estimated for 1989-2016. Table reports point estimates and 
heteroskedasticity-robust standard errors. See the text for description of the News 
variable. * Significant at 10%; ** significant at 5%; *** significant at 1%. 
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TABLE 3. ESTIMATION RESULTS: THE EFFECT OF A 1 PERCENT OF GDP FISCAL 
CONSOLIDATION IN YEAR 𝒕𝒕 + 𝒉𝒉 (PERCENT). 

 

Specification Sample 
LAC AE  LAC AE 

            
  h=0   h=2 
            

Baseline -0.50*** -0.34***   -0.88*** -0.71*** 
(0.14) (0.11)   (0.15) (0.18) 

            
Trimmed 
sample 

-0.50* -0.47***   -0.84*** -0.89*** 
(0.24) (0.12)   (0.13) (0.17) 

            
AIPW 

estimator 
-0.60*** -0.28***   -0.67* -0.94** 

(0.24) (0.09)   (0.44) (0.28) 
            

Notes: Country and time fixed effects included in all estimated equations. Driscoll-Kraay standard 
errors in parentheses except for AIPW results for which table reports empirical sandwich standard 
errors clustered by country. *Significant at 10%; **significant at 5%; ***significant at 1%. 
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FIGURE 1. TWO MEASURES OF FISCAL CONSOLIDATION: CHANGE IN CAPB VERSUS 
NARRATIVE FISCAL SHOCKS (PERCENT OF GDP) 

Note: Labels indicate cases where either the CAPB or the narrative approach identify fiscal 
consolidation and the discrepancy between the two measures exceeds 2.5 percent of GDP. Labels 
indicate three-letter ISO country codes. The diagonal line indicates points along which the series 
are equal (45° line). 
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FIGURE 2. ESTIMATED EFFECT OF A 1 PERCENT OF GDP FISCAL CONSOLIDATION ON 
REAL GDP 

Note: Shading indicates 90 percent confidence interval.  
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FIGURE 3. OVERLAP CHECK: EMPIRICAL DISTRIBUTIONS OF TREATMENT 
PROPENSITY SCORE  
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FIGURE 4. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 PERCENT OF GDP  
ON THE CURRENT ACCOUNT BALANCE-TO-GDP RATIO 

 

Note: Shading indicates the 90 percent confidence interval.  
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FIGURE 5. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 PERCENT OF GDP  
ON REAL EFFECTIVE EXCHANGE RATE 

 

Note: Shading indicates the 90 percent confidence interval.  

 
 
  

-4
-3

-2
-1

0
p e

rc
en

t

-1 0 1 2
Year

LAC

-4
-3

-2
-1

0
p e

rc
en

t

-1 0 1 2
Year

Advanced



25 
 

 

FIGURE 6. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 PERCENT OF GDP  
ON THE UNEMPLOYMENT RATE 

 

Note: Shading indicates the 90 percent confidence interval.  
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FIGURE 7. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 PERCENT OF GDP  
ON PRIVATE DEMAND 

 

Note: Shading indicates the 90 percent confidence interval.  
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FIGURE 8. ESTIMATED IMPACT OF SPENDING-BASED VS. TAX-BASED FISCAL 
CONSOLIDATION OF 1 PERCENT OF GDP ON REAL GDP 

 

Note: Shading indicates the 90 percent confidence interval.  
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FIGURE 9. LAC ECONOMIES. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 
PERCENT OF GDP ON REAL GDP: HIGH VS. LOW INITIAL PERCEIVED SOVEREIGN 

RISK 

 
Note: Shading indicates the 90 percent confidence interval.  

 
 
  

-3
-2

-1
0

pe
rc

en
t

-1 0 1 2
Year

High Risk

-3
-2

-1
0

pe
rc

en
t

-1 0 1 2
Year

Low Risk



29 
 

 

FIGURE 10. LAC ECONOMIES. ESTIMATED IMPACT OF FISCAL CONSOLIDATION OF 1 
PERCENT OF GDP ON REAL GDP: IN BOOMS VS. SLUMPS   

 

Note: Shading indicates the 90 percent confidence interval.  
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ONLINE APPENDIX 

Appendix I. Comparison of Narrative Deficit-driven Shocks and CAPB 
 
This appendix focuses on the largest discrepancies between fiscal policy changes 

identified by our narrative approach and based on changes in the CAPB. We 
examine 16 cases for which the discrepancy between the two approaches exceeds 
2.5 percent of GDP. We describe each of these cases and explain how we assess 
which methodology provides a more accurate measure of deficit-driven fiscal 
consolidation. In all but two of these cases––Jamaica (1992) and Chile (2008)––the 
increase in CAPB is larger than deficit-driven fiscal consolidation identified based 
on the historical policy record.  

The source of our data for the CAPB is the October 2017 IMF World Economic 
Outlook (WEO) database. Estimates of the CAPB are not available in the WEO 
database in a number of cases for our 1989-2016 sample of 14 LAC economies. We 
therefore construct a measure of the CAPB for our sample based on the 
conventional procedures (Escolano, 2010).15  

Argentina (2002). The CAPB improved by about 3.7 percent of GDP, but the 
record shows little evidence of an action-based fiscal consolidation motivated by 
deficit reduction. Instead, policy measures were taken in response to a sharp 
financial crisis and recession. The currency board arrangement was abandoned in 
January 2002, a moratorium on public debt service payments was imposed, along 
with a bank deposit freeze, exchange controls, and export surrender requirements. 
As to the improvement in the CAPB, the 2002 Article IV consultation staff report 
(EBS/02/214) states (p. 10) that the fiscal position of the federal government 
improved on a cash basis, reflecting a revised revenue sharing agreement with the 
provinces, which led to a fall in transfers in real terms, tight control of primary 
spending (especially wages), and sharply reduced cash interest payments. The 
report also explains, however, that there were large expenditures not captured in 
the cash balance, including: “… the issuance of Arg$36 billion of bonds in 
connection with the banking crisis and additional bonds issued in recognition of 
other obligations incurred; interest capitalization of Arg$26.4 billion associated 
with the phase one debt exchange and the indexation of government bonds; and 

 
15 This measure of the CAPB is closely correlated to the reported in the WEO for countries in 

our sample for which the CAPB is available in the WEO. The correlation coefficient is 0.9. The 
conventional approach we use consists of adjusting government revenues using an elasticity of 1 for 
the output gap (estimated based on real GDP data and an HP filter with a smoothing parameter of 
6.25). The GDP deflator is then used to express the adjusted series in nominal terms. Subsequently 
the adjusted primary balance is obtained by subtracting interest revenue and primary expenditure 
from the adjusted revenue series and dividing it by nominal GDP. 
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interest arrears on phase two debt. A comprehensive measure would bring the 
augmented primary and overall deficits of the consolidated public sector in 2002 to 
11 percent and 25 percent of GDP, respectively.” Specific economic and budgetary 
developments thus explain why the CAPB-based measure inaccurately identifies 
the size of the deficit-driven consolidation. 

Bolivia (1994). The CAPB improved by close to 3 percent of GDP, but this 
reflected fiscal action to reduce inflation and rebuild international reserves. The 
1994 Article IV consultation staff report (EBS/94/228) outlines the motivations for 
the policy actions as follows (p. 2): “The Government's economic program that was 
framed at the beginning of 1994 aimed to reduce inflation to 7.5 percent during the 
year and to increase net international reserves by US$20 million; real GDP was 
assumed to grow by 4 percent. The fiscal program envisaged a reduction of the 
combined public sector deficit to 3 percent of GDP, mainly on the basis of a 
reduction in the public sector wage bill and low-priority capital expenditure.” 
Nevertheless, as shown on Table 7 (p. 14) and Table 8 (p. 16) of the 1996 Recent 
Economic Developments report (SM/96/61) overall expenditure for the public 
sector only fell by about 0.2 percent of GDP. Most of the narrowing of the primary 
deficit (of about 3 percent of GDP) reflected increases in revenues (notably an 
increase in foreign grants of 1 percent of GDP and an improvement in tax revenues 
of 0.6 percent of GDP). Overall, since the rise in the CAPB reflected an anti-
inflation motivation, we do not classify 1994 as an episode of fiscal consolidation 
motivated by deficit reduction. Specific economic and budgetary developments 
largely explain the gap between the two measures. 

Bolivia (2006). The CAPB improved by over 6 percent of GDP, but the policy 
record shows no evidence of an action-based fiscal consolidation motivated by 
deficit reduction. A large part of the improvement in the CAPB reflected higher 
hydrocarbon revenues in a context of favorable international prices. According to 
Table 15 on page 43 of the 2006 Memoria Fiscal report produced by the Ministry 
of Finance, royalties related to oil and gas production (IDH) increased by 3 percent 
of GDP in 2006. This commodity price increase occurred at the same time as a 
decree of nationalization of the hydrocarbons sector was issued. The 2006 Article 
IV staff report (IMF Country Report No. 06/270) confirms (p. 9) the role played by 
commodity prices in the changes in the primary balance: “(…) this surplus reflected 
mostly strong hydrocarbons-based revenue associated with high oil and gas prices.” 
Specific economic developments thus explain why the CAPB-based measure 
inaccurately identifies the size of the consolidation and largely explains the gap 
between the two measures. 

Chile (2008). The policy record indicates a fiscal easing of 0.5 percent of GDP 
linked to the reduction in the structural target of the fiscal rule, while the CAPB fell 
by 4 percent of GDP based on our calculations, implying a discrepancy of 3.5 
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percent of GDP.16 The motivation for the reduction in the structural balance target 
was driven by long-run considerations, as discussed previously in the appendix, 
namely the reduction in fiscal risks that justified the original target. The Chilean 
authorities’ estimates presented on Table I.10 (p. 21) of the 2010 Informe de 
Finanzas Publicas (IFP) point to an effective (rather than targeted) deterioration in 
the structural balance as a share of GDP of 0.3 percent from 2007 to 2008, which 
is closer to the one presented by the narrative approach. We conclude that the 
change in the CAPB does not accurately identify the size of the fiscal easing, and 
that this explains the gap between the two measures. 

Chile (2010). The CAPB improved by about 3.8 percent of GDP, but this 
reflected the end of one-off fiscal stimulus motivated by a response to the economic 
outlook in the previous year. As the 2010 Article IV consultation staff report 
(SM/10/230) explains (p. 4), on the expenditure side, the rise in the primary balance 
reflected the end of temporary stimulus measures adopted in 2009 in response to 
the economic downturn. On the revenue side, the rise in the primary balance 
reflected temporary taxes to finance reconstruction efforts following the February 
2010 earthquake. In addition, estimates using a new formula for structural 
adjustment presented on graph b.3 on page 25 of the 2016 IFP point to an 
improvement in the structural balance of about 1 percent of GDP, which implies a 
smaller discrepancy relative to the narrative record than is implied by the CAPB. 
Overall, the discrepancy between the CAPB and our narrative measure reflects the 
fact that the CAPB picked up the effect of fiscal actions in response to the economic 
outlook. 

Costa Rica (1994). The narrative record indicates a fiscal easing of 0.5 percent 
of GDP while the CAPB falls by 3.1 percent of GDP, implying a discrepancy of 
2.6 percent of GDP (3.1-0.5). Sales taxes were increased temporarily as part of the 
1991 revenue package discussed in detail in previously in the appendix with the 
objective of reducing the deficit as a continuation of the program that started in 
1990. The 1994 Article IV consultation staff report (SM/94/273) explains (p.2) that: 
“The sales tax rate was reduced gradually from 13 percent in 1991 to 10 percent in 
January 1994, resulting in a total revenue loss of some 1.5 percent of GDP by end-
1994”. Given the estimated revenue loss of 1.5 percent of GDP over three years, 
we assign a value of 0.5 percent of GDP to calendar year 1994. However, the report 
also explains that revenues fell due to a fall in imports. Moreover, there was also 
an increase in transfers to support the finances of the electricity company, which 
experienced higher generation costs due to a drought. Because these factors 
reflected a response to economic conditions, we do not include them in our measure 

 
16 Calculations by the country desk presented in the WEO database also point to a decrease in the cyclically-adjusted 

primary balance of over 4 percent of GDP.  
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of narrative fiscal shocks, and this largely explains the gap between our narrative 
measure and the change in the CAPB. 

Dominican Republic (2015). The CAPB rose by 2.8 percent of GDP, but the 
policy record shows no evidence of an action-based fiscal consolidation, implying 
a discrepancy of 2.8 percent of GDP. The rise in the CAPB mostly reflects a capital 
grant from the restructuring of Petrocaribe debt (p. 7, 2015 Article IV consultation 
staff report, IMF Country Report No. 16/342). The 2017 Article IV consultation 
staff report (IMF Country Report No. 17/254) explains further in footnote 3 (p. 6) 
that: “The gains from the 2015 restructuring of the country’s debt under the 
Petrocaribe arrangement with Venezuela, bought back at a discount of over 50 
percent, are recorded as an above-the-line capital grant in 2015 (3 percent of GDP), 
boosting the headline fiscal balance for that year.” See also page 16 of the 2016 
Informe Explicativo y Politica Presupostaria report. A specific financial operation 
thus explains the gap between the two measures. 

Ecuador (1999). The CAPB improved by 4.5 percent of GDP, but the policy 
record shows no evidence of an action-based fiscal consolidation. 1999 was marked 
by a domestic financial crisis and the inability of the country to access international 
financial markets forcing a sharp fiscal adjustment due to the fall in oil-related 
revenues and a lack of financing. Output fell by 8 percent according to the 2000 
SBA request report (EBS/00/66). Page 7 of the same report discusses reasons for 
the improvement in the primary balance: “The NFPS deficit narrowed only slightly 
to 6 percent of GDP in 1999, but the primary balance shifted from a deficit of 1.2 
percent of GDP to a surplus of 4 percent. Oil revenues recovered sharply with the 
increase in world oil prices from mid-1999, and tax revenues increased by 1.3 
percentage point of GDP mainly as a result of the increase in the import tariff 
surcharge, buoyant revenue from the financial transactions tax introduced at the 
start of the year, and improved tax collections. Non-interest expenditures of the 
NFPS remained broadly unchanged in relation to GDP (…)”. Box 1 of the report 
presents a chronology of fiscal measures over the period 1998-1999. In February 
1999, the import tariff surcharge was raised to a range between 2 and 10 percent by 
executive decree. In addition, a budget introducing a one percent financial 
transactions tax was passed by congress. The financial transactions tax rate was 
later reduced to 0.8 percent as part of a tax package in October. The revenues linked 
to the import tariff surcharge are estimated at 1 percent of GDP on an annual basis 
(see page 20 of the 2000 SBA request report, EBS/00/66). Note that both taxes were 
abolished in early 2001 without other compensating measures. Box 2 of the report 
presents estimates of the impact of eliminating the financial transactions tax at a 
loss of 0.8 percent of GDP and in the case of import surcharge the loss would be 
1.2 percent of GDP.  

Therefore, the two tax measures (increase in import surcharge and introduction 
of the financial transactions tax) with an estimated impact of around 1.3 percent of 
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GDP in 1999 seem to have been motivated by endogenous considerations (fall in 
oil prices in 1998, lack of external financing). In addition, a significant part of the 
improvement in the primary balance is due to higher oil-related revenues in the 
second half of the year. Note that our measure of the CAPB only adjust for the 
output gap and not specifically for movements in oil prices. Table 4 on page 45 of 
the 2000 article IV consultation staff report (EBS/00/164) indicates that petroleum 
revenue increased by 2.9 percent of GDP in 1999, whereas non-petroleum revenue 
increased by 0.9 percent of GDP and primary expenditures fell by 0.4 percent of 
GDP. It appears therefore that a large part of the discrepancy between the different 
measures (narrative vs. CAPB) is explained by factors that were justifiably 
excluded from the narrative dataset. 

Ecuador (2000). The CAPB improved by 3.5 percent of GDP, but the policy 
record suggests a consolidation of 0.5 percent of GDP, implying a discrepancy of 
3 percent of GDP (3.5-0.5). As discussed previously in the Appendix, the 0.5 
percent of GDP in action-based consolidation reflects revenue measures of 1.3 
percent of GDP that were partly offset by expenditure increases of 0.8 percent of 
GDP. The objective of the revenue measures was ensuring medium-term fiscal 
sustainability. Moreover, oil revenues increased by 3 percent of GDP in 2000 
according to the 2003 Article IV staff report (EBS/03/21, Table 2 on page 28). Our 
conventional measure of the CAPB does not adjust for such swings in oil revenue, 
and this swing explains the gap compared to our narrative fiscal measure. 

Jamaica (1992). The policy record suggests a consolidation of 2.1 percent of 
GDP, but our baseline measure of the CAPB falls by 2 percent of GDP, implying a 
discrepancy of 4.1 percent of GDP (2.1 + 2). At the same time, the size of the CAPB 
fall is sensitive to the method of computing it. The WEO does not report CAPB 
data for Jamaica in 1992, and an alternative CAPB measure we construct based on 
the “rule of thumb” relating the adjusted balance as a share of GDP to the 
unadjusted balance and the output gap shows a fall of only 0.6 percent of GDP.17 
So almost half of the discrepancy—1.6 percent of GDP (2-0.6)—is due to 
differences in the CAPB versions. Of the remaining 2.5 percentage point 
discrepancy (4.1-1.6), most is explained by Bank of Jamaica. The 1993 Article IV 
consultation staff report (EBS/93/137) states (p. 3) that the deficit of the Central 
Government (including Bank of Jamaica losses) remained broadly constant in 
1991/92 and 1992/93, while there was a modest improvement if such losses are 
excluded (see also Table 5 of the report). The report explains that policy 
measures—a widening of the tax base and more efficient tax enforcement—
contributed to a rise in government revenue. In addition, the fiscal surplus of the 
rest of the public sector increased from 0.7 percent of GDP in 1991/92 to 3.3 percent 
of GDP in 1992/93, as public enterprises implemented fully the automatic cost pass-

 
17 PBadj = PB -e*gap, where e is the ratio of primary expenditure to GDP. 
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through mechanism and exercised additional capital expenditure restraint. Specific 
financial operations thus explain why the CAPB-based measure inaccurately 
identifies the size of deficit-driven fiscal consolidation. 

Jamaica (1998). The CAPB rose by 3.7 percent of GDP, but this reflected fiscal 
tightening to restrain inflation and adjust to stabilizing international reserves. The 
1998 Article IV consultation staff report (SM/98/165) presents (p. 17) the 
motivations for the authorities’ actions: “The authorities explained that their 
program for FY 1998 had been framed in the context of a medium-term strategy 
that aims at achieving output growth of 4-5 percent by FY 2000, reducing annual 
inflation to 3 percent by that year, and keeping international reserves at around the 
equivalent of 14 weeks of imports. In support of these objectives, the central 
government balance (excluding costs related to support of the financial system) 
would turn to a surplus of about 2.5 of GDP.” The same report (p. 19) discusses the 
fiscal measures—mainly on the tax side—implemented by the authorities. Overall, 
much of the increase in the CAPB ratio in 1998 was the result of deliberate 
tightening to reduce inflation. We do not consider this as a fiscal consolidation 
motivated primarily by a desire to reduce the budget deficit. 

Jamaica (1999). The CAPB improved by 3.7 percent of GDP, but the policy 
record indicates a smaller action-based fiscal consolidation of 0.7 percent of GDP, 
implying a discrepancy of 3 percent of GDP. As discussed previously in the 
Appendix, the fiscal consolidation consisted of expenditure cuts of 0.7 percent of 
GDP on a net basis. The cuts aimed at reducing debt. The 2001 Article IV 
consultation staff report (EBS/01/73) suggests (p. 7) that a large part of the 
observed improvement in revenues amounting to about 2 percent of GDP was 
linked to one-off factors not accounted for in the CAPB measure, in particular 
bauxite and cellular license fees. In that context, we believe that the recorded 
changes in the cyclically adjusted primary balance do not accurately identify the 
size of the fiscal policy change. 

Mexico (1995). The CAPB improved by 3 percent of GDP, but this reflects a 
policy response to prospective economic conditions in the context of a financial 
crisis. The fiscal consolidation occurred as part of an IMF-supported adjustment 
program. The 1995 Article IV consultation staff report (EBS/95/103) presents the 
motivation for the adjustment program on page 2: “In early January 1995, the 
Government of Mexico adopted an economic program to deal with the financial 
crisis that followed the sharp depreciation of the peso in late December 1994. This 
program, which was supported by a Fund stand-by arrangement, did not succeed in 
calming financial markets and in early March the authorities took additional 
measures. The new measures included greater fiscal adjustment and a tightening of 
monetary policy and were viewed as consistent with a sharp reduction in the 
external current account deficit.” The first 1995 SBA review report (EBS/95/47) 
further discusses the motivations for the measures on page 6: “In the absence of a 
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reinforcement of policies, Mexico's markedly less favorable economic outlook 
would have resulted in a significant worsening in its public finances with respect to 
the original program targets”. An increase in the general VAT tax rate from 10 to 
15 percent (except in border areas, where it remains at 10 per cent) effective as of 
May 1995, was one of the most main measures. The estimated impact of this 
increase in the VAT was of 1.2 percent of GDP (see p. 7 of the 1995 SBA first 
review staff report, EBS/95/47). Moreover, cuts in primary expenditures in the 
order of 1.4 percent of GDP were implemented (see Table 3 on page 29 of the 1997 
Article IV staff report, SM/97/201). This included reductions in the wage bill (0.7 
percent of GDP) and capital expenditures (0.6 percent of GDP). The discrepancy 
between the narrative and the CAPB measures is in this case explained by the direct 
response to the balance of payments crisis and prospective economic conditions. 

Paraguay (1989). The CAPB improved by 5.2 percent of GDP, but the policy 
record shows an action-based fiscal consolidation amounting to 2.6 percent of GDP, 
implying a discrepancy of 2.6 percent of GDP (5.2-2.6). The Situación Financiera 
for the central government downloaded from the Ministry of Finance’s website 
(http://www.hacienda.gov.py/situfin/) indicates that tax revenue increased by about 
2 percent of GDP in 1989, reflecting the budgetary impact of tax measures 
presented previously in the Appendix discussing the consolidation episodes. The 
motivation for these measures was the need to reduce the fiscal deficit. The 1991 
Article IV staff report (SM/91/160) states on page 2 that: “To address the country's 
economic imbalances, the Government that took office in 1989 tightened fiscal and 
credit policy, unified the exchange rate under a managed float, and liberalized the 
financial and trade systems. In the fiscal area, the authorities increased government 
revenue, raised public tariffs, improved the operational efficiency of public 
enterprises, and reduced investment spending. In addition, they took steps to 
improve tax administration and combat evasion.”  

On top of these policy-driven tax increases, however, non-tax revenues increased 
substantially, reflecting additional royalty revenue from energy sales by the Itaipú 
binational hydroelectricity plant, which increased by about 1.4 percent of GDP in 
1989, mostly explained by favorable weather conditions. Hence, a large share of 
the discrepancy can be explained by non-policy factors that were not adjusted for 
in our measure of the CAPB, which only considers adjustments for the economic 
cycle. In that context, we believe that the recorded changes in the cyclically 
adjusted primary balance do not accurately identify the size of the fiscal policy 
change.  

Paraguay (1990). The CAPB improved by 3.7 percent of GDP, but this reflected 
policy actions to reduce inflation and stabilize reserves. The 1991 SBA request 
report (EBS/91/5) presents (p. 5) the objectives of the authorities’ program for 
1990: “In early 1990, the authorities discussed with the staff an economic program 
… aimed at a reduction in the 12-month rate of inflation to below 20 percent by the 

http://www.hacienda.gov.py/situfin/
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end of 1990, a modest buildup of international reserves … The achievement of 
these objectives was premised on the continuation of the prudent fiscal stance, a 
tightening of credit policy, and adjustments in domestic interest rates.” The report 
confirms (p. 6) that the strong fiscal outturn reflected: “cutbacks in current and 
capital spending by the public sector.” A policy response to prospective economic 
conditions thus explains the gap between the CAPB-based indicator and our 
narrative measure. 

Paraguay (1998). The CAPB improved by 2.9 percent of GDP, but this reflected 
a policy response to economic activity. A new administration took office in August 
1998 and implemented a number of measures to increase revenue for the rest of the 
year, including increases in excise duties and tax administration improvements. The 
motivation for these policy measures are discussed in the 1999 Recent Economic 
Developments report (IMF country report 99/10) as follows (p. 9): “A cooling 
Brazilian economy and stricter border controls reduced reexport trade and receipts 
from trade taxes. In addition, declining economic activity in Paraguay and 
slackening collection efforts diminished revenues from the corporate income tax. 
… To help restore the fiscal balance, the administration that assumed office in 
August 1998 has the list of exemptions from the VAT and import tariffs … and 
increased excise taxes on fuel, alcohol, and cigarettes. In addition, a campaign of 
on-site controls in business has led to an increase in the collection of VAT and 
corporate income taxes during the last months of 1998.”  

The 1998 Article IV staff report (SM/98/277) provides an indirect estimate of the 
impact of the measures in the order of 2 percent of GDP (p. 4): “In 1998, the 
continued increase in current spending, especially on wages, at a time when the 
weakness in economic activity was eroding the tax base, resulted in a deficit that 
by mid-year was approaching 3 percent of GDP on a twelve-month rolling basis. 
Upon assuming office in mid-August, the incoming administration took measures 
to contain the deficit, including a decree (Decree No. 6) to reduce current 
expenditure, the reduction of some tax exemptions, and a significant tightening of 
tax administration, including for imports and border trading. With these measures, 
the deficit for 1998 as a whole is now estimated to be 1% percent of GDP, just 
above that of 1997.” In addition, windfall gains from Itaipú also helped boost the 
fiscal balance. Page 10 of the 1999 Recent Economic Developments report (IMF 
country report 99/10) states that the royalties from Itaipú increased to 2.8 percent 
of GDP in 1998 because of the weather, 0.9 percent of GDP higher than in 1996. 
The gap between the CAPB and our narrative measure thus reflects a policy 
response to economic conditions as well as non-policy factors not accounted for in 
the CAPB adjustment measure. 

Overall, our examination of these 16 largest discrepancies between the CAPB-
based approach and the narrative approach suggests that our narrative approach 
more accurately identifies the size of deficit-driven fiscal consolidation. The 
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discrepancies are generally driven by specific economic or budgetary developments 
that cause the conventional CAPB-based measure to inaccurately identify the size 
of deficit-driven fiscal consolidation. These developments include, in a number of 
cases, responses to current or prospective economic conditions, including the onset 
of economic crisis. 
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Appendix II. Country by Country Summary of Consolidation Episodes 

This appendix presents a new database of fiscal consolidation measures taken by 
the governments of 14 Latin American and Caribbean economies to reduce budget 
deficits during 1989-2016.  

We examine policymakers’ intentions and actions as described in 
contemporaneous policy documents, including Budgets, central bank reports, and 
IMF and OECD reports, and identify measures motivated primarily by deficit 
reduction and long-term fiscal health. We also consider in the database fiscal 
actions motivated by other long-term objectives, such as reducing inequality, 
enhancing economic efficiency or a belief in the benefits of small government.  

 
Motivation of Measures 

A key step in the narrative analysis is to examine policymakers’ intentions to 
ensure that the tax and spending measures that we include in our database were 
motivated primarily by the desire to reduce the budget deficit and long-term fiscal 
health and not by a response to prospective economic conditions. The documents 
for the 14 LAC countries in our sample indicate the following principal motivations 
for fiscal action: a desire to reduce the budget deficit to shore up government 
financial sustainability; a desire to offset a sharp economic contraction, including 
in connection with a financial crisis, that reduces government revenue; and a desire 
to restrain domestic demand for cyclical reasons. Moreover, we also find evidence 
of fiscal actions motivated by other long-term considerations such as improving 
economic efficiency, reducing inequality, or a belief in the benefits of small 
government.   

For the afore-mentioned reasons, we focus on fiscal consolidation measures 
based on a desire to reduce the budget deficit, as in Devries and others (2011). Costa 
Rica in 2016 provides an example of such a policy change. The authorities 
introduced austerity measures to reduce the deficit as part of a gradual path toward 
fiscal sustainability, and not because there was a need to counter an unexpected 
economic contraction or the risk of economic overheating. Another example is the 
consolidation that occurred in Colombia in 2016, which involved cutting spending 
not to react to a recession or reduce the risk of economic overheating, but because 
policymakers wanted to comply with the fiscal rule and saw it as a prudent policy 
change with potential long-term benefits. If consolidation is motivated primarily by 
restraining domestic demand or in response to an economic contraction, we note its 
occurrence in footnotes in the paper, but do not include it in our database. By the 
same token, we record fiscal consolidation in our database even if it is followed by 
an adverse shock and an offsetting countercyclical discretionary stimulus. 
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At the same time, if a fiscal consolidation is offset by fiscal actions not primarily 
motivated by cyclical fluctuations, such as a tax cut motivated by long-run 
considerations18, we compute the sum of the measures and conclude that 
consolidation occurred if the overall change in policy yields budgetary savings. For 
example, if spending cuts motivated by deficit reduction were fully offset by tax 
cuts associated with long-run considerations, we would conclude that no fiscal 
consolidation occurred. A concrete counterpart to these hypothetical examples is 
the tax reform approved by Chile in September 2014 to raise 3 percent of GDP in 
revenue by 2018. While 1 percent of GDP of the additional revenues was allocated 
to close the structural deficit, the rest was used to finance additional expenditure 
linked to the structural reform agenda (education and health), therefore the latter 
part of budgetary impact of the reform is not included in the dataset. 

 
Budgetary Effects 

The sources used to construct the narrative consolidation episodes are historical 
documents that present retrospective and prospective descriptions of fiscal policy 
actions, including estimates of their likely budgetary impact. These documents also 
provide evidence on the motivations behind a given policy action at the time that 
decisions were taken. The documents used include reports from multilateral 
institutions such as IMF staff reports (reports for Article IV consultations, Recent 
Economic Developments reports, and IMF Program documents) and OECD 
Country Economic Surveys; as well as budget-related documents (such as several 
issues of the Informe de Finanzas Publicas for Chile and Paraguay, the Marco Fiscal 
de Mediano Plazo report for Colombia, the Criterios Generales de Política 
Económica for Mexico, the Marco Macroeconomico Multinaual report for Peru or 
the Informe Explicativo y Politica Presupuestaria report for the Dominican 
Republic) and reports by Central Banks. In some instances, these primary sources 
were complemented by information from working papers or other research 
documents. 

The measures of the magnitude of fiscal policy changes included in the database 
rely on estimates of the revenue or expenditure impact of the given policy action at 
the time of implementation (expressed in annual terms) and at the prevailing level 
of GDP. As in Devries and others (2011), temporary policy measures are recorded 
as having a positive budgetary impact when they come into effect and a negative 
impact when they expire, whereas a permanent measure is recorded as having a 
positive budgetary impact when it comes into effect and zero thereafter. For 
example, Paraguay introduced a temporary export tax on soybeans in 2004 with an 
expected revenue yield of 0.2 percent of GDP. In that context, we would record a 

 
18 Long-run considerations could include for example, measures aimed at reducing inequality, improving incentives, 

increasing efficiency or based on a philosophical belief in the benefits of small government (Romer and Romer, 2010). 
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tax hike with a magnitude of 0.2 percent of GDP in 2004. Subsequently, the 
temporary export tax was eliminated in February 2005 and a revenue loss (negative 
value) equivalent to 0.2 percent of GDP would be recorded in 2005. If measures 
were announced but were not implemented, we do not include them in the database. 
Occasionally, announced measures are only partly implemented or are 
implemented with delays and the coding of budgetary impacts in the dataset take 
these features into account, as described in detail in the next section. 

 
Country by Country Summary of Consolidation Episodes 

In this section, we attempt to provide a sufficient number of quotations and 
citations from the historical record so that readers can see the evidence behind our 
conclusions regarding the motivation and budgetary impact of fiscal consolidation 
actions. 

 
Argentina19 

Argentina 1996  
Fiscal consolidation consisted of tax hikes of 0.25 percent of GDP. The 1996 
Article IV Staff Report (EBS 96/161) explains (p. 9) that, as part of the 
authorities’ program to reduce the fiscal deficit : “… the Government is relying 
on a package of revenue measures that went into effect in late September 1996 
and includes: increases in fuel excises--which would provide about half of the 
additional revenue; the elimination of some corporate income tax exemptions and 
loopholes; increases in the rates of the corporate and personal income taxes; 
increases in tariffs on imports of capital goods consistent with the agreements 
under MERCOSUR; various actions to raise collections of social security 
contributions; a reduction in tax rebates for exporters; a removal of subsidies for 
domestic producers of capital goods; and steps to curtail outlays on family 
allowances (PM, 15). Also, Congress passed legislation whereby the revenue 

 
19 An increase in the VAT rate by 3 percentage points with an estimated revenue yield of 2 percent of GDP was 

implemented in 1995 with the objective of reducing the fiscal deficit in the context of a loss of confidence in debt markets. 
In line with Gunter and others (2017), we consider that this episode was primarily motivated by responding to a fall in 
confidence and a large capital outflows. Therefore, we do not record it as fiscal consolidation motivated primarily by deficit-
reduction and medium-term fiscal sustainability considerations. The 1995 Article IV report (EBS 95/150) states on page 2 
that: “Facing a loss of confidence and difficulties in rolling over public sector maturities, in March 1995 the authorities took 
strong measures to bolster the public finances and provide support to the banking system. … The measures, which were 
expected to yield over 2 percentage points of GDP in 1995, included a temporary 3 percentage point surcharge on the value-
added tax (VAT) rate, which was exempted from revenue-sharing with the provinces, and a wage cut for higher-paid public 
employees. The aim was to shift the overall balance in the public finances (excluding privatization receipts) from a deficit of 
0.5 percent of GDP in 1994 (and a projected deficit of 1.5 percent of GDP in 1995) to a surplus of 0.7 percent of GDP in 
1995, with privatization expected to generate an additional 0.8 percent of GDP”.  

In 2016, the government announced tax hikes amounting to 2 percent of GDP and expenditure cuts of 0.3 percent (see 
page 11 of IMF country report 16/346 for a detailed description of the measures). But, these policy actions were offset by 
tax cuts (export taxes) and increases in pension spending. As a result, the federal primary fiscal deficit remained largely 
unchanged as a share of GDP in 2016 (IMF country report 17/409 Figure 3 and Table 5). 
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from the increase in fuel excises will not be shared with the provinces for the next 
two years (PM, IS). These measures are expected to yield about 1 percent of GDP 
on an annual basis.” Since the measures were implemented in late September, we 
assign 0.25 percent of GDP to calendar year 1996 and 0.75 percent of GDP to the 
year 1997. 
 
Argentina 1997 

The fiscal consolidation initiated in 1996 continued in 1997, with tax measures 
totaling 0.75 percent of GDP. Fiscal consolidation was motivated by maintaining 
sound public finances (see entry for 1996 above). 
 

Bolivia20 

Bolivia 1995 
Fiscal consolidation amounted to 0.9 percent of GDP, with a tax increase of 1.2 

percent of GDP, offset by a spending increase of 0.3 percent of GDP. The tax 
increase was part of a tax reform presented to Congress in November 1994 with an 
expected revenue yield of 1.2 percent of GDP in 1995 (0.9 percent of GDP 
considering offsetting expenditure increases), motivated by the need to cover the 

 
20 While fiscal policy tightening did occur during 1989-94, it was primarily motivated by restraining inflation and 

responding to balance of payments crises. We therefore do not record it as fiscal consolidation motivated primarily by 
medium-term fiscal sustainability considerations. For example, the 1989 Article IV Staff Report (EBS/89/209) explains (p. 
54) that “Since August 6, 1989 the new government has been implementing policies designed to return the economy to the 
path outlined in Bolivia’s medium-term program described in the memoranda attached to the Letters dated June 30, 1988 
and March 1, 1989. These policies aim at economic growth of 2.8 percent for 1989 while seeking to limit inflation to 12.5 
percent at end year.”  

An increase in the VAT rate from 10 to 13 percent in March 1992 as well as an increase in the prices of petroleum products 
were expected to generate revenues in the order of 1.25 percent of GDP (see the 1992 Article IV consultation staff report 
EBS/92/137, Page 4percent of GDP). But there were expenditure overruns in 1992 relative to program targets, reflecting 
higher investment spending and an increase in the public sector wage bill (see 1993 Article IV consultation staff report 
EBS/93/210). Moreover, fiscal measures amounting to 2.5 percent of GDP in 1998 were more than offset by increased 
expenditures linked to structural reforms. The 1998 Article IV staff report (EBS/98/153) discusses on page 7 the motivations 
for the authorities’ program for 1998: “Against this background, the authorities’ program for 1998 … aimed to support an 
increase in economic growth to 4½ to 5 percent with a further reduction in poverty. The program also aimed to limit the 
inflationary effects of an increase in indirect taxes and reduce inflation to 6% percent in 1998”. The report discusses the 
fiscal measures, which included an increase in taxes on domestic petroleum products in December 1997. But these measures 
could not fully offset the fiscal costs of structural reforms (especially the pension reform), which were expected to reach 5 
percent of GDP in 1998. 

A fiscal consolidation of 1.7 percent of GDP occurred in 2003 with tax hikes amounting to 0.7 percent of GDP and 
expenditure cuts amounting to 1 percent of GDP. But it was motivated by the need to stabilize the economy after civil 
disturbances. The 2003 Request for Stand-by arrangement report (EBS/03/37) discusses the motivations for the policy 
actions: “The economic program for 2003, in support of which the authorities are requesting an SBA, focuses on stabilizing 
the economy after the recent civil disturbances and resulting financial instability and laying the basis for a return to growth”. 
In addition, page 9 of the same report lists the key measures adopted in August 2003, which include: i) a new tax code that 
significantly strengthens the enforcement capabilities of the tax and custom agencies; ii) a tax regularization scheme; iii) a 
set of modifications to the tax bill (Law 843) that eliminated loopholes, expands tax bases, and limits deductions. Box 2 on 
page 12 of the 3rd SBA review report (EBS/04/73) presents estimates of the revenue yield of these measures in 2003, which 
are in the order of 0.7 percent of GDP. The authorities also announced steps to cut expenditures by 1 percent of GDP. As 
shown in Table 2 on page 25 of the 2006 Article IV consultation staff report (IMF Country Report No. 06/270), these plans 
were implemented. 
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costs of structural reforms. The Memorandum on Economic and Financial Policies 
in the 1994 Article IV consultation staff report (EBS/94/228) states the objectives 
of the policy program on Page 48: “A central element of the Government's program 
is to increase economic growth by transferring control of the largest public 
enterprises (oil, electricity, telecommunications, railway, airlines, and smelter 
companies) to the private sector through a process of capitalization and 
privatization.  The framework law for capitalization that was approved by Congress 
in March 1994 opens the companies to private investment and provides for the 
distribution of shares in the enterprises to the accounts of adult Bolivian citizens (to 
be established in newly created private pension funds). …The macroeconomic 
framework for 1995-97 takes into account the costs associated with the 
capitalization and privatization of the major public enterprises (particularly 
severance payments) as well as expenditures related to reforms of the education, 
pension, civil service, and judicial systems. One-time costs of the reforms are 
estimated. at about 3 ½ percent of GDP in 1995 and ½ percent of GDP a year in 
1996 and 1997, and recurrent costs amount to 0.4 percent of GDP in 1995 and about 
1.2 percent of GDP in 1996 and 1997”. 

The tax reform measures included an increase in the rate of the transactions tax 
from 2 percent to 3 percent (effective in February 1995), which is expected to yield 
additional revenue of 0.9 percent of GDP, as well as an increase in the excise tax 
on vehicles from 10 percent to 20 percent and higher beer taxes, which became 
effective in August. The latter two measures are expected to yield 0.3 percent of 
GDP in 1995 (see page 17 of the 1996 Recent Economic Developments report 
SM/96/61).  

But it appears that the costs of reforms in 1995 was smaller than initially expected 
due to delays in implementation (see page 1 of the 1996 Recent Economic 
Developments report SM/96/61). In fact, overall expenditures increased only by 0.3 
percent of GDP. In that context, the increase in revenues contributed to a reduction 
of the primary deficit of over 1.5 percent of GDP according to WEO data. As the 
expected increase in revenues was partly offset by an increase in expenditures of 
0.3 percent of GDP, we include in the net effect of 0.9 percent of GDP in the dataset. 
 
Bolivia 2004 

Tax hikes amounted to 2 percent of GDP. The tax hikes were part of the program 
supported by an IMF stand-by arrangement that aimed at reducing the fiscal deficit. 
The MEFP (p.54) in the 2004 3rd SBA review report (EBS/04/73) states that: “The 
2004 program targets a reduction of the fiscal deficit after grants to 6.1 percent of 
GDP and to 9.7 percent of GDP before grants, while raising the level of pro-poor 
spending by 0.6 percent of GDP”. The 2004 Informe Economico y Social 
elaborated by the Ministry for Economic Development also states on page 10 that 
the policies were geared towards deficit reduction: “In 2004 fiscal policy was 
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oriented towards containing the growth of the deficit and filling the fiscal gap in 
order to meet the goal of reaching the fiscal target of 6.8 percent of GDP”. 

The measures adopted and their impact in 2004 are described on pages 10 and 11 
as well as Box 2 on page 12 of the 2004 3rd SBA review report (EBS/04/73). In 
particular, a financial transactions tax was approved in April 2004 and implemented 
in July with a rate of 0.3 percent on both debits and credits. The overall revenue 
yield of measures for 2004 was expected to be 2 percent of GDP. 

 
Bolivia 2005 

Tax hikes amounted to 4.1 percent of GDP. The tax increases were motivated by 
the desire to reduce the deficit and for long run considerations (greater role of the 
state in hydrocarbons sector). The 2005 5th SBA review report (EBS/05/53) 
presents the motivation for the fiscal measures on page 9: “The authorities aim to 
reduce the fiscal deficit to 5¼ percent of GDP after grants in 2005, and limit 
nonconcessional financing to 1½ percent of GDP”. In addition, the May 2005 
hydrocarbons law that introduced the IDH tax was consistent with the results of a 
national referendum conducted in July 2004. The referendum essentially proposed 
an enhanced role of the state in the sector (the referendum and its questions are 
discussed in Box 1 on page 7 of the 2004 4th SBA review report EBS/04/135). Box 
2 on page 14 of the 2005 6th SBA review report (EBS/05/150) provides a 
discussion of the changes to the hydrocarbons regime in Bolivia in 2005. 
Interestingly, as stated on page 58 of the 2005 5th SBA review report (EBS/05/53), 
one of the structural benchmarks for the SBA program was the: “Approval by 
Congress of a Hydrocarbons Law that adopts a strategy on gas exports based on the 
national referendum including issuing the implementing regulations, regulating the 
taxation of hydrocarbons and providing an appropriate framework for developing 
the large hydrocarbon reserves.”  

The 2005 5th SBA review report (EBS/05/53) outlines some of the fiscal 
measures adopted in 2005, including increases in fuel excise taxes (in January) with 
an expected yield of 1 percent of GDP. Crucially, a new direct tax on hydrocarbons 
(IDH) was introduced in the context of a new hydrocarbons law enacted in May 
2005. The law expanded state control over production and commercialization of oil 
and gas. The IDH tax implied an increase in the level of royalties from 18 to 50 
percent of turnover (2007 Article IV consultation staff report SM/07/226, page 7). 
According to Table 15 on page 43 of the 2006 Memoria Fiscal report elaborated by 
the Ministry of Finance, the IDH generated 3.1 percent of GDP in revenues in 2005 
and 6.1 percent of GDP in 2006. 
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Brazil21 

Brazil 2015 
Fiscal consolidation amounting to 0.8 percent of GDP consisted of expenditure 

cuts of 0.5 percent of GDP and tax hikes of 0.3 percent of GDP on a net basis. The 
measures were motivated by the desire to reduce debt. According to the 2014 
Article IV staff report (IMF Country Report 15/161), on page 12: “Over December 
2014−January 2015, a new economic team was brought on board with a mandate 
to strengthen macroeconomic policies and restore credibility. The team announced 
an ambitious fiscal adjustment strategy to bring the primary surplus to 1.2 percent 
of GDP in 2015 and to at least 2 percent of GDP in 2016 and 2017. This strategy, 
together with the ending of policy lending from the treasury to public banks, aims 
to stabilize and then reduce gross public debt.” 

Page 13 of the same report presents estimates of the budgetary impact of some of 
the measures: “On the expenditure side, the government announced (i) reduced 
benefits and tighter eligibility criteria for survivor pensions, unemployment and 
sickness benefits, and salary bonuses for private employees with low earnings, and 
(ii) the elimination of electricity subsidies (supported by tariff adjustments). The 
government estimates these measures will yield about 0.5 percent of GDP savings 
in 2015. On the revenue side, taxes were raised on fuels, household credit 
operations, car sales, imports, and cosmetics, and a planned revision of PIT brackets 
was vetoed by the President (yielding 0.4 percent of GDP in total)”.  

 
21 An adjustment program aimed at reducing very high inflation with 1.5 percent GDP in tax measures and 2.5 percent 

of GDP in expenditure cuts was implemented in 1990. This episode was determined to be related to cyclical conditions and 
was not included in the database. According to the 1991 Recent Economic Developments report (SM 91/201) page 26: “In 
1990 tax revenue of the Central Administration (excluding earmarked social taxes) increased by 1.5 percentage points of 
GDP as a result of measures implemented in March”. Same report page 30 states that: “Expenditure (excluding outlays 
shifted to the expanded Social Security Budget) declined by 10.5 percentage points of GDP in 1990 (see Table 1.5); most of 
the decline (8 percentage points) reflected the effect of negative real interest payments on domestic debt and the remainder 
resulted from cutbacks in current and capital transfers to public enterprises and a number of measures related to the 
administrative reform”. The 1993 Recent Economic Developments report (SM 93/125) sheds light on the motivation of the 
adjustment program on page 4: “Upon assuming office in March 1990 the new Administration introduced an economic 
program (the Collor I Plan) that aimed at bringing about a sharp drop in inflation, which had reached 72 percent per month 
in February”.  

A fiscal consolidation consisting of tax increases amounting to 1.3 percent of GDP and expenditure cuts of 0.9 percent of 
GDP (over three years) was implemented in late 1998/early 1999 in the context of a balance of payments crisis. The 2001 
OECD Economic Survey report for Brazil has a description of fiscal measures adopted in 1998-1999 on page 58. These 
measures were deemed to be motivated by cyclical considerations and were not included in the database.  

Moreover, important changes to the tax system were approved and implemented in late 2003 and in May 2004 motivated 
by need to reduce the deficit, but also to increase efficiency. The motivation for the adjustment is discussed by Corbacho in 
the 2005 IMF selected issues paper (SM/05/83) and also in the 2004 Central Bank of Brazil (BACEN) Bulletin (pages 78-
79). The reforms comprised changes in the base (moving them towards a value-added rather than turnover and also 
incorporating imports) and in the rates for the COFINS and PIS/PASEP taxes. The reform of the COFINS in particular was 
significantly revenue enhancing, with collections rising by 0.7 percent of GDP in 2004. But these tax increases were also 
accompanied by exemptions and reductions in other taxes with an estimated annualized cost of 0.5 percent of GDP (see 
footnote 5 in Corbacho, 2005). In addition, the 2004 BACEN bulletin shows that public expenditures increased by 0.5 percent 
of GDP in 2004 (mainly public investment and social benefits), which more than offset the net effect of the tax reforms. 
Biljanovska (2017) in IMF Country Report 17/216 does not identify any episode of fiscal consolidation in Brazil over the 
period 2001-2015 using the cyclically-adjusted primary balance approach. 
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According to the 2015 Central Bank of Brazil Annual Bulletin (Boletim do Banco 
Central do Brasil, pages 59 to 60), the reductions in energy subsidies and in certain 
social benefits (Law 13.135 of June 17 2015 and Law 13.134 of June 16 2015) 
planned for 2015 were effectively implemented, broadly confirming the estimated 
cuts discussed in IMF Country Report 15/161. On the revenue side, the report 
highlights the reinstatement of the IPI tax on several products (Decree 8.393 of 
January 2015); the increase in the financial transactions tax (IOF) on new loans for 
individuals (Decree 8.392 of January 2015); and increases in fuel taxes (Decree 
8.395 of January 2015), among other policy measures. The report notes on page 60 
that: “The expected impact of the measures mentioned was neutralized by the sharp 
contraction of economic activity…”.  The Bulletin also indicates (p. 70) that tax 
cuts of around 3.9 billion reais (about 0.1 percent of GDP) were implemented, 
partly offsetting the previously discussed revenue measures. Therefore, we assign 
a net budgetary impact of 0.3 percent of GDP to revenue measures (0.4 percent of 
GDP minus the 0.1 percent of GDP in tax cuts). 

The 2016 Article IV report (IMF Country Report 16/348) states on page 7 that: 
“Fiscal policy was broadly neutral over 2015‒16 (not counting the reduction in 
quasi-fiscal activity) despite cuts in discretionary spending introduced in early 
2015. The government started 2015 promising rising fiscal surpluses, and took 
early adjustment measures, such as the discontinuation of policy lending to 
BNDES, the modification of some excesses in entitlement programs, and the 
realignment of electricity tariffs, which staved off the expected flow of subsidies to 
the sector. However, momentum was not sustained, and policies, including those 
originating in Congress, were at times expansionary”. The same report also states 
on page 11 that: “In 2015 the non-financial public sector primary deficit reached 
1.9 percent of GDP (a far cry from the original target of a surplus of 1.2 percent of 
GDP), and the overall deficit was 10.4 percent of GDP. The key driver was a fall 
of 4.8 percent in real revenue collection, which was partially offset by a decline in 
real expenditures.” A large part of the deterioration of the deficit for the public 
sector in 2015 was also explained by losses on the central bank’s foreign exchange 
swap program as well as the costs of clearing liabilities of the federal government 
with public banks (on the latter see the 2015 Boletim do Banco Central do Brasil, 
page 62).  
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Chile22 

Chile 1990 
Fiscal consolidation based on tax hikes, partly offset by social expenditure 

increases, amounting on a net basis to 0.5 percent of GDP. The tax increases were 
motivated by the desire to maintain sound public finances. The 1993 Recent 
Economic Developments report (SM/93/135) sheds light on the motivation for the 
tax hikes on page 18: “To maintain public finances on a sound footing while 
meeting the commitments regarding expenditure, the new Government proposed 
and Congress approved in mid-1990 tax measures yielding additional annual 
revenue of about 2 percent of GDP”.  

According to the 1990 Article IV staff report (SM/91/50) page 5, the tax hikes 
approved by Congress in June 1990 were: “… designed to generate revenue of 1.5 
percent of GDP in the second half of 1990 and 2 percent on an annual basis”. 
Measures included an increase in the VAT rate from 16 to 18 percent; a change in 
the base for the corporate income tax (CIT) from distributed to earned profits and 
an increase in the CIT from 10 to 15percent starting in 1991. The same report states 
that: “At least 2/3 of new resources were earmarked to finance additional social 
expenditures.”  

Therefore, at least 2/3 of the tax increase would be motivated by an increase in 
spending and we only consider the impact of the hike that is not offset by this 
increase (i.e. 0.5 percent of GDP in 1990 and 0.17 percent of GDP in 1991). See 
also, the Recent Economic Developments report for 1991 (SM/91/58), page 24 and 
the 1996 Article IV staff report (SM/96/219), page 10 (box 3).  

According to the Informe de Finanzas Publicas for 2003 page 50, the estimated 
impact of the increase in the CIT from 10 to 15 percent was 507 million USD of 
2001. The impact of the increase in VAT rates is estimated to have been 134 million 
USD of 2001. The other major tax change involved an increase in fuel taxes with 
an estimated impact of 218 million USD of 2001. There were additional measures 
that increased the tax burden, but also reforms that decreased taxes. The total impact 
of the tax measures is estimated to be a net increase of 363 million USD of 2001 
(not considering the offsetting increases in expenditure). 

 
 
 

 
22 In March 2011, cuts to current expenditures amounting to about 0.4 percent of GDP relative to the budget were 

announced as “… a contribution to moderate inflation in a time when expectations had significantly increased” (see page 16 
of the 2012 Informe de Finanzas Publicas). This measure was not included in the database given that it was clearly motivated 
by economic prospects. In addition, the corporate tax rate was increased from 17 percent in 2010 to 20 percent in 2011, and 
18.5 percent in 2012, to help finance reconstruction linked to the February 2010 earthquake. This measure was expected to 
yield 0.3 percent of GDP in 2011 (see page 6 of IMF Country Report No. 12/267 and page 15 of the 2011 Informe de Finanzas 
Publicas). Given the nature of the motivation of the tax increase, we also chose to exclude it from the database. 
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Chile 1991 
The fiscal consolidation initiated in 1990 continued in 1991, with tax measures 

totaling 0.17 percent of GDP. The tax increases were motivated by the desire to 
maintain sound public finances. The estimated budgetary impact is net of the 2/3 of 
new resources that were devoted to additional expenditure (i.e. 1/3 of the total 0.5 
percent of GDP impact for 1991, see entry for 1990 above). 

 
Chile 2003 
Fiscal consolidation amounted to 0.6 percent of GDP, with spending cuts of 0.4 

percent of GDP and tax hikes of 0.2 percent of GDP. The measures were motivated 
by the desire to reduce the deficit to adhere to the authorities’ fiscal rule. As the 
2003 Article IV staff report (SM/03/206) explains on page 14, the authorities took 
steps to ensure adherence to the fiscal target in 2003 and 2004. They determined 
that an adjustment of about 1 percent of GDP was needed to achieve the objective 
in 2004 reflecting, in part, declines in tariff revenue resulting from recent trade 
agreements. A VAT rate increase, from 18 to 19 percent, was approved by congress 
in October 2003.  

The Informe de Finanzas Publicas accompanying the 2004 budget (published in 
October 2003) states on page 9 that: “… taking into account non-cyclical factors 
that impacted fiscal revenues in 2003, a reduction in the spending limits of several 
ministries and of the public treasure amounting to the equivalent of 300 million US 
dollars was implemented last June” This amount would be equivalent to about 0.4 
percent of GDP in 2003.  

The effective VAT rate (measured as VAT receipts divided by domestic demand) 
increased by 0.2 percentage points in 2003 to 8.3 percent and by an additional 0.5 
percentage points in 2004 to 8.8 percent. This would translate into increases in 
revenues amounting to 0.2 percent of GDP in 2003 and 0.4 percent in 2004 in our 
assessment of the impact of the tax hikes.  

 
Chile 2004 
The fiscal consolidation initiated in 2003 continued in 2004, with tax measures 

totaling 0.4 percent of GDP in 2004. The VAT increases approved in October 2003 
were motivated the desire to reduce the deficit to adhere to the authorities’ fiscal 
rule. The estimated budgetary impact of the measures in 2004 is 0.4 of GDP as 
detailed in the entry for 2003 above. 

 
Chile 2008 
The level of the structural balance target was reduced from 1 percent GDP to 0.5 

percent of GDP (implying a fiscal expansion of 0.5 percent of GDP). This reduction 
in the target was motivated by long-term considerations, namely lower fiscal risks. 
On motivation for this change see page 19 of the 2008 Informe de Finanzas 
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Publicas. The report states that the structural balance target was reduced in May 
2007 considering that the various fiscal risks that justified the original 1 percent of 
GDP target had been mitigated in recent years. The OECD Economic Survey report 
for 2007 states on page 12 that: “The level of the structural budget surplus to be 
targeted by the government from 2008 was reduced from 1 to 0.5 percent of GDP 
in May 2007. The additional funds available as a result of the reduction in the target 
are set to finance additional spending on education. As discussed in the 2005 
Survey, this policy move is understandable against a background of an improving 
net asset position and the need to satisfy multiple social demands in a country of 
Chile’s income level.”  

 
Chile 2014 
A tax reform implemented gradually with a revenue impact of 0.1 percent of 

GDP. The reform was announced in 2014 to raise 3 percent of GDP by 2018 with 
1 percent of GDP in revenues allocated to close the structural deficit and the rest to 
finance additional expenditure linked to the structural reform agenda (education 
and health). The tax reform was approved in September 2014. The 2014 article IV 
consultation staff report (IMF Country Report 14/218) provides a description of the 
reform, including the motivations behind the fiscal actions on page 10 and also in 
Box 2 on page 19. The reform included increases in corporate income tax rates, 
changes to the taxation of dividends, increases in excise duties, among other 
changes to the tax system.  

The report indicates on page 10 that at least part of the reform aimed at reducing 
the deficit: “The government has proposed a major tax reform to reduce regressivity 
and raise 3 percent of GDP by 2018 in revenue to fund education reform, increase 
outlays on health, and raise public savings (see Box 2).” The selected issues paper 
(Rodriguez-Delgado, 2014 in IMF Country Report 14/219) further discusses the 
motivations for the fiscal actions and the expected impact of the reform on page 26: 
“The reform aims to raise 3 percent of GDP to finance an expansion in education 
and other social programs and to close the structural deficit (1 percent of GDP in 
2014). Additional goals include improving tax progressivity, revamping incentives 
for savings and investment and fighting tax evasion and avoidance”.  

The paper presents a detailed table of the key measures with expected revenue 
yields as calculated by the Chilean authorities. Income tax reform would generate 
about 1.4 percent of GDP in additional revenues over the period. Real estate, 
“green”, and excise taxes would yield an additional 0.9 percent of GDP, whereas 
tax administration and other measures would increase revenues by 0.7 percent of 
GDP. Implementation of the reform was planned to be gradual (see page 32 of IMF 
Country Report 14/219). The Corporate income tax would increase gradually 
staring in 2014 and yielding 0.59 percent of GDP at the “steady state”. 
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Nevertheless, changes to the PIT with an estimated net revenue yield of 0.8 percent 
of GDP would only come into effect in 2018.  

Furthermore, the Financial Report of the Tax Reform published by the Ministry 
of Finance (Informe Financiero de la Reforma Tributaria)23 presents detailed 
estimates of the impact of the reforms over the years as it gradually is implemented, 
indicating that it would yield additional revenues of 0.29 percent of GDP in 2014, 
0.53 percent of GDP in 2015, 0.94 in 2016, 0.68 in 2017, and 0.73 in 2018. The 
2015 Informe de Finanzas Publicas presents on page 20 an estimate of the impact 
of the tax reform on structural revenues in 2014 of about 0.38 percent of GDP (or 
close to 551.3 billion pesos). 

In this context, we consider that the overall impact of the reform was 0.29 percent 
of GDP in 2014, in line with authorities estimates, but only 1/3 of these reform-
related revenues were associated with the motivation to reduce the deficit and other 
long-run considerations. Therefore, we assign an impact of around 0.1 to 2014 in 
the narrative database. Similarly, we assign a value of 0.18 percent of GDP for 2015 
(i.e. 0.53 percent of GDP divided by three); 0.31 percent of GDP for 2016 (i.e. 0.94 
percent of GDP divided by three), and 0.23 percent of GDP to 2017 (i.e. 0.68 
percent of GDP divided by three).  

 
Chile 2015 
Tax reform initiated in 2014 and implemented gradually, with tax measures 

totaling 0.18 percent of GDP. The reform aimed to raise 3 percent of GDP by 2018 
with 1 percent of GDP in revenues allocated to close the structural deficit and the 
rest to finance additional expenditure linked to the structural reform agenda 
(education and health). We assign a value of 0.18 percent of GDP for 2015 (i.e. 
0.53 percent GDP divided by three) as discussed in the entry for 2014 above. 

 
Chile 2016 
Tax reform initiated in 2014 and implemented gradually, with tax measures 

totaling 0.31 percent of GDP. The reform aimed to raise 3 percent of GDP by 2018 
with 1 percent of GDP in revenues allocated to close the structural deficit and the 
rest to finance additional expenditure linked to the structural reform agenda 
(education and health). We assign a value of 0.31 percent of GDP for 2016 (i.e. 
0.94 percent GDP divided by three) as discussed in the entry for 2014 above. 

 
 
 

 
23 The report is available at http://www.dipres.gob.cl/594/w3-article-115572.html  

http://www.dipres.gob.cl/594/w3-article-115572.html
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Colombia24 

Colombia 2000 
Fiscal consolidation consisted of capital expenditure cuts of 0.9 percent of GDP. 

The cuts were implemented to ensure debt sustainability in the context of an IMF-
supported stabilization program. According to the 2001 Article IV staff report 
(EBS/01/34) on page 3: “To deal with these problems, the authorities designed a 
three-year stabilization program for the period through 2002 with the objective of 
restoring economic growth, strengthening Colombia’s external position, and 
reducing inflation further. The program is based on exchange rate flexibility (the 
peso was floated in September 1999), fiscal consolidation, and a structural reform 
program that includes privatizations, financial sector restructuring, and a number 
of initiatives to strengthen efficiency and expenditure control at all levels of the 
public sector”. Same report, on page 38, indicates that actual cuts in capital 
expenditures in 2000 amounted to 0.9 percent of GDP.  

The 2002 Article IV staff report (EBS/02/210) on page 9 states that: “During the 
discussions, the authorities underscored their commitment to take the measures 
needed to ensure public debt sustainability and maintain Colombia’s record of 
servicing its debt. Accordingly, the program calls for tax reforms and expenditure 
cuts, supported by key structural measures and administrative improvements in the 
public sector”.  

 
Colombia 2003 
Fiscal consolidation with a net effect estimated at 1.1 percent of GDP, based on 

tax hikes amounting to 1.6 percent of GDP, partly offset by higher capital 
expenditures (0.5 percent of GDP). A fiscal consolidation package was approved 
in December 2002 motivated by a need to reduce the deficit and debt levels. The 
2003 first SBA review staff report (IMF Country Report 03/181) states on page 6 
that: “The economic program for 2003-04 seeks to strengthen fiscal policy to ease 
the public debt burden and to advance structural reforms, with a view to reducing 
the economy’s vulnerability and promoting more rapid economic growth.” The 
same report describes on page 8 the tax reform approved by end-2002. Measures 

 
24 A fiscal adjustment consisting of cuts in investment spending and increases in public tariffs was implemented by the 

new administration that took office in 1990, but was primarily motivated by the need to reduce inflation, as indicated on 
pages 2 and 4 of the 1991 Article IV staff report (SM/91/204): “The program of the authorities for 1990 envisaged a reduction 
in the rate of inflation to 24 percent and a moderate overall balance of payments surplus. A rate of growth of real GDP of 3 
percent was expected to be consistent with these objectives”. In 1991, revenue measures, including an increase in the VAT 
rate from 10 to 12 percent in January were also motivated by the need to reduce inflation. Page 5 of the 1991 Article IV staff 
report (SM/91/204) states that: “At the beginning of 1991 the authorities framed a program that aimed at reducing the 12-
month rate of inflation to 22 percent by the end of the year”. See the 1991 Article IV staff report (SM/91/204) page 7 and 
the 1992 Article IV report (SM/92/93) page 2 for a description of these measures and their impact. A tax reform package 
taking effect in January 1993, including an increase in the VAT rate from 12 to 14 percent, was more than offset by 
expenditure increases. See the 1993 Article IV staff report (SM/93/160) pages 4 and 5. A tax reform package approved in 
December 1995 was once again offset by expenditure increases. See the 1995 Article IV report (SM/95/319) page 5. 
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adopted included a one-time wealth tax, an income tax surcharge, and a broadening 
of the VAT base that would yield an expected revenue of 1.6 percent of GDP in 
2003 and 1.2 percent of GDP in 2004.  

However, there were delays in implementing part of the reform. The 2004 third 
SBA review staff report (IMF Country Report 04/199) states on page 5 that: “Total 
revenues rose to 31 percent of GDP, largely because of higher nontax revenues. … 
However, tax revenues increased by less than expected, partly because the VAT 
increase approved in December 2002 was implemented later than expected”. Table 
4 on page 26 of the same report indicates that capital expenditures increased by 0.5 
percent of GDP. The 2005 Article IV consultation staff report (SM/05/137) states 
on page 8 that part of the VAT increase was effectively nullified by the 
Constitutional court in 2003.  

In addition, the full year impact of the reforms in 2004 was more than offset by 
expenditure increases (see Table 5 in 2006 Article IV consultation staff report 
EBS/06/131) and therefore is not included in the database. The full year effect of 
the 2002 tax reform in 2004 is estimated at less than 0.6 percent of GDP on page 
39 of the 2004 medium-term fiscal framework report (Marco Fiscal de Mediano 
Plazo) prepared by the Colombian Ministry of Finance.  

 
Colombia 2011 
A tax reform with an estimated net yield of 0.4 percent of GDP was enacted in 

end-2010. The reform was motivated by long run considerations and the need to 
ensure fiscal sustainability. The 2011 Article IV staff report states on page 4 that: 
“Elections took place in May and June 2010, and a new administration (of President 
Santos) took office in early August. The central bank governor remained in his 
position (as stipulated by the central bank law), and the new Minister of Finance 
launched initiatives that supported his predecessor’s efforts to strengthen the fiscal 
framework (e.g., by adopting a fiscal package that included rationalizing tax 
incentives and submitting to congress important structural fiscal reforms).”  

The 2011 Marco Fiscal de Mediano Plazo elaborated by the Ministry of Finance 
presents on page 23 some of the objectives of the reform efforts in 2010, which 
included: “… support the country’s competitiveness, encourage the formalization 
of firms and of labor, and increase productivity, as well as others intended to ensure 
fiscal sustainability”. Page 152 of the same report provides further context for the 
motivation behind the tax reform: “The main objective of the government in tax 
matters was the promotion of the competitiveness of firms supported by the 
simplification of the system and the adoption of measures to reduce wage and non-
wage costs. In that sense, the draft law contemplates measures aimed at eliminating 
distortions in the decisions to allocated resources in real and financial markets”. 

The tax reform closed loopholes in the financial transactions tax, eliminated tax 
credits and increased the net wealth tax. The estimated annual net yield of the 
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revenue measures was 0.4 percent of GDP, even after taking into account the 
revenue losses from the reduction of import tariffs and electricity surcharges (see 
the 2011 Article IV consultation staff report IMF Country Report 11/224, page 6). 
Moreover, the fixed asset tax credit was set to be eliminated in 2012, which was 
expected to generate additional revenues in the order of 0.8 percent of GDP (see 
footnote 2 on Table 3b on page 35of the 2011 Article IV consultation staff report).  

 
Colombia 2012 
A tax reform initiated in 2011 with revenue measures totaling 0.8 percent of GDP. 

The reform was motivated by long run considerations and the need to ensure fiscal 
sustainability. The elimination of the fixed asset tax credit was expected to generate 
additional revenues in the order of 0.8 percent of GDP, as discussed in the entry for 
2011 above.  

In addition, a revenue neutral tax reform was approved in end-2012 motivated by 
long-run considerations. According to Box 5 on page 27 of the 2015 Article IV 
consultation staff report (IMF Country Report 15/142): “The 2012 reform aimed to 
improve progressivity and reduce the tax burden on labor which was hindering 
formality and competitiveness while being revenue neutral.” The reform introduced 
a minimum personal income tax and partially replaced social security contributions 
with corporate profit-based taxes. The 2014 Article IV consultation staff report 
(IMF Country Report 14/146) also discusses on page 18 the motivations for and 
main features of the reform: “At end-2012, Congress approved a comprehensive 
tax reform to improve tax progressivity and reduce non-wage labor costs, including 
a reduction in payroll and corporate income taxes, simplification of the VAT 
structure, introduction of a new tax on corporate profits, and an increase in 
progressivity of individual income tax”. 

 
Colombia 2015 
Fiscal consolidation consisted of expenditure cuts amounting to 0.5 of GDP. The 

cuts were motivated by the need to reduce the deficit to comply with the fiscal rule. 
According to the 2016 Article IV staff report (IMF Country Report 16/129), page 
6: “The government cut expenditures early in 2015 (by about 0.5 percent of GDP) 
and benefited from the tax yield of the end-2014 tax reform (0.5 percent of GDP) 
to meet the structural target on the central government deficit.” The expenditure 
cuts in early 2015 as well as the impact of the end-2014 tax reform are also 
discussed on page 9 of the report on compliance with the fiscal rule for 2014 
(Informe de Cumplimiento de la Regla Fiscal en 2014), published in June 2015 by 
the Colombian Ministry of Finance. The magnitudes reported there are in line with 
the ones presented in the 2016 Article IV report.  

The tax reform approved in late 2014 and effective as of 2015 was expected to 
yield 1.5 percent of GDP in revenues by 2018. According to the 2015 Article IV 
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consultation staff report (IMF Country Report 15/142), page 27, the reform was 
designed to: “… make up for the scheduled elimination of the wealth tax and 
financial transaction tax (FTT) and some expected decline oil revenue due in part 
to a dimmer outlook for production costs and prices”. Measures included a gradual 
increase in corporate profit taxes from 9 percent to 18 percent by 2018 and the 
continuation of the personal wealth tax and financial transaction tax until 2018. 

Therefore, it appears that the tax package was motivated by the need to 
compensate for lost revenue from other taxes that were being phased-out and for an 
expected decline in oil production and prices. In this context, given the criteria 
adopted to include action-based consolidation episodes in the database, we chose 
to remove the estimated effects of this reform and only include the effects of the 
expenditure cuts.  

 
Colombia 2016 
Fiscal consolidation consisted of expenditure cuts amounting to 0.7 percent of 

GDP. The cuts aimed to reduce the deficit to comply with the fiscal rule. The 2016 
Article IV report (IMF Country Report 16/129) notes on page 16 that: “For the 
central government, the authorities are aiming at a 2016 headline deficit of 3.6 
percent of GDP, to facilitate the adjustment and to protect market confidence and 
the credibility of the fiscal framework. To this effect, the authorities committed 
early this year to reduce spending by 0.7 percent of GDP through an expenditure 
freeze that affects investment, the wage bill and transfers, while protecting key 
social programs. They also plan to bolster revenue collection by about 0.5 percent 
of GDP through tax administration efforts underpinned by recent strengthening in 
technical and human resources at the tax authority”. Expenditure cuts of 0.7 percent 
of GDP are also reported on page 11 of the report on compliance with the fiscal 
rule for 2015 (Informe de Cumplimiento de la Regla Fiscal en 2015), published in 
June 2016 by the Colombian Ministry of Finance.  
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Costa Rica25 

Costa Rica 1990 
Fiscal consolidation consisted of revenue measures amounting to 1.5 percent of 

GDP. The measures were motivated by the need to reduce the deficit. The 
consolidation package also envisaged 2 percent of GDP in expenditure cuts, which 
were not implemented. The 1990 Article IV consultation staff report (EBS/91/40) 
states on pages 8 and 9 that: “A new Administration assumed office in mid-May 
1990, and soon after introduced measures to reduce the fiscal deficit and to ease 
balance of payments pressures. A revenue package was announced in mid-June 
(with an estimated yield of 3 percent of GDP on an annual basis) which included: 
(i) an increase to 10 percent in minimum import duties on raw materials and on 
intermediate and capital goods; (ii) an 80 percent increase in the tax on banana 
exports; (iii) an increase in the range of 17-22 percent in the prices of basic grains 
sold by the CNP; and (iv) adjustments in the range of 20-32 percent in the prices of 
petroleum products, electricity, and telephone tariffs. In response to increases in 
international fuel prices, there were further increases of around 40 percent in 
petroleum product prices during the period August-December. Also in mid-June, 
the Government announced a freeze on the creation of new posts in the central 
administration, and established a ceiling of 50 percent on the number of vacancies 
that should be filled. In addition, ministries and decentralized agencies were 
requested to cut expenditure by 2 percentage points of GDP on an annual basis”. 

But the same report indicates on page 9 that the expenditure cuts were not fully 
implemented: “Preliminary data indicate that the combined fiscal deficit was 
reduced from 7 percent of GDP in the first half of 1990 to around 3 l/2 percent of 
GDP in the second half. The reduction was somewhat smaller than had been 
envisaged because of a further decline in export taxes due to the continued 
weakening in international coffee prices, unanticipated wage increases in October 
as a consequence of rulings made by the labor court earlier in the year and slippages 
in the implementation of the planned expenditure cuts.” 

The 1993 Article IV consultation staff report (EBS/93/45) sheds further light on 
the motivation for the adjustment program on page 2: “Since mid-1990 the 
Government has been implementing an economic program designed to reduce 

 
25A tax package with an estimated revenue yield of 0.3 percent of GDP was adopted in 2001 (2001 Article IV consultation 

report SM/01/190 pages 9 and 10), but was offset by increases in wage expenditures and therefore was excluded from the 
database. In addition, consolidation measures were adopted in late 2002/early 2003, but seem to have been mostly motivated 
by economic activity and therefore were also excluded from the database. The 2002 Article IV consultation staff report 
(SM/03/55) states on pages 7 and 8 that: “Anticipating further economic deterioration in 2003, the authorities began to take 
corrective measures at the end of 2002”. These measures included the approval of a temporary revenue emergency package 
in December 2002. All tax increases would be in effect only for 2003 and were expected to yield about 1 percent of GDP in 
revenues. Moreover, a tax reform with the objective of reducing the fiscal deficit with an expected yield 2½ percent of GDP 
(see IMF country report 11/161 page 4 and Box 1 on page 9) was approved by congress in early 2012, but was voided by the 
Supreme Court in the same year (IMF Country Report 13/79 page 4). This reform was also excluded. 
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imbalances, give a greater role to market forces and increase Costa Rica's 
integration with the international economy”.  

Given the timing of the implementation of the revenue measures, we assign an 
impact of 1.5 percent of GDP to 1990 and another 1.5 percent of GDP to 1991. 
Table 4 on page 7 of the 1990 Article IV consultation staff report (EBS/91/40) 
indicates that actual expenditure cuts in 1990 were negligible consisting in a decline 
in the category “other capital and net lending” (while fixed capital formation 
remained constant as a share of GDP and current expenditures increased) with a net 
effect of 0.2 percent of GDP.  

 
Costa Rica 1991 
Fiscal consolidation consisted of revenue measures amounting to 3.1 percent of 

GDP, as a continuation of measures implemented in 1990 as well as new policy 
actions. The measures were taken with the objective of reducing the deficit as a 
continuation of the program that started in 1990 (see entry for 1990 above). The 
1990 Article IV consultation staff report (EBS/91/40) states on page 14: “The 
centerpiece of the economic program is the reduction in the combined deficit of the 
public sector from 5.1 percent of GDP in 1990 (3.5 percent of GDP in the second 
half) to no more than 0.5 percent of GDP in 1991.”  

The same report describes on page 15 the main revenue measures and their 
estimated impact: “In early January 1991 the Assembly approved the broadening 
of the base of the sales tax to cover electricity charges and petroleum sales and a 
temporary increase in the rate of this tax from 10 to 13 percent, with an estimated 
yield in 1991 of 1.2 percent of GDP. The remainder of the package (comprising a 
progressive tax on pensions paid by the public sector, an increase in the level of 
presumptive income of professionals for tax purposes, and steps to improve tax 
collections), which is projected to yield 0.2 percent of GDP on an annual basis, is 
expected to be considered by the Assembly in the second half of 1991. In addition 
to the modifications of the sales tax, central government revenue in 1991 will be 
boosted by the full-year impact of the measures introduced in mid-1990 (the 
increase in the banana tax and in the minimum import duty on raw materials and 
intermediate and capital goods) and by the imposition of a 10 percent temporary 
import surcharge, estimated to yield 1.2 percent of GDP on an annual basis, but 
which is to remain in effect for only seven months (January-July)”.  

 “On the expenditure side, the increase in the Central Government’s wage bill in 
1991 is not to exceed 18 percent in 1991 (compared with increases averaging 26 
percent in 1989-90), and to this end the Government will implement a plan to cut 
employment and limit wage adjustments. During 1991 central government 
employment, will be reduced by 2,300 (3.5 percent) as part of a scheme to reduce 
public sector employment by 9,000 (about 5 percent of total employment in the 
public sector.” 
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But the 1992 Article IV consultation staff report (EBS/92/5) indicates on page 7 
that delays and exemptions in the implementation of the revenue measures led to a 
shortfall of 0.4 percent of GDP relative to initially expected yields: “Central 
government revenue fell short of program projections by nearly 2 percentage points 
of GDP because of shortfalls in the collection of the sales taxes (0.4 percent of 
GDP), reflecting a one-month delay in implementing the temporary rate increase 
from 10 to 13 percent and the exclusion of key items from the tax base; lower 
receipts from taxes on international trade (0.7 percent of GDP), in part because 
coffee export prices did not reach the minimum tax threshold during the year; and 
lower collections of income taxes and consumption duties (0.7 percent of GDP) 
because of the deceleration in economic activity (Table 5)”.  

Moreover, the same report indicates that the programmed expenditure cuts were 
not actually implemented: “Although expenditures relative to GDP were 0.5 
percent lower than programmed, the program target on nominal outlays was 
exceeded because of overruns in domestic interest payments, the wage bill, 
pensions, and emergency outlays for flood and earthquake relief”.  

Given the timing of the implementation of the revenue measures, we assign an 
impact of 0.8 percent of GDP in 1991 to the increase in the sales tax (1.2 percent 
of GDP equivalent to the annual impact minus 0.4 percent of GDP linked to the 
implementation delays). Note that the sales tax increase was gradually reversed 
over the next three years (see below). We also include an increase of 0.1 percent of 
GDP in 1991 and 0.1 percent of GDP in 1992 linked to the rest of the revenue 
package implemented in mid-1991 with an estimated annual yield of 0.2 percent of 
GDP. Moreover, we also consider a budgetary impact of 1.5 percent of GDP linked 
to the revenue measures implemented in 1990 (see entry for 1990 above). Finally, 
we assign 0.7 percent of GDP to the temporary import surcharge in 1991 (i.e. 
7/12*1.2) with a subsequent revenue loss of 0.7 is assigned to 1992, when the tax 
is scrapped. 

 
Costa Rica 1992 
Fiscal consolidation consisted of tax increases amounting to 0.5 percent of GDP 

on a net basis. The measures were taken with the objective of reducing the deficit 
as a continuation of the program that started in 1990 (see entry for 1990 above). 
The 1992 Article IV consultation staff report (EBS/92/5) presents on pages 13 and 
14 estimates of the net effect of new revenue measures taking into account the 
elimination of temporary taxes introduced previously: “Notwithstanding the 
elimination of the temporary 10 percent import surcharge and the reduction of the 
sales tax from 13 to 12 percent (estimated to have contributed 1.1 percent of GDP) 
central government revenue is projected to increase by 0.5 percent of GDP through 
a tax package (referred to earlier) the major elements of which are: (a) the extension 
of the sales tax to fuel imports, construction materials, and industrial and 
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commercial electricity purchases; (b) the reduction of about 50 percent in income 
tax and import duty exemptions; and (c) the introduction of fines and penalties for 
tax evasion. These measures are expected to yield additional revenues of about 0.6 
percent of GDP over the period April-December 1992 (or 0.8 percent of GDP on 
an annual basis). In addition, consumption duties on selected items will be 
increased by 5-10 percent and the import duty on motor vehicles has been 
restructured to reduce the incidence of tax evasion (whereby cars were imported in 
components at much lower duty rates).”  

 “Central government expenditure is projected to decline from the equivalent of 
18.4 percent of GDP in 1991 to 17.7 percent of GDP in 1992, notwithstanding a 
small increase in capital expenditure. … the wage bill is projected to decline by 0.2 
percent of GDP. The reform of the system of export subsidies … will reduce 
expenditures by the equivalent of 0.3 percent of GDP, while the reform of the 
pension schemes and the cutback in transfers to some decentralized agencies will 
yield a reduction of another 0.2 percent of GDP”. 

The 1990 Article IV consultation staff report (EBS/91/40) provides an estimate 
of the impact of the reduction in the sales tax rate and of the elimination of the 
import surcharge on page 17: “In 1992 the sales tax rate will be reduced by 1 
percentage point (0.4 percent of GDP) as part of a plan to return to a rate of 10 
percent by 1994. … In addition, the elimination of the temporary import surcharge 
as from August 1991 will imply an annual revenue loss of 0.7 percent of GDP”.  

The 1993 Article IV consultation staff report (EBS/93/45) confirms on page 2 
that the revenue measures were implemented: “Central government revenue 
exceeded program projections by 1.3 percentage points of GDP because of the 
larger than expected yield from the reduction of tax exemptions (which became 
effective in June 1992), a rise in 

imports and a major improvement in tax administration (Table 5). These factors 
more than compensated for the programmed reduction in the sales tax rate from 13 
percent to 12 percent and a faster than envisaged reduction in import duties 
(including the elimination of the 10 percent import surcharge).”  

The same report also suggests that expenditure cuts were not implemented: 
“Central government expenditures exceeded program limits by about 1.1 
percentage points of GDP, mainly because of higher transfers for education and for 
social programs (which, by law, need to be adjusted in line with revenue 
collections) and pension payments, reflecting a sharp rise in the number of 
retirements in anticipation of an increase in the retirement age. The wage bill also 
was larger than expected in the program because of an average wage award of 10 
percent (instead of the 6 percent incorporated in the program) granted in July 1992”. 
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Costa Rica 1993 
Reduction of sales taxes with an estimated impact 0.5 percent of GDP, partly 

offset by full year impact of the 1992 tax package (0.2 percent of GDP). The sales 
taxes were increased temporarily as part of the 1991 revenue package (see entry for 
1991 above). The 1993 Article IV consultation staff report (EBS/93/45) states on 
pages 5 and 6 that: “The central government deficit is projected to remain virtually 
unchanged, in terms of GDP, in 1993. The reduction of the sales tax from 12 percent 
to 11 percent with effect from January 1993 and cuts in the banana export tax 
(because of lower international prices) are estimated to produce a revenue loss of 
about 0.6 percentage points of GDP in 1993. This loss will, however, be partly 
offset by the full-year impact of the 1992 tax package and an increase in 
consumption duties on selected items (whether imported or domestically 
produced)”. As noted in the previous section, the full year effect of the 1992 tax 
package in 1993 would amount to 0.2 percent of GDP.  

Page 7 of the same report describes the expected impact of a number of revenue 
and expenditure measures that were envisaged for 1993. Nevertheless, the 1994 
Article IV consultation (SM/94/273) staff report indicates on page 2 that these 
measures were not implemented: “However, after being in balance in the first 
semester, the fiscal position shifted to a deficit of 1 percent of GDP for the year as 
a whole as central government expenditures on wages and salaries and transfers to 
the private sector rose considerably while revenue remained unchanged relative to 
GDP (Tables 2 and 3).” 

 
Costa Rica 1994 
A reduction of sales taxes, which were increased temporarily as part of the 1991 

package, with an estimated impact 0.5 percent of GDP. The sales taxes were 
increased temporarily as part of the 1991 revenue package (see entry for 1991 
above). The 1994 Article IV consultation staff report (SM/94/273) states on page 2 
that: “The sales tax rate was reduced gradually from 13 percent in 1991 to 10 
percent in January 1994, resulting in a total revenue loss of some 1.5 percent of 
GDP by end-1994”. Given the estimated revenue loss of 1.5 percent of GDP over 
three years, we assign a value of 0.5 percent of GDP to calendar year 1994.  

 
Costa Rica 1995 
Fiscal consolidation amounted to 1.8 percent of GDP with tax hikes of 1 percent 

of GDP and expenditure cuts of 0.8 percent of GDP. The measures were taken with 
the objective of reducing the deficit and for long-run considerations. The 1995 SBA 
request report (EBS/95/169) states the objectives of the program on page 4: “The 
economic program for 1995-96 aims at establishing the basis for sustained 
economic growth by increasing domestic savings; improving efficiency in the 
public sector through restructuring and reducing rigidities in expenditure; 
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increasing the role of the private sector; and enhancing competition, efficiency, and 
soundness in the financial system”. 

The same report indicates on page 3 that: “Despite the downturn in economic 
activity, the public finances improved in the first half of 1995, with the overall 
deficit narrowing to 4 percent of GDP on an annual basis. The improvement 
resulted from tight controls over expenditure, the introduction of a temporary 
import surcharge, and increases in consumption taxes. Also, water and electricity 
tariffs were adjusted, and the fuel surcharge for electricity was almost doubled. … 
Confidence in the economy improved in the third quarter of 1995, and concerns of 
an immediate risk of a banking crisis receded, following an agreement reached in 
June between the Government and the main opposition party on a program of 
economic reforms, and the approval of measures (including the tax package and 
pension reform) to strengthen the public finances”.  

Details of revenue package are presented on pages 4 and 5 of the report: “Tax 
revenue would increase from 14 percent of GDP in 1994 to 17 percent in 1996, 
reflecting mainly an increase in the sales tax rate from 10 percent to 15 percent, 
which would yield about 2 percentage points of GDP. Other additional revenues 
would stem from a new export tax structure for coffee which captures part of the 
windfall from higher coffee prices, increases in consumption taxes, a 1 percent tax 
on gross assets of corporations, a consumption tax on petroleum products, and the 
unification of the tax rate on company profits. Noninterest current expenditure 
(including non-recurrent severance payments) of the Central Government would be 
reduced by 1 percentage point of GDP to 12.2 percent in 1996, by containing 
outlays on wages and transfers which accounted for 90 percent of the total in 1994”. 

But the 1996 Article IV consultation staff report (EBS/96/82) points to delays in 
adopting the tax measures in 1995, in particular for the 5 percentage point increase 
in the sales tax from 10 to 15 percent.26  Page 4 of the report states that: “The overall 
deficit of the Central Government narrowed from 5.0 percent of GDP in 1994 to 
4.4 percent in 1995 (4.1 percent in the program), reflecting a shortfall in tax revenue 
of 1 percentage point of GDP due mainly to the delayed implementation of tax 
measures and lower imports, which was offset in part by reducing current transfers 
(Table 4)”. Pages 44-45 of the same report provide additional details on expenditure 
cuts: “The shortfall in 1995 is explained by lower tax revenues of 1 percent of GDP-
- stemming mainly from delays in the implementation of tax measures and lower 
imports- -which was partially offset by a cut in expenditures of 0.8 percent of 
GDP”. 

Taking these observations into account, due to delays in implementation, we 
assign an increase in revenues of 1 percent of GDP in 1995 to the effects of the tax 
reform, rather than the initially expected yield of 2 percent of GDP. The full year 

 
26 A new tax code was approved in September 1995 (IMF Country Report 98/45, page 19). 
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impact of the reform in 1996 was partly offset by increases in current primary 
expenditures amounting to 0.7 percent of GDP, while capital expenditures 
remained constant a share of GDP (IMF Country Report 98/45, page 10 and Table 
16 on page 63). Therefore, we assign a revenue yield of 0.3 percent of GDP to the 
reform in 1996. In addition, we consider the effective expenditure cuts of 0.8 
percent of GDP in 1995 highlighted in the 1996 Article IV report (EBS/96/82).  

 
Costa Rica 1996 
The fiscal consolidation initiated in 1995 continued in 1996, with tax measures 

totaling 0.3 percent of GDP. The measures were motivated by the need to maintain 
sound public finances (see entry for 1995 above). The full year impact of the reform 
initiated in 1995 was partly offset by increases in current primary expenditures in 
1996 amounting to 0.7 percent of GDP, while capital expenditures remained 
constant a share of GDP (IMF Country Report 98/45, page 10 and Table 16 on page 
63). 

 
Costa Rica 1997 
Fiscal consolidation consisted of expenditure cuts of 0.4 percent of GDP. The 

measures were motivated by a need to reduce the deficit. The Recent Economic 
Developments report for 1998 (IMF Country Report 98/45) discusses on page 10 
the motivations and measures adopted by authorities. The report notes that: 
“Concerned about the rapidly rising fiscal deficit …, the authorities announced in 
December 1996 an ambitious fiscal package … . In early 1997, the authorities 
moved swiftly to implement fiscal measures that did not require approval by the 
assembly.” Revenue measures included an increase in the consumption tax for 
gasoline with an expected yield of 0.6 percent of GDP, tax administration measures 
with an expected yield of 0.2 percent of GDP, and an increase in excise taxes on 
luxury cars with an expected yield of 0.1 percent of GDP. The authorities also 
decided to delay a reduction of import duties on consumption and intermediate 
goods to 1998 (with an estimated impact of 0.1 percent of GDP). On the 
expenditure-side, cuts included reductions in investment spending amounting to 0.4 
percent of GDP.  

These measures were partly offset by the unwinding of the temporary increase in 
the sales tax rate. As noted in the 1995 SBA request report (EBS/95/169) footnote 
1: “The increase in the rate was approved for 18 months. In March 1997, the rate 
will be reduced to 13 percent, with sales tax collections being adversely affected by 
about 1 percent of GDP on an annual basis”. In this context, we assign a no net 
impact of revenue measures (1 percent of GDP linked to the new measures minus 
1 percent of GDP linked to the decrease in the sales tax rate), which together with 
the expenditure cuts would bring the overall size of the consolidation package to 
0.4 percent of GDP.  
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Costa Rica 2016 
Fiscal consolidation package amounted to 0.4 percent of GDP, with tax hikes of 

0.2 percent of GDP and expenditure cuts of 0.2 percent of GDP. The measures were 
motivated by the need to reduce debt. The 2016 Article IV consultation report (IMF 
Country Report 16/131) sheds light on the motivation for the adjustment in the 
executive summary: “The authorities appropriately intend to begin gradual fiscal 
adjustment in 2016 to reduce the sustainability gap, though most of the measures 
require approval by the opposition-controlled Congress”. Page 15 of the same 
report also states that: “Indeed, the authorities are pursuing a sizable reduction in 
the deficit in 2016 as part of a gradual path toward fiscal sustainability”. The details 
of the fiscal consolidation measures are presented on pages 17 and 19 of the report. 
The fiscal package includes reforms to the VAT and incomes taxes as well as anti-
tax evasion measures with an expected overall yield of 0.4 percent of GDP for 2016. 
Expenditure cuts would amount to 0.4 percent of GDP in 2016 and are centered 
around the reduction of transfers to decentralized entities and other cuts to current 
expenditures. The details of the proposed reforms are also presented on page 21 of 
the OECD 2016 Economic Survey report for Costa Rica.  

Nevertheless, the government was not able to obtain support in Congress to pass 
the VAT and income tax reform. As a result, most of the consolidation efforts 
focused on the containment in the wage bill growth and efforts to combat tax 
evasion. As discussed in the 2017 Article IV consultation report (IMF Country 
Report 17/156) page 9: “The fiscal deficit remains high and public debt continues 
to rise rapidly despite the authorities’ deepened consolidation efforts in 2016. 
Having maintained a broadly unchanged non-interest balance in the first two years 
of the administration, the government’s determination to contain wage bill growth 
and lower personal income tax evasion allowed a reduction in the primary deficit 
of about ½ percent of GDP to 2½ percent of GDP last year, imparting an equivalent 
negative fiscal impulse”.  

The estimates presented on page 19 of the 2016 Article IV consultation report 
(IMF Country Report 16/131) suggest that the anti-evasion measures would yield a 
budgetary impact of 0.2 percent of GDP. Table 6 on page 41 of the 2017 Article IV 
consultation report (IMF Country Report 17/156) indicates that compensation of 
employees for the consolidated public sector fell by 0.2 percent of GDP in 2016. 
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Dominican Republic27 

Dominican Republic 2004 
Fiscal consolidation of 1.7 percent of GDP, with about 0.5 percent of GDP in tax 

hikes and 1.2 percent of GDP in spending cuts. The measures were motivated by 
the need to reduce debt rand by long-run considerations. The 2005 Article IV staff 
report (EBS/05/140) presents in the executive summary (page 4) the motivation for 
the adjustment measures: “The financial crisis of 2003 led to a severe recession 
combined with a significant rise in public indebtedness, and two attempts to 
implement a Fund-supported program in late 2003 and early 2004 were 
unsuccessful. Upon taking office in August 2004, the new government formulated 
a comprehensive and ambitious program aimed at addressing the weaknesses in 
macroeconomic policies and in a wide range of structural areas”. The motivation 
for the program is further discussed in the 2009 Article IV staff report (IMF 
Country Report No. 10/135) on page 26: “A process of fiscal consolidation began 
after the 2003 crisis, aimed at reducing the consolidated public debt-to-GDP ratio 
from close to 60 percent of GDP to its pre-crisis level of 25 percent of GDP”.28  

 
27. Starting in August 1990, the government embarked on an economic reform program (entitled “New Economic 

Program”) and adopted fiscal consolidation measures to increase tax revenues and cut capital expenditures that led to a 
reduction in the public sector deficit of more than 1 percentage point of GDP in 1990. In addition, an extension of the base 
for the 15 percent special surcharge on imports announced in July 1991 was expected to provide revenues equivalent to 1½ 
percent of GDP and an increase in administered fuel prices would generate revenues in the order of ½ percent of GDP during 
that year (page 9 of the 1991 Article IV staff report-EBS/91/127). On the expenditure side, Table 3 on page 18 of the 1992 
Article IV consultation staff report (EBS/92/168) indicates that actual cuts the order of 0.4 percent of GDP for capital 
expenditures and an additional 0.4 percent of GDP for current expenditures in 1991, which were more modest than what was 
announced in the program (2 percent of GDP). A tax reform that among other measures would broaden the VAT base and 
increase rates by 2 percentage points to 8 percent was enacted in the first half of 1992 and was expected to generate revenues 
in the order of 1 percent of GDP (EBS/91/127 page 9 and 1992 Article IV consultation staff report EBS/92/168 page 5). 
Nevertheless, all these measures were motivated by concerns over inflation, as evidenced by the description of the program 
objectives on page 8 of the 1991 Article IV staff report (EBS/91/127): “The economic program which the authorities have 
been carrying out since mid-1990 has sought to improve the balance of payments performance, reduce inflation and create 
the conditions for sustained economic growth, while protecting the poorer segments of the population”. Therefore, the 
measures were not included in the database. Moreover, as discussed on page 2 of the 1996 Article IV staff report 
(SM/96/102), the authorities adopted tax measures in 1995 that were offset by the impact of the wage increases (granted in 
May 1995) as well as declines in revenue from international trade and from the failure to pass-through changes in 
international oil prices to domestic prices at the pump. A tax reform was implemented in late 2000/early 2001 with an 
estimated impact of 1.5 percent of GDP. The 2000 Article IV consultation staff report (SM/01/41) sheds light on the 
motivation for the policy actions for the 2001 program on page 15: “The authorities saw a tightening of fiscal policy as key 
to restraining the growth of domestic demand, and they noted several revenue and expenditure measures that have already 
been, or soon would be, taken (Box 1)”. The 2002 Article IV consultation staff report (SM/02/148) presents an estimate of 
net effect of measures on page 6. We consider that this episode was motivated by prospective economic conditions and 
exclude it from the database. The large improvement in the fiscal balance observed in 2015 seems to be mostly related to a 
capital grant from the restructuring of the Petrocaribe debt (see page 7 of the 2015 Article IV consultation staff report IMF 
Country Report No. 16/342. The 2017 Article IV consultation staff report (IMF Country Report No. 17/254) explains further 
in footnote 3 on page 6 that: “The gains from the 2015 restructuring of the country’s debt under the PetroCaribe arrangement 
with Venezuela, bought back at a discount of over 50 percent, are recorded as an above-the-line capital grant in 2015 (3 
percent of GDP), boosting the headline fiscal balance for that year.” See also page 16 of the 2016 Informe Explicativo y 
Politica Presupostaria report. 

28 Note that the Ministry of Finance has revised the methodology to calculate public sector debt. Under the new 
methodology, the debt to GDP ratio in 2004 would amount to 46.9 percent of GDP. 
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Tax measures with an expected revenue yield of 0.5 of percent of GDP were 
approved by Congress in January (see the Letter of Intent for the 1st SBA review 
report EBS/04/8). These included increases in excise tax rates on alcohol, tobacco 
and other products and the elimination of income tax exemptions for interest 
accruing to corporations on central bank certificates and on the income of savings 
and loan associations.  

On the expenditure side, the report for the 3rd and 4th reviews of the Stand-by 
arrangement in 2006 (EBS/06/62) shows in Table 7 on page 41 that primary 
expenditure fell with 1.2 percent of GDP in 2004. This is somewhat short of 
authorities’ original plan of expenditure cuts of 2 percent of GDP, stated in the 
Letter of Intent accompanying the report for the 1st SBA review (EBS/04/8).  

 
Dominican Republic 2006 
A tax reform entailing a decline in revenues of 0.8 percent of GDP in 2006 on a 

net basis. The reform was motivated by long-run considerations and was approved 
in early December 2005. It aimed to partly offset anticipated revenue losses 
stemming from the effect of the ratification of a free trade agreement DR-CAFTA 
(0.3 percent of GDP); as well as the elimination of the foreign exchange 
commission (2.7 percent of GDP); and the removal of the financial transaction tax 
(0.2 percent of GDP). The report for the 3rd and 4th review of the Stand-by 
arrangement in 2006 (EBS/06/62) presents detailed estimates of the measures on 
Page 8 and Box 1.  

The (partly) compensating measures adopted in the tax reform included the 
elimination of some VAT exemptions (with an estimated yield of 0.4 percent in 
2006); new and higher excises taxes (with an estimated yield of 1.3 percent of 
GDP); a temporary increase in the corporate and personal income tax rate (with 
estimated yield of 0.8 percent of GDP). Nevertheless, these would not fully offset 
the expected revenue losses. The report indicates that the total revenue shortfall in 
2006 would be about 0.8 percent of GDP. 

 
Dominican Republic 2007 
Fiscal consolidation consisted of tax hikes with an estimated impact of 0.9 

percent of GDP. The measures aimed at improving the primary balance in the 
context of an IMF supported program. The report for the 5th and 6th SBA reviews 
(EBS/07/12) discusses on page 4 the motivation behind the adjustment measures 
after deviations from program targets in 2006: “Measures have been implemented 
to bring the fiscal program back on track in 2007, with a consolidated public sector 
primary surplus of 2.3 percent of GDP (an overall NFPS surplus of 0.5 percent of 
GDP)”. Pages 6 and 7 of the same report present details of the tax measures that 
were expected to yield 1.5 percent of GDP in additional revenue: “On the revenue 
side, a tax package, projected to yield about 1.5 percent of GDP, focuses on 
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rationalizing excises to reduce distortions and increase rates on alcohol, cigarettes, 
and some fuels, and including excises in the VAT base, in line with best 
international practices. The package also contains important tax administration 
measures, including increased penalties for non-compliance”. Congressional 
approval of the tax package was a prior action for the completion of the 5th and 6th 
reviews of the program (see the Table 3 on page 21 of the report) and occurred in 
end-2006.  

Nonetheless, in June 2007 the President submitted to congress tax measures that 
reduced excise and income tax rates and established a limited tax amnesty (the 7th 
SBA review report EBS/07/79 pages 5 and 6). Excise rates were partly scaled-back 
after the end-2006 increase, but were still significantly above previous levels. The 
report states that: “The authorities were of the view that the increase in excise rates 
on tobacco and spirits approved by congress last year have induced a significant 
rise in evasion and contraband and a large reduction in consumption”. As far as the 
reduction in income tax rates is concerned, the report indicates that it was not 
expected to have a significant impact on revenues in 2007.  

We adjust the total revenue yield of the tax reform by using an estimate the net 
revenue effect of these changes to excise tax rates based on changes in IMF staff’s 
projections for revenues from these specific taxes for 2007. Table 6b on page 25 of 
the report for the 5th and 6th SBA reviews (EBS/07/12) presents the revenue 
forecasts as of February 2007 incorporating the impact of the end-2006 tax 
measures. It indicates that excise tax revenue would increase by 0.9 percent of GDP 
in 2007. Table 4b on page 21 of the 7th SBA review report (EBS/07/79) suggests a 
milder increase of 0.3 percent of GDP, implying a difference of 0.6 percent of GDP, 
which we attribute to the June 2007 tax package. Therefore, we adjust the initially 
estimated tax yield of the reform (1.5 percent of GDP), by 0.6 percent of GDP and 
consider that the overall revenue yield of the tax measures in 2007 would amount 
to 0.9 percent of GDP.  

The report for the 5th and 6th SBA reviews (EBS/07/12) also mentions the 
authorities’ intentions to cut public expenditure by about 1 percent of GDP. 
Nevertheless, these were not implemented and primary expenditure remained 
broadly constant as a share of GDP (see Table 3 on page 16 of the 2008 First Post-
Program Monitoring Review EBS/08/161).  

 
Dominican Republic 2011 
Fiscal consolidation amounted to 0.64 percent of GDP, with tax measures of 0.44 

percent of GDP and expenditure cuts of 0.2 percent of GDP. The measures were 
motivated by the need to reduce debt. The 2009 Article IV staff report (IMF 
Country Report No. 10/135) contains a description of the objectives of the 
authorities’ program for 2009-12 on page 24: “The program’s objectives are to 
pursue a countercyclical policy at the beginning of the program and then to switch 
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focus to sustainability and structural issues in the remaining period of the program 
as laid out during the surveillance discussions”. Footnote 2 of the same report 
indicates that sustainability issues will be the main policy concern in the remaining 
70 percent of the program time (starting in the third quarter of 2010).  

The Letter of Intent on page 59 of the 2011 2nd and 3rd SBA reviews (IMF 
Country Report No. 11/71) further illustrates the motivation for the fiscal measures: 
“A principal objective under the program is to implement a gradual fiscal 
consolidation to safeguard public debt sustainability and to reduce the debt to GDP 
ratio to the level observed before the international financial crisis (about 35 percent 
in 2007-08) by 2014 and regain fiscal space after the expansionary phase of the 
program that ended in mid-2010, while at the same time trying to increase public 
investment as much as possible through efficiency gains in revenues and 
expenditures”. 

The report for the 5th and 6th reviews of the SBA (EBS/11/113) discusses on 
pages 15, 17 and 19 the package of tax measures proposed by authorities that was 
approved by Congress in late June 2011 through an omnibus law including all legal 
changes needed and several decrees. Estimates presented on page 21 of the report 
indicate that tax measures would yield 0.44 percent of GDP in additional revenues 
in 2011. Tax policy changes included the introduction of a tax on banks’ financial 
assets (yielding about 0.1 percent of GDP), taxation on free trade zones (generating 
about 0.03 percent of GDP in revenues), and an increase in presumptive income 
taxation on gambling (0.1 percent of GDP in additional revenues). 

The 2nd and 3rd SBA reviews (IMF Country Report No. 11/71) discusses on 
page 23 the measures to be adopted on the expenditure side to help achieve an 
overall fiscal consolidation of 1 percent of GDP in 2011. Authorities intended to 
reduce transfers to the electricity sector to 0.6 percent of GDP and cut expenditure 
on goods and services by 0.2 percent of GDP. But Table 2 on page 24 of the 2012 
Article IV consultation staff report (EBS/12/176) suggests that overall primary 
expenditures declined only by 0.2 percent of GDP in 2011.  

 
Dominican Republic 2013 
Fiscal consolidation amounted to 3.8 percent of GDP, with a tax package of about 

1.8 percent of GDP and expenditure cuts of 2 percent of GDP. The measures were 
motivated by the need to reduce the deficit and for long run considerations. In 
November 2012, the new government secured congressional approval for a tax 
reform with an estimated annual yield of 1.8 percent of GDP as described on page 
9 and Box 3 of the 2012 Article IV consultation staff report (EBS/12/176). The tax 
reform comprised an increase in the VAT rate from 16 to 18 percent among other 
measures. The 2013 Informe Explicativo y Politica Presupostaria report elaborated 
by the Ministry of Finance sheds light on the motivation for the reform on page 10: 
“This law’s objective is to collect additional revenues through the increase of some 
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tax rates, the rationalization of tax expenditures, and the implementation of 
measures to improve efficiency, transparency and equity of the tax system”. 

On the expenditure side, the authorities envisaged cuts to existing programs that 
were expected to generate savings of up to 4 percent of GDP in 2013, but the effects 
of these measures would be partly offset by new initiatives with a projected cost of 
about 2 percent of GDP, according to Box 3 in the 2012 Article IV consultation 
staff report (EBS/12/176). The motivation for the expenditure cuts is presented in 
the discussion of expenditure policy on page 14 of the 2013 Informe Explicativo y 
Politica Presupostaria report, which states that: “The government in its firm 
commitment to fiscal sustainability proposes a reduction in the fiscal deficit to 2.8 
percent of GDP …”. Table 2 on page 29 of the 2015 Article IV consultation staff 
report (IMF Country Report No. 16/342) confirms that primary current 
expenditures increased by about 0.5 percent of GDP in 2013, whereas capital 
expenditures fell by 2.6 percent of GDP.   
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Ecuador29 

Ecuador 1990 
Fiscal consolidation consisted of revenue measures with an estimated net impact 

of 0.33 percent of GDP. The 1990 SBA review report (EBS/90/43) sheds light on 
the motivations for the fiscal adjustment on page 11: “The authorities’ program for 
1990 aims to achieve a further reduction in external and internal imbalances so as 
to improve the medium-term prospects for sustained economic growth and external 
viability.”  

Estimates of the budgetary impact of the revenue measures are presented on page 
12 of the same report. It was expected that the authorities' decision to implement a 
policy of monthly increases in domestic prices of petroleum products would lead 
to additional revenues of 1.1 percent of GDP. Nevertheless, a decline in revenues 
of about 0.5 percent of GDP stemming from the introduction of a reform of income 
and indirect taxes (effective as of January 1, 1990) and of import tariff rates was 
also expected. This reform intended to render the tax system more efficient and 
equitable (see page 14 of the report for a description of the tax reform and page 42 
for a discussion of the objectives for the reform). Moreover, the policy of monthly 

 
29 In 1989 the government adopted several revenue measures in the context of an SBA-supported program (see 1989 

Article IV consultation staff report EBS 89/164, page 11). We did not include this episode in the database because the 
measures seem to have been motivated by a desire to stabilize the economy. The letter of intent for the 1989 SBA request 
(EBS/89/161) states on page 1 that: “Twenty days after having assumed office, on August 30, 1988, the Ecuadoran 
Government, in use of its sovereign faculties, adopted an emergency economic program based on a new economic approach 
consistent with its political philosophy, which was aimed at stabilizing the economy as a first step toward its subsequent 
recovery …”. See also Page 44 of the 1989 Article IV consultation staff report (EBS 89/164). 

Several fiscal actions were undertaken in 1994 as a response to a decline in international oil prices (especially the tax 
reform passed in December 1993 and expenditure cuts), as discussed in the 1994 Article IV consultation staff report 
(EBS/94/88) page 4. This episode was also excluded from the database.  

Moreover, a number of policy actions were also implemented in 1997. Nevertheless, we decided not to include them in 
the database as they seem to have been motivated by a desire by authorities to stabilize the economy, as indicated in the 1997 
Article IV consultation staff report (SM/97/212) page 14. 

A revenue package consisting of an increase in an import surcharge and a financial transactions tax was implemented 
starting in February 1999 with an estimated impact of 1.3 percent GDP. But the measures were motivated by a fall in oil 
prices in 1998 and lack of external financing, hence we chose to exclude this episode from the database.  

A tax reform was adopted in 2001, but the measures were subsequently reversed and therefore not included in the database. 
Gunter and others (2017) flag the increase in the VAT rate by 2 percentage points associated with the tax reform as exogenous 
with a debt-driven motivation. Nevertheless, the VAT rate increase was reversed subsequently. According to the 2001 2nd 
SBA review staff report (EBS/01/72), the expected net increase in fiscal revenues deriving from policy measures in 2001 
would be around ½ percent of GDP (Box 2 on page 15). Nevertheless, the 3rd and 4th SBA review staff report (EBS/01/200) 
states on page 12 that: “In particular, preliminary data on VAT payments through September indicate that improved collection 
efficiency will almost fully offset the estimated revenue loss (about US$70 million) following the August 2001 reversal by 
the constitutional tribunal of the increase in the VAT rate (bringing it back to 12 percent from 14 percent) that had been part 
of the 2001 fiscal program.”  

Moreover, a tax reform with the objective of improving equity and raising the tax to GDP ratio was approved by the 
constituent assembly in December 2007 with an expected yield of 0.6 percent of GDP (2007 Article IV consultation staff 
report SM/08/11, page 15), but was its impact was more than offset by increases in expenditure.  

In addition, a large fiscal adjustment took place in 2015 with tax measures expected to yield revenue increases in the order 
of 2.5 percent of GDP, whereas expenditure cuts would amount to close to 3 percent of GDP. But the 2015 Article IV staff 
report (IMF Country Report 15/289) indicates on page 5 that the adjustment was a response to a sharp decline in oil prices 
and other external shocks. Page 9 and Box 2 on page 21 of the report present details the measures and their estimated impacts. 
Given the motivations for the adjustment described above, we chose to exclude this episode from the database. 



69 
 

adjustments of domestic petroleum products was halted in September 1990 because 
of Congressional opposition (see the 1991 SBA request report, EBS/91/192, page 
5). 

Given this information, we assign a budgetary impact for the measures amounting 
to 0.33 percent of GDP in 1990. This corresponds to 0.83 percent of GDP, which 
is given by ¾ of the estimated annual impact of the monthly adjustments in 
petroleum product prices that was halted after September (i.e. 0.75*1.1 percent of 
GDP) minus the revenue losses of associated with the tax reform (0.5 percent of 
GDP).  

 
Ecuador 1993 
Fiscal consolidation amounted to 2.2 percent of GDP, with revenue measures of 

1.7 percent of GDP and expenditure cuts of 0.5 percent of GDP (mostly to capital 
expenditure). The measures were motivated by the need to reduce the deficit. The 
1992 Article IV Staff report (SM/92/220) states on page 3 that: “President Duran-
Ballen was elected in July 1992 for a four-year term on a platform that stressed the 
need for economic adjustment, reliance on market forces, and structural reforms to 
scale down the public sector, deregulate the economy, and improve resource 
allocation. The Administration took office on August 10 and in early September 
announced measures in the fiscal, monetary, and foreign exchange areas”. Fiscal 
measures were expected to yield savings of about 6 percent of GDP on an annual 
basis and included adjustments in fuel prices, in electricity tariffs, and a one-time 
levy in the range of 0.2-0.7 percent on company assets. 

The 1994 Article IV staff report (EBS/94/88) states on page 2 that: “The 
combined public sector deficit was reduced from 3.9 percent of GDP in 1992 to 0.4 
percent of GDP in 1993, as a drop in oil export revenue related to lower world 
prices was more than offset by the full-year effect of the public tariff adjustments 
in September 1992 and a reduction in public spending (Table 3 and Statistical 
Appendix Table 9).” Table 3 in the report shows that revenues from domestic 
petroleum product sales increased from 1.7 percent of GDP in 1992 to 3.4 percent 
of GDP in 1993, while real GDP growth decelerated from 3.5 percent in 1992 to 
1.7 percent in 1993. In that context, it is likely that the bulk of the observed increase 
in revenues from domestic petroleum product sales was due to the tariff increase. 
On the expenditure side, current primary spending fell by 0.1 percentage point of 
GDP relative to 1992, while capital expenditures fell by 0.4 percentage points of 
GDP (0.7 percentage points relative to the program target). 

 
Ecuador 2000 
Fiscal consolidation amounted to 0.5 percent of GDP, with revenue measures of 

1.3 percent of GDP that were partly offset by expenditure increases of 0.8 percent 
of GDP. The objective of the revenue measures was ensuring medium-term fiscal 
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sustainability. The economic context was a move to a fully dollarized exchange rate 
regime and an IMF supported program. As discussed on page 15 of the 2000 SBA 
request report (EBS/00/66): “On assuming office, and in light of the more stable 
financial conditions that had prevailed since the dollarization announcement, 
President Noboa decided to continue with the strategy using it as a means to enforce 
greater fiscal discipline and to enact legislation aimed at strengthening the banking 
sector.” Furthermore, page 19 of the same report states that: “The fiscal program 
aims at adapting the fiscal position to the realities of a dollarized regime and at 
setting the basis for moving toward medium-term viability. It also seeks to ensure 
that the programmed fiscal deficit can be financed after incorporating feasible 
exceptional financing, while avoiding, to the extent possible, major fiscal 
contraction in an economy where demand has already collapsed.”  

Additional information on the motivation for the program is presented in the 
Executive Summary on page 4 of the 2000 Article IV Consultation Staff report 
(EBS/00/164): “The economic program aims to restore confidence in economic 
management, stem the decline in economic activity, and lay the basis for economic 
recovery through: the dollarization of the economy; a substantial reduction in the 
combined fiscal deficit, consistent with a further improvement in the primary 
balance; significant structural reforms aimed at addressing the weaknesses in 
Ecuador’s financial system, achieving a more flexible labor market, and facilitating 
the privatization of major state enterprises; and private sector involvement to secure 
additional external financing from debt relief and reduction.”  

In this context, we consider that the fiscal measures were not a response to a 
worsening in current or prospective economic conditions. The measures seem to 
have been primarily motivated by prudential considerations. The 2000 SBA request 
report (EBS/00/66) report indicates on page 19 that the main measures to improve 
the fiscal balance involved a significant increase in domestic prices for petroleum 
products (reduction of subsidies) and tight control over expenditures, including on 
the wage bill. The adjustment in domestic fuel prices was expected to yield 1.3 
percent of GDP in additional revenue in 2000. Page 21 of the report also discusses 
cuts in current expenditures that would amount to 2 percent of GDP, mainly 
concentrated on cuts to the wage bill. Capital expenditure would increase by one 
percent of GDP under the program. But it appears that capital expenditures were 
underexecuted (they fell as a share of GDP), whereas the decline on the wage bill 
was more than offset by increases elsewhere. Overall, Table 2 on page 28 of the 
2003 Article IV consultation staff report shows that primary expenditures for the 
non-financial public sector increased by 0.8 percent of GDP. 
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Guatemala30 

Guatemala 1995 
Fiscal consolidation consisted of tax hikes of 0.8 percent of GDP. The measures 

were motivated by the need to reduce the deficit. The tax package included: (i) a 
new minimum tax of 1½ percent on gross assets; (ii) an increase in the corporate 
income tax and in the top rate for the personal income tax from 25 to 30 percent; 
(iii) the elimination of certain VAT exemptions; (iv) and an increase in the VAT 
rate from 7 to 10 percent effective as of January 1996 (see the 1998 Recent 
Economic Developments report SM/98/95 Supplement 1 for a description of the 
measures). But, the implementation of some elements of the package (including the 
tax on gross assets) was suspended because of challenges by the Constitutional 
Court in April 1995. According to the 1995 Article IV staff report (SM/95/93), the 
original set of measures would have a revenue yield of 1.1 percent of GDP. 
Subsequently, Congress approved legislation that would in part compensate for 
some of the revenue loss from the legal challenge, but a shortfall of 0.3 percent of 
GDP would remain.  

The 1995 Article IV staff report (SM/95/93) explains the motivations for the tax 
measures on page 4: “The authorities have stressed that their overriding near-term 
objective is to achieve a significant reduction of the combined public sector deficit 
during 1995, and that they would work on building political support for further 
actions to compensate fully for the effect of the Court's decision on government 
revenues”.  

The 1996 Article IV consultation staff report (SM/96/247) also sheds light on the 
motivations for the policy actions on page 2: “In 1995 the outgoing administration 
of President De Leon Carpio adopted an economic program that was monitored by 
the staff on an informal basis.  The program envisaged a reduction in the combined 
public sector deficit to 1.3 percent of GDP in 1995, to be supported by a restrained 
credit policy”. 

 
 
 
 
30In 1991 authorities adopted temporary measures to increase revenue, including a tax amnesty and a one-time 2 percent 

tax on exports with an estimated impact of 1 percent of GDP. Nevertheless, these actions were motivated by economic 
conditions as described in the Memorandum on Economic and Financial Policies (MEFP) on page 35 of  the 1992 Article IV 
consultation staff report (EBS/92/187): “The Administration of President Serrano, upon assuming office in January 1991, 
was confronted with a severe economic crisis resulting from persistent large fiscal deficits, poor management of exchange 
rate policy, and negative real interest rates which led to a decline in domestic savings and encouraged capital flight. … 
Against this background, the new Administration initiated a stabilization program aimed at reducing inflation and improving 
the external position”.  

Moreover, A tax reform was implemented in July 1992 with an estimated revenue yield of 1.3 percent of GDP in 1993, 
motivated by the desire to reduce the deficit (see pages 3 and 4 of the 1992 Article IV consultation staff report EBS/92/187), 
but the impact of the reform was more than offset by increases in expenditures (especially wages), as discussed in the 1993 
Article IV consultation staff report SM/94/50. 
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Guatemala 1996 
Fiscal consolidation consisted of revenue measures of 0.7 percent of GDP. In 

terms of motivation, they were essentially a continuation of the policies adopted in 
1995. Their net revenue yields are discussed on page 6 of the 1996 Article IV 
consultation staff report (SM/96/247). They included an increase in the VAT rate 
in January from 7 to 10 percent and the introduction in mid-1996 of a temporary 
tax of one percent on the gross income of individuals and corporations (ISET) that 
would more than offset a projected decline in revenue from import duties due to the 
lower common external tariff.  

Going forward, the new administration that took office in January 1996 aimed to 
substantially increase social spending and investment outlays, financed by raising 
tax revenue by about 4 percentage points of GDP over the period 1996-2000 (see 
page 5 of the 1996 Article IV consultation staff report). Nevertheless, the 
administration opted to first conclude the peace negotiations before proposing any 
new revenue measures.   

 
Guatemala 2000 
Fiscal consolidation amounted to 1.3 percent of GDP with expenditure cuts of 1 

percent of GDP and tax measures of 0.3 percent of GDP. The measures were 
motivated by the need to reduce an inherited deficit. According to page 7 of the 
2001 Article IV consultation staff report (SM/O1/116), capital expenditure cuts 
amounting to 1.5 percent of GDP were implemented in 2000. Nevertheless, current 
expenditures rose by 0.5 percent of GDP because of an across-the-board wage 
increase of 9 percent, a 3 percent increase in the size of the civil service workforce, 
and higher spending on goods and services. The new administration also introduced 
a tax package in June 2000, which contributed to improve tax revenues by an 
estimated 0.3 percent of GDP. Measures included: (i) an increase in the top income 
tax rate; and (ii) a widening the VAT base to include custom duties and phase out 
some exemptions.  

The 2001 Recent Economic Developments report (SM /01/139) sheds light on 
the motivations for the policy actions on page 12: “Since taking office in January 
2000, the administration of President Portillo has sought to restore macroeconomic 
stability, including a reduction in the fiscal imbalance”.  

 
Guatemala 2002 
Fiscal consolidation amounted to 1.9 percent of GDP, with tax hikes of 1 percent 

of GDP and expenditure cuts of 0.9 percent of GDP. The measures were motivated 
by the need to reduce an inherited deficit. The 2002 SBA request report 
(EBS/02/49) sheds light on page 5 on the motivations for the fiscal package: “The 
authorities have framed an economic program for 2002 aimed at strengthening the 
fiscal position, while helping to achieve the revenue and social expenditure targets 
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of the Peace Accords, and to begin addressing the weaknesses of the financial 
system”.  

On the revenue side, an increase in tax revenues in the order of 1 percent of GDP 
was expected, reflecting the full-year effect of revenue measures introduced in July 
and November 2001; the reestablishment of a 10 percent custom duty on gasoline 
in January 2002; and the increase in excise taxes in February 2002 (see page 13 of 
EBS/02/49). The 2001 tax measures included: an increase in the VAT rate from 10 
to 12 percent; higher income tax rates on commercial and agricultural enterprises; 
and import duties on used cars. In addition, in November 2001 congress approved 
an increase in excise taxes for cigarettes (see the Memorandum on Economic and 
Financial Policies in EBS/02/49). On the expenditure side, an adjustment of 1 
percent of GDP would fall on current expenditure, while capital outlays would 
remain constant as a share of GDP. But Table 6 on page 30 of the 2005 Article IV 
consultation staff report (IMF Country Report No. 05/362) indicates a different 
composition of cuts with current primary expenditure falling by 0.4 percent of GDP 
in 2002, whereas capital expenditure fell by 0.5 percent of GDP. 

 
Guatemala 2012 
Fiscal consolidation consisted of expenditure cuts of 0.4 percent of GDP. The 

cuts were motivated by the need to reduce an inherited deficit. The statement by the 
Executive Director for Guatemala at the end of the 2012 Article IV consultation 
staff report (IMF Country Report No. 12/146) sheds light on the motivations for the 
policy actions: “Given the impact on tax collection during the global crisis, the 
country adopted a countercyclical policy that led to an increase of the fiscal deficit 
to 3.1 percent in 2009 and 3.3 percent in 2010. The authorities were fully aware of 
the importance to return to fiscal discipline and initiated a process of fiscal 
consolidation by implementing policies aimed at reducing the central 
Government’s deficit to 2.8 percent in 2011 and to further reduce it to 2.4 percent, 
2.1 percent and 1.9 percent in 2012, 2013 and 2014, respectively, in order to 
maintain public debt at sustainable levels in the medium term”.  

The 2013 Article IV staff report (IMF Country Report No. 13/247) states that the 
fiscal consolidation that occurred in 2012 was mainly driven by expenditure cuts. 
As shown in Table 4B of the report, primary expenditures fell by 0.4 percent of 
GDP in 2012, with a decrease in capital expenditure more than offsetting an 
increase in current primary expenditure.  

 
Guatemala 2013 
Fiscal consolidation consisted of tax hikes amounting to 1 percent of GDP, as 

part of the consolidation effort initiated in 2012. The measures were motivated by 
the need to reduce an inherited deficit as discussed in the entry for 2012. The 
statement by the Executive Director for Guatemala at the end of the 2012 Article 
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IV consultation staff report (IMF Country Report No. 12/146) sheds light on the 
motivations for the policy actions: “Furthermore, our authorities’ commitment to 
fiscal discipline is evinced by the steps taken by the new administration that took 
office on January 14, 2012 immediately submitting to Congress a tax reform that 
was approved together with an anti-evasion law …” . 

The tax reform that was approved in February 2012 broadened the base of 
corporate and personal income taxes; increased corporate income tax rates on gross 
income over Q30,000 starting in 2013; and introduced a 5 percent tax on dividends, 
among other measures. The expected yield of the changes in income taxes was 
about 0.8 percent of GDP in 2013. In addition, the vehicle tax and other excise taxes 
were increased with an expected yield of 0.2 percent of GDP in 2013. The 2012 
Article IV consultation staff report (IMF Country Report No. 12/146) presents on 
page 13 and on Box 3 a description of the measures adopted and their estimated 
revenue yields. The Estudio de la Economia Guatemalteca report for 2012 
elaborated by the Central Bank of Guatemala also discusses the reforms on pages 
107 and 108. 
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Jamaica3132 

Jamaica 1992 
Fiscal consolidation consisted of tax hikes of 2.1 percent of GDP. The tax 

increases aimed at reducing a large inherited deficit. The measures were 
implemented in the first quarter of calendar year 1992. The 1991 Article IV staff 
report (EBS/92/56) states on page 6 states that: “In order to attain the revised target 
for the public sector borrowing requirement for 1991/92, the authorities are seeking 
to achieve in the final quarter of 1991/92 an overall fiscal surplus (excluding 
divestment proceeds) of 1.7 percent of GDP in the combined operations of the 
Central Government and the Bank of Jamaica and a surplus of 1.9 percent of GDP 
in the rest of the public sector. To this end, the authorities have increased domestic 
taxes and public sector prices; these adjustments are expected to yield additional 
revenue of 0.3 percent of GDP and 1.8 percent of GDP, respectively, in the final 
quarter of 1991/92 (these measures are listed in Table 8 of the Technical 
Memorandum of Understanding in Appendix II)”.  

For additional background on the economic context surrounding the 
consolidation effort see page 34 of the same report: “The economic programme for 
1991/92 sought to strengthen the environment for economic growth on a sustainable 
basis. Real GDP was projected to grow by 3 percent, the same rate as in 1990/91, 
while the 12-month increase in consumer prices was targeted to moderate from 

 
31 The fiscal year (FY) in Jamaica runs from April to March. The budgetary impact of all measures is expressed in 

calendar year terms.  
32 A comprehensive tax package amounting to about 4 percent of GDP implemented in 1993 was more than offset by 

significant increases in public sector salaries and was therefore excluded from the database. See the 1993 Article IV staff 
report (EBS/93/137) page 5 and the 1994 Article IV staff report (EBS/95/6) page 2.  

Furthermore, in 1998, the Jamaican authorities adopted measures to increase revenues (mainly changes in tax 
administration) amounting to 3 percent of GDP as well as capital expenditure cuts amounting to 1 percent of GDP. The 
measures were implemented in the context of a program to reduce inflation, promote growth and maintain high international 
reserves. See the 1998 Article IV consultation staff report (SM/98/165) pages 17-19 for a discussion. We consider that these 
measures were motivated endogenous considerations and chose to exclude them from the database. 

In addition, the government introduced tax measures with an expected yield of 3 percent of GDP over the 2009/10 fiscal 
year, but the tax package seems to have been at least in part motivated by cyclical considerations and was therefore excluded 
from the database. The 2009 Article IV consultation staff report (IMF Country Report No. 10/267) sheds light on the 
motivation for the adjustment measures adopted on page 5: “Government finances have deteriorated, constraining the 
authorities’ ability to respond to the global shock with countercyclical policies. During FY2008/09, the public sector deficit 
widened by 1¼ percent of GDP, to 9½ percent. During this current fiscal year, faced with declining revenues and a sharp 
increase in interest costs, the government introduced two packages of fiscal measures equivalent to 1.9 percent of GDP”. 
According to page 5 of the 2010 Memorandum of Economic and Financial Policies: “To safeguard public finances, the 
government has introduced three packages of measures over the past year, aimed at boosting revenue by over 3 percent of 
GDP. In the first phase of measures, introduced at the time of the FY 2009/10 budget, the government raised the excise tax 
on gasoline by J$8.75 per litre, and broadened the General Consumption Tax base by eliminating exemptions on several 
items. The second package, aimed at generating annualized revenue equivalent to 0.3 percent of GDP, became effective on 
October 1, 2009 and included increasing the GCT rate on telephone services from 20 percent to 25 percent and increasing 
the departure tax to J$1,800. The third package aimed at generating revenue equivalent to 1¾ percent of GDP, became 
effective on January 1, 2010 (prior action)”.  

Finally, in July 2016 the first phase of a tax reform aiming at rebalancing the tax structure from direct to more growth-
friendly indirect taxes was implemented (IMF Country Report 16/350, page 9). Nevertheless, the reform was designed to be 
revenue neutral and therefore was not included in the database.  
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about 28 percent in March 1991 to 19 percent by March 1992. The programme 
aimed to reduce the external current account deficit (before grants) from an 
estimated 7 l/2 percent of GDP in 1990/91 to about …”. 

The 1992 Request for Extended Arrangement report (EBS 92/179) also discusses 
on page 3 some of the policy actions: “Under the stand-by arrangement which 
expired in September 1992, Jamaica continued to implement key reforms aimed at 
improving the public finances and increasing overall economic efficiency. … On 
October 22, 1991, the tax system was restructured through the replacement of a 
large number of taxes by a General Consumption (value-added) Tax (GCT)”. 

 
Jamaica 1999 
Fiscal consolidation consisted of expenditure cuts of 0.7 percent of GDP on a net 

basis. The cuts aimed at reducing debt. The 1999 Article IV consultation staff report 
(IMF Country Report 00/8) discusses in the executive summary the authorities’ 
strategy: “The staff is of the view that the core problems facing Jamaica are the 
heavy public debt burden, high real interest rates and weak external 
competitiveness that have constrained productive investment and growth, and the 
large fiscal imbalance. The authorities agreed that the first two problems are central 
to Jamaica’s difficulties, but do not believe that there is a major competitiveness 
problem. They, therefore, considered inappropriate a policy framework that would 
include a sharp adjustment in the exchange rate …. The strategy that authorities 
have adopted centers around moderate improvements in the primary fiscal balance, 
and a continuation of tight monetary policy.”  

Page 6 of the same report indicates that contractionary fiscal measures were 
introduced in April-May 1999. The same report discusses on pages 11 and 12 
expectations that central government tax revenue would increase by 2 percent of 
GDP due to improvements in tax administration, an increase in excise taxes, and 
the introduction of a withholding tax on interest income. On the expenditure-side, 
page 12 of the report highlights a nominal wage freeze in the public sector, which 
is expected to yield savings of 0.2 percent of GDP.  

Table 2 on page 23 of the 2001 Article IV staff report (EBS/01/73) confirms an 
increase in central government tax revenues of 2 percent of GDP, whereas primary 
current expenditure fell by 1.1 percent of GDP and capital expenditure increased 
by 0.4 percent of GDP. Nevertheless, page 7 of the same report suggests that a large 
part of the improvement in revenues was linked to cyclical factors: “After widening 
dramatically to 11 percent of GDP in 1998/99, the public sector deficit declined by 
4 percentage points of GDP in 1999/00. The bulk of this adjustment occurred in the 
central government, reflecting the impact of a number of temporary factors that 
boosted revenue (from bauxite and cellular license fees), as well as declines in 
noninterest current expenditure”.  
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Therefore, it appears that a large share of the improvement in revenues was linked 
to cyclical and temporary factors. In this context, we chose not to include the 
revenue increase in the estimate of the size of the action-based consolidation. 
measure. We include the net 0.7 percent of GDP decrease in expenditure (1.1 
percent of GDP in primary current expenditure minus the 0.4 percent of GDP 
increase in capital expenditure) in our database. 

 
Jamaica 2000 
Fiscal consolidation consisted of expenditure cuts of 1.8 percent of GDP. The 

cuts aimed at reducing debt. Paragraph 10 of the July 19, 2000 Memorandum of 
Economic and Financial Policies of the Government of Jamaica for 2000/01 
2001/02 presents the main objectives of the authorities’ program: “The government 
is strengthening its adjustment strategy to accelerate the reversal in the adverse debt 
dynamics and put the economy on a less vulnerable path. …. In this regard, the 
medium-term macroeconomic framework has as a central purpose a significant 
reduction in the public sector borrowing requirement that would contribute 
importantly in the reduction of domestic interest rates. … The goal is to reduce the 
debt-to-GDP ratio significantly over the medium term, which would require that 
sizeable public sector primary surpluses be maintained over the period”. The 2001 
Article IV consultation staff report (EBS 01/73) confirms on page 5 the program 
objective of reversing adverse debt dynamics.  

The reduction in the deficit would be achieved through expenditure restraint 
(both on capital and current expenditures); an increase in the withholding tax rate 
on interest as well as new fees and charges; and measures to broaden the base of 
the sales tax (GCT). Nevertheless, footnote 23 on page 13 of the 2001 Article IV 
consultation staff report (EBS 01/73) suggests that the planned revenue base-
broadening measures were not implemented. In fact, Table 4 on page 29 of the 2002 
Article IV consultation staff report (EBS 02/134) indicates that tax revenue was 
unchanged as a share of GDP in 2000/01 relative to 1999/00. Current primary 
expenditures fell by about 1.6 percent of GDP over the same period and capital 
expenditures by 0.2 percent of GDP. 

 
Jamaica 2003 
Fiscal consolidation amounted to 3 percent of GDP, with tax hikes of 1.5 percent 

of GDP and expenditure cuts of 1.5 percent of GDP. The measures were motivated 
by a need to reduce the deficit to restore policy credibility. On the motivation for 
the fiscal consolidation, see the 2003 Article IV staff report (IMF Country Report 
04/76) page 4: “Authorities are aiming at a strong upfront fiscal adjustment to 
restore policy credibility and help stabilize the foreign exchange market”. Page 14 
of the same report states that: “The authorities recognize that their continued access 
to international capital markets depends on the credibility and implementation of 
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the budget”. The 2004 Article IV staff report (SM/04/254) provides further details 
on the economic context of the adjustment on page 4: “Fiscal slippages and a 
worsening external current account position led to acute pressures in the foreign 
exchange market in FY 2002/03 and early FY 2003/04. ... In response, the Bank of 
Jamaica (BOJ) sharply increased interest rates on its open market instruments to 
around 35 percent. Higher interest rates and depreciation contributed to a marked 
increase in the public debt-to-GDP ratio, which peaked at 146½ percent in FY 
2002/03”.  

The 2003 Article IV staff report (IMF Country Report 04/76) describes the key 
revenue measures envisaged in the budget on page 14. They included a 4 percent 
surcharge on all imports; a widening of the tax base for the general consumption 
tax and higher duties on vehicle imports. But the report states that no measures were 
contemplated on the expenditure side in the FY 2003/04 budget, as authorities saw 
“… little scope for large expenditure cuts or reductions in wages”. The 2004 Article 
IV staff report (SM/04/254) confirms the implementation of tax measures on page 
7: “The primary surplus (excluding privatization-related receipts) increased by 4 
percentage points of GDP, to 11 percent of GDP, compared to 7 percent of GDP in 
FY 2002/03 (Table 2). Revenue increased by about 2 percentage points of GDP, to 
30 percent of GDP, reflecting higher receipts from the general consumption tax, 
personal income tax, and taxes on interest as a result of measures introduced in the 
FY 2003/04 budget, as well as the imposition of an import surcharge”. But the 
report also points to cuts in primary expenditures: “Primary expenditure declined 
by 2 percentage points, to 19 percent of GDP, as cuts in nonwage current spending 
and capital outlays were implemented.”  

Given the timing of the implementation of the tax package and Jamaica’s fiscal 
year, we assign ¾ of the budgetary impact of the measures to calendar year 2003 
and the other ¼ to calendar year 2004. 

 
Jamaica 2004 
The fiscal consolidation initiated in 2003 and continued in 2004, with tax 

measures totaling 0.5 percent of GDP and expenditure cuts totaling 0.5 percent of 
GDP. Fiscal consolidation was motivated by a need to reduce the deficit to restore 
policy credibility (see entry for 2003 above). 

 
Jamaica 2012 
Fiscal consolidation consisted of tax hikes amounting to 0.8 percent of GDP. The 

tax increases were motivated by the need to reduce debt. The measures were 
enacted in the third quarter of 2012. The 2013 EFF request report (IMF Country 
Report 13/126), sates on page 4 that: “The 2011 Article IV Consultation, completed 
in May 2012, presented a comprehensive package of measures to promote growth 
and lower fiscal imbalances. It advocated strong and upfront fiscal adjustment to 
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put debt on a decisive downward trajectory. To support growth, it called for 
measures to boost competitiveness, including structural reforms as well as greater 
exchange rate flexibility. During 2012/13 the authorities began to tighten fiscal 
policy. The government that took office in January 2012, with a large majority in 
parliament, introduced a budget for fiscal year 2012/13 that aimed at raising the 
central government’s primary surplus to 6 percent of GDP, from 3.2 percent in the 
previous year. A tax package, with a full-year effect estimated at 1.6 percent of 
GDP was enacted during the second quarter of the fiscal year, as the cornerstone of 
the budget measures”.  

Given the timing of the implementation of the tax package, we assign half of the 
full year impact of 1.6 percent of GDP to calendar year 2012 and the other half to 
calendar year 2013.  

 
Jamaica 2013 
Fiscal consolidation amounted to 2.6 percent of GDP, with tax hikes of 2 percent 

of GDP and expenditure cuts of 0.6 percent of GDP. The measures were motivated 
by the need to restore debt sustainability and strengthen public finances. The 2013 
EFF request report (IMF Country Report 13/126) states on page 5 that: “The 
authorities’ four-year economic program, for 2013/14 through 2016/17, seeks to 
avert immediate crisis risks and create the conditions for sustained growth through 
a significant improvement in the fiscal balance, debt position, and 
competitiveness.”  

The same report on page 8 describes the consolidation measures: “A new tax 
package is expected to generate 1.6 percent of GDP in revenues for the central 
government. It includes measures to broaden the tax base and equalize rates as well 
as ad hoc increases in rates and fees. To allow for a full-fiscal year effect, the 
measures were announced in a supplementary budget in February 2013”. “… In the 
draft 2013/14 expenditure budget, the authorities have proposed specific 
expenditure reductions of about 0.8 percent of GDP”. These included reductions in 
the wage bill (0.4 percent of GDP), cuts in transfers to local governments (0.2 
percent of GDP), and measures yielding efficiency gains (0.2 percent of GDP). The 
2014 Article IV staff report (IMF Country Report 14/169) confirms that the 
consolidation package was implemented (see page 5).  

Given the timing of the implementation of the consolidation package and 
Jamaica’s fiscal year, we assign ¾ of the impact to calendar year 2013 and the other 
¼ to calendar year 2014. Therefore, the budgetary impact of tax measures in 2013 
would be 2 percent of GDP with 0.8 percent of GDP linked to the 2012 tax package 
(see 2012 entry above) and 1.2 percent of GDP (0.75*1.6) linked to the 2013 
package. Similarly, the budgetary impact of the expenditure cuts in 2013 would be 
0.6 percent of GDP (0.75*0.8). 
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Jamaica 2014 
The fiscal consolidation initiated in 2013 and continued in 2014, with tax 

measures totaling 0.4 percent of GDP and expenditure cuts totaling 0.2 percent of 
GDP. Fiscal consolidation was motivated by need to restore debt sustainability and 
strengthen public finances (see entry for 2013 above). 

 
Mexico33 

Mexico 1989 
Fiscal consolidation consisted of tax hikes amounting to 0.9 percent of GDP. The 

tax increase was motivated by the need to reduce the fiscal deficit. The 1990 Recent 
Economic Developments report (SM/90/169), states on page 17 that: “In 1989, the 
authorities adopted a fiscal program, supported by the Fund under an extended 
arrangement, which sought to strengthen the public finances.” The 1989 Article IV 
staff report (EBS/89/91) states on page 19 that: “In early 1989 the Mexican 
authorities adopted major revisions to the tax system and accelerated the 
implementation of the fiscal reforms adopted in 1987. The main measures were (a) 
the system of dividend deduction was abolished and replaced by a tax on corporate 
dividends at the source with a view to preventing tax evasion while distributed 
dividends will be subject to a further tax in order to promote reinvestment; (b) the 
corporate income tax rate was reduced from 39.2 percent to 37 percent: (c) a 
minimum 2 percent tax. which can be credited against income tax liabilities. was 
introduced on firms’ assets: (d) the number of personal income tax brackets was 
reduced from 12 to 6 with a substantial reduction in marginal tax rates; and (e) the 
dispersion in import tariffs was narrowed by increasing the minimum tariffs for 
most items to 10 percent, except for some basic foodstuffs and medicines, while 
maintaining the maximum rate at 20 percent”. Page 23 of the same report states 
that: “The fiscal measures described above (Section III.l.c.), together with stricter 
enforcement of tax collection, are expected to yield a net increase of 0.9 percentage 
point of GDP in tax revenue”. 

 
33An increase in the general VAT tax rate from 10 to 15 percent effective as of May, was one of the most prominent 

adjustment measures in 1995. The adjustment was undertaken in the context of an IMF-supported program. The estimated 
impact of this increase in the VAT was of 1.2 percent of GDP (see page 7 of the first 1995 SBA review report, EBS/95/47). 
Moreover, adjustments to public sector prices were projected to generate revenues of 0.3 percent of GDP. In addition, cuts 
in primary expenditures in the order of 1.4 percent of GDP were implemented (see Table 3 on page 29 of the 1997 Article 
IV staff report, SM/97/201), in particular, reductions on the wage bill (0.7 percent of GDP) and capital expenditures (0.6 
percent of GDP). But these adjustment measures were driven by current and prospective economic conditions as discussed 
on page 2 of the 1995 Article IV consultation staff report (EBS/95/103) on page 2. Hence, we chose to exclude the measures 
from the database  

Tax measures were also adopted in December 2001 with an expected yield of 1 percent of GDP, but the package was 
fully allocated to finance additional social expenditure and investment (IMF Country Report 02/237, page 15) and therefore 
these measures were excluded from the database.  

Another fiscal reform package was approved in September 2007 with an estimated revenue gain of 1 percent of GDP, but 
it was also linked to expenditure increases (IMF Country Report 07/379, pages 25 and 27) and therefore excluded. 
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In addition, the 1990 Recent Economic Developments report (SM/90/169) states 
on pages 21 and 24 that: “In 1989, total revenue increased by about 2 percentage 
points of GDP, about half of which was attributable to a strong rise in tax revenue 
and the rest to profit transfers from the Bank of Mexico. The increase in tax revenue 
reflected the revisions to the tax system, particularly the change in the system of 
taxing dividends, the introduction of a general 2 percent tax on the assets of all 
businesses and the increase in the minimum tariff on imports to 10 percent in order 
to reduce dispersion.”  

 
 
Mexico 2010 
Fiscal consolidation consisted of tax hikes amounting to 0.6 percent of GDP. The 

measures were motivated by the long-run considerations because of a structural 
decline in oil production. The 2010 Article IV staff report (IMF Country Report 
10/71) presents the motivation for the reform on page 16: “The 2010 budget 
includes an important tax package of about 1 percent of GDP to offset the 
deterioration in the structural revenue position linked to the decline in oil 
production. … The fiscal tightening will also help stabilize public debt and set the 
stage for its gradual reduction over the next years.” Page 31 of the same report 
states further that: “The tax reform included in the 2010 budget is a welcome step 
in assuring fiscal sustainability. It is a testament to the authorities’ commitment to 
sound policies that they were able to build consensus for these measures in the 
midst of a sharp slowdown.” 

Therefore, we consider that the reform was motivated by long-run considerations, 
as it seeks to respond to a structural (rather than cyclical) decline in oil production. 
Nevertheless, Gunter and others (2017) flag it as an endogenous tax increase (GDP-
driven). 

The 2010 Article IV staff report (IMF Country Report 10/71) presents details of 
the reform package on page 19. It consisted of an increase by 1 percentage point in 
the standard VAT rate to 16 percent, as well as increases in excise taxes, changes 
in the tax treatment of loss-carry forwards, and a temporary increase in income tax 
rates. It states that: “The resulting permanent revenue increase (about 2/3 of the 
entire reform or 0.6 percent of GDP) delivers important consolidation”. 

 
Mexico 2014 
Fiscal consolidation consisted of tax hikes amounting to 0.6 percent of GDP. The 

tax increases were approved in October 2013 and effective as of 2014, motivated 
by the long-run goal of reducing dependency on oil revenues. The 2013 Article IV 
staff report (IMF Country Report 13/334) states on page 16 that: “Congress also 
approved a tax reform that moderately raised non-oil tax revenue and phased out 
subsidies on domestic sales of gasoline to try to reduce the dependence on oil 
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revenues. Key tax measures include the extension of the 16 percent value-added tax 
to firms in border regions and an increase in income tax by broadening the tax base 
and applying higher tax rates to high income earners. The reform also includes an 
8 percent ‘junk food’ tax and a mining tax.” According to the same report, the tax 
reform, which was approved in October 2013 and effective as of 2014 would: “… 
raise non-oil tax revenues from 10.0 percent of GDP in 2013 to 10.6 percent by 
2017–18.”  

A detailed description of the reform measures is also presented on pages 74 to 83 
of the Criterios Generales de Política Económica report for 2015 elaborated by the 
Mexican Ministry of Finance. The increase in revenues presented in this report is 
expected to occur over a much shorter horizon than the one considered in the Article 
IV report with non-oil tax revenues reaching 10.7 percent of GDP by 2015. Page 
191 and the Table on page 192 of the same report indicate that the revenue impact 
of the reforms in 2014 would amount to 0.6 percent of GDP mostly due to increases 
in VAT and excise taxes collections (including the new taxes on ‘junk food’). 

 
Paraguay34 

Paraguay 1989 
Fiscal consolidation amounted to 2.6 percent of GDP with tax hikes of 2 percent 

of GDP and expenditure cuts of 0.6 percent of GDP on a net basis. The measures 
were motivated by the need to reduce the fiscal deficit. The 1989 Article IV staff 
report (SM/89/274) states on page 10 that: “The authorities explained that they 
attach high priority to the correction of existing fiscal imbalances”. Moreover, the 
1991 Article IV staff report (SM/91/160) states on page 2 that: “To address the 
country's economic imbalances, the Government that took office in 1989 tightened 
fiscal and credit policy, unified the exchange rate under a managed float, and 
liberalized the financial and trade systems. In the fiscal area, the authorities 
increased government revenue, raised public tariffs, improved the operational 

 
34 Fiscal adjustment measures were adopted in 1990 in the context of a program to reduce inflation and build-up 

international reserves. We consider that the adjustment was a direct response to economic conditions and hence we excluded 
this episode from the database. The 1991 SBA request report (EBS/91/5) presents on pages 5 and 6 the motivations for the 
program. The operating surplus of public enterprises increased by 2.1 percent of GDP, whereas tax revenue remained broadly 
constant as a share of GDP. Moreover, public sector expenditure fell by about 1 percent of GDP (of which about 0.6 percent 
of GDP were cuts in current expenditure). In addition, A new administration took office in August 1998 and implemented a 
number of measures to increase revenue for the rest of the year, including increases in excise duties and tax administration 
improvements. The motivation for policy measures adopted seems to be related to current economic conditions (especially a 
slow-down in economic activity and trade with Brazil) as discussed on page 9 of the 1999 Recent Economic developments 
report (IMF country report 99/10). Hence, we chose to exclude this episode from the database Moreover, a tax reform 
introducing a personal income tax (motivated by long-run considerations) was enacted in July 2012, but was accompanied 
by an increase in current expenditures, in particular wages (see Table 1 on page 29 of the 2013 Article IV staff report, IMF 
Country Report 14/60). The 2012 Article IV staff report (IMF Country Report 12/211) states on page 14 that: “The PIT was 
originally approved in 2004 but its implementation has been postponed several times by congress.” The original estimates 
of the impact of the introduction of the PIT were between 0.2 to 0.3 percent of GDP (IMF Country Report 10/170). 
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efficiency of public enterprises, and reduced investment spending. In addition, they 
took steps to improve tax administration and combat evasion.”  

The 1989 Article IV staff report (SM/89/274) states on pages 3 and 5 that: “The 
ratio of tax revenue to GDP would rise from 7 percent of GDP in 1988 to an 
estimated 9 percent of GDP in 1989, owing to the adjustment of the exchange rate 
used to compute taxes on imports and foreign exchange transactions, the 
introduction of temporary export taxes, and the increase in property tax 
collections”. These measures were implemented after the new government took 
office at the end of the first quarter of 1989.  

The 1991 SBA request (EBS/91/5) states on pages 3 and 4 that: “The authorities 
have tightened the stance of fiscal policy considerably, through a combination of 
sharp cuts in public sector capital spending, increases in government revenue, 
adjustments in public tariffs and improvements in the operational efficiency of 
public enterprises. They also have taken steps to improve tax administration and 
combat evasion, including the unification of tax collection agencies under a new 
Undersecretariat for Taxation at the Ministry of Finance and the introduction of a 
single taxpayer registry. As a result, the combined public sector position shifted 
from a deficit of 3½ percent of GDP in 1988 to a surplus of 1½ percent of GDP in 
1989.”  

Table 2 on page 12 of the 1994 Article IV staff report (SM/94/80) suggests that 
tax revenues increased by about 2 percent of GDP and public sector (including 
public enterprises) capital expenditures declined by 3.1 percent of GDP in 1989. 
But the decline in capital expenditure was partly offset by an increase in current 
expenditure of 2.5 percent of GDP (including interest payments).35 Therefore, we 
chose to include in the database a net effect of 2.6 percent of GDP due to the tax 
measures (2 percent of GDP linked to the revenue package plus the 0.6 percent of 
GDP net decrease in expenditure).  

 
Paraguay 2001 
Fiscal consolidation amounted to 1.8 percent of GDP with expenditure cuts of 

1.3 percent of GDP and tax hikes of 0.5 percent of GDP. The fiscal measures were 
motivated by the need to reduce the deficit. The 2001 Article IV staff report (IMF 
Country Report SM/01/125) states on page 10 that: “The government intends to 
reduce the central administration’s deficit in 2001 to about half the nominal level 
registered in 2000, which is consistent with the noninflationary financing that 
would be available. This is equivalent to a reduction from 4.5 percent of GDP to 
2.0 percent of GDP, to be achieved primarily through adjustments in the 

 
35 Historical data from the Situacion Financiera for the central government downloaded from the Ministry of Finance 

website (http://www.hacienda.gov.py/situfin/) indicates that interest payments for the central government remained broadly 
constant as a share of GDP in 1989 relative to 1988. 
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expenditure of the central government, which would decrease by around 2.2 
percentage points of GDP, and to a lesser extent through revenue measures. 
Expenditure restriction would come from reforms aiming at a leaner and more cost-
effective civil service and from a more moderate level of public investment. Public 
sector wages will be frozen in nominal terms and public employment will be 
restricted, while overtime pay would be curtailed sharply. Spending on goods and 
services would also be curtailed, with interest payments expected to benefit from 
lower LIBOR rates. Capital spending would be scaled back from the very high 
levels of 1999 and 2000, which had been made possible by the extraordinary 
external finance available during those years”.  

The report also states that: “Revenues of the central government are expected to 
increase by around ½ percentage point of GDP in 2001, reflecting changes already 
adopted in the tax system, including increases to the excise tax on diesel in late 
2000 and early 2001; the elimination of a facility that permitted banks to deduct 
increases in their required capital from profits; the inclusion of transport and 
personal services in the VAT tax base; and the elimination of VAT exemptions on 
goods In the re-export trade”.  

The 2002 Article IV staff report (SM/03/76) suggests in Box 2 of page 24 that 
expenditure cuts implemented in 2001 were significantly lower than what had been 
originally announced: “In the fiscal area, spending restraint reduced expenditures 
by 1.3 percentage points of GDP in 2001, but the deeper reforms of the central 
government and the public employees’ pension plan did not occur”.  

 
Paraguay 2003 
Fiscal consolidation consisted of tax hikes of 1.25 percent of GDP. The tax 

increases were motivated by the need to reduce public debt. The 2003 SBA program 
request document (IMF country report 04/66) states on page 8 that: “The authorities 
explained that the size and timing of the fiscal adjustment was determined by 
several factors: (i) the need to reduce public debt to a more sustainable level; (ii) 
the authorities’ desire to take advantage of the momentum of the new government’s 
post-election support to front-load the adjustment process; and (iii) the need to close 
the substantial financing gaps in 2003 and 2004 and eliminate arrears”.  

The fiscal package included an increase in excise taxes from 14 to 20 percent in 
August yielding 0.5 percent of GDP in revenues annually, as well as an overhaul 
of tax and customs administration expected to yield 1 percent of GDP in 2003. The 
main features of the package are also described in the memorandum of economic 
and financial policies on page 60 of the 2003 SBA program request document.  

Given the timing of implementation of the increase in excise duties, we assign 
half of the budget impact (0.25 percent of GDP) to 2003 and the rest to 2004. The 
full impact of the remaining measures (1 percent of GDP) is assigned to 2003.  
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Paraguay 2004 
Tax reform (Administrative Reorganization and Fiscal Adjustment Law) and 

other revenue measures with an estimated budgetary impact of 0.8 percent of GDP. 
The reform was motivated by need to reduce the deficit and increase efficiency. 
The reform was part of the SBA program with the IMF. The 2003 SBA program 
request document (IMF country report 04/66) states on page 6 that the economic 
program: “… aims to stabilize the fiscal situation and the banking system and to 
initiate needed structural reforms. The program will require a sizable fiscal effort 
to reduce the deficit and clear arrears …” .  

The memorandum of economic and financial policies on page 60 in the same 
report states that: “… Tight controls on current spending in the 2004 budget, 
expected to produce savings of 0.2 percent of GDP …”. But the first SBA review 
document (IMF Country Report 04/294) seems to indicate on page 7 that 
amendments to the budget by congress have eliminated these estimated savings 
provided by the planned expenditure cuts: “The 2004 budget, approved by 
Congress in December, contains spending somewhat higher than that envisaged in 
the program. However, the authorities assured the staff that the fiscal objectives 
will be met by prudent budget execution.”  

The same report states that the excise tax on diesel was increased by another 6 
percentage points in January 2004 with an expected revenue yield of 0.25 percent 
of GDP and a tax of 2 percent was imposed on soy exports with an expected yield 
of 0.2 percent of GDP in 2004. The latter was billed as a temporary measure.  

The 2004 Article IV consultation staff report (IMF country report 05/59) on page 
13 states that: “On June 25, Congress approved the Administrative Reorganization 
and Fiscal Adjustment Law, a performance criterion under the SBA, and a crucial 
piece of legislation for assuring the continuity of responsible fiscal policy. … The 
potential revenue yield of the law (if all tax were placed at their legal maxima) has 
been reduced from 2½ percent of GDP to 1½ percent of GDP, but the actual 
expected yield (based on the authorities’ intended tax rates) will be near original 
estimates. The law eliminates most exemptions to the corporate income tax while 
reducing the rate, broadens the base of the VAT, institutes a new personal income 
tax (to be phased in over time), and institutes a new agricultural income tax to 
replace the previous IMAGRO tax. It also adjusts some excise tax rates, and 
strengthens legal authority for tax administration. The details of the law, as well as 
calculations of its yield, are found in Box 4 and Table 16”.  

The implementation of several measures (such as the introduction of the personal 
income tax), where significantly delayed or were spread over several years. The 
revenue yield of applying the tax reform law in 2004 is estimated at 0.1 percent of 
GDP (see Table 16 of the report). Hence, taking these factors into account, we 
calculate the overall impact of tax changes in 2004 by taking into account the 
changes in excise taxes on diesel (0.25 percent of GDP), the export tax (0.2 percent 
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of GDP), the effects of applying the tax reform (0.1 percent of GDP), and the 
budgetary impact of the 2003 increase in excise duties (0.25 percent of GDP, see 
the entry for 2003).  

 
Paraguay 2005 
Tax cuts amounting to 0.6 percent of GDP, part of the 2004 Administrative 

Reorganization and Fiscal Adjustment Law. The measures were motivated by long-
run considerations. The 2004 law was a key measure under the SBA program with 
the IMF. These tax cuts implemented in 2005 comprised the elimination of the 
export tax on soy, effective as of February, (IMF Country Report 06/30, page 11, 
footnote 7) with an estimated revenue loss of 0.2 percent of GDP and the reduction 
of the corporate income tax (CIT) rate from 30 to 20 percent (see IMF Country 
Report 06/100, page 5, footnote 2) effective as of August, with an estimated 
revenue loss of 0.4 percent of GDP for 2005. The estimated revenue impact of the 
CIT rate change is presented in Table 16 of IMF Country Report 05/59.  

There were also expenditure cuts in 2005, but according to IMF Country Report 
06/302 page 8 these were linked to cyclical considerations: “The better-than-
programmed performance is due to strong tax collections (despite lower rates for 
the profit tax), low investment project implementation and across-the-board 
expenditure cuts made in the last quarter of 2005 to help address inflationary 
concerns.”  

 
Paraguay 2006 
Tax cuts amounting to 0.7 percent of GDP, a part of the 2004 Administrative 

Reorganization and Fiscal Adjustment Law. The measures were motivated by long-
run considerations. The 2004 law was a key measure under the SBA program with 
the IMF. The tax cuts comprised a further reduction of the CIT from 20 to 10 
percent. The CIT rate change was effective as of August. The estimated revenue 
impact of the CIT rate change was a reduction of 0.7 percent of GDP. It is presented 
in Table 16 of IMF Country Report 05/59. But IMF Country Report 06/100, page 
5, footnote 2, presents higher estimates in the order of 1.2 percent on an annual 
basis.  

 
Paraguay 2014 
A tax reform with an estimated revenue yield of 0.2 percent of GDP. The reform 

was motivated by long-run considerations. Table 1 on page 29 of the 2013 Article 
IV staff report (IMF Country Report 14/60) contains a description of the tax reform 
extending the VAT (at a reduced rate of 5 percent) to primary production and 
introducing a new agricultural income tax (IRAGRO) of up to 10 percent. The 
measures were enacted in October 2013 and applied as of January 2014. Page 7 of 
the same report states that: “Congress has supported the government’s reform 



87 
 

strategy by approving key laws. To broaden the tax base, on top of the new personal 
income tax, Congress approved in October 2013 a revamped tax on agricultural 
income and a generalized VAT to include unprocessed agricultural products.”  

Moreover, the 2014 Informe de Finanzas Publicas de la Republica del Paraguay 
(IFP) sheds further light on motivations for the new taxes on pages 61 and 62. In 
particular, the IFP report states on page 61 that: “These measures seek to increase 
the formalization of the agriculture and livestock sectors, to integrate the 
agricultural value chains in the tax system, to allow primary producers to deduct 
the VAT from their costs, to give further incentives to the formation of value chains, 
to level the playing field between agricultural incomes taxes and general corporate 
income taxes, and to broaden the tax base”. Thus, the introduction of the taxes does 
not seem to be linked to specific cyclical considerations. IMF staff estimates the 
impact of the implementation of these measures to be around 0.24 percent of GDP 
(see David, 2017).  

 
Paraguay 2016 
Fiscal consolidation consisted of cuts in current expenditure amounting to 0.8 

percent of GDP. The expenditure cuts were implemented to comply with the deficit 
ceiling under the country’s fiscal responsibility law (FRL). The deficit ceiling of 
1.5 percent of GDP under the FRL is defined in “headline” terms (i.e. non-
structural, not adjusted for cycles or one-offs). The reduction of 1.1 percent of GDP 
in primary expense (especially a decrease of the wage bill in real terms) was partly 
offset by increases in investment in the order to 0.3 percent of GDP. The 2017 
Article IV staff report (IMF country report 17/233) states on page 5 that “Fiscal 
policy has been characterized by restraint in current expenditures and a shift 
towards capital spending. The deficit outturn of 1.4 percent of GDP last year 
complied with the Fiscal Responsibility Law (FRL), implying a policy tightening. 
The authorities offset weakening revenues and higher investment with current 
expenditure cuts, especially compensation.” See also Table 2 on page 33 of the 
same report. 
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Peru36 

Peru 1992 
Fiscal consolidation consisted of tax hikes amounting to 1 percent of GDP. The 

measures were introduced in November 1991 with the objective of reducing 
domestic financing needs of the public sector. The measures were taken in the 
context of a Rights Accumulation Program with the IMF. The 1992 Article IV staff 
report (EBS 93/12) states on pages 2 and 3 that: “… Government that took office 
in August 1990 immediately moved to stabilize the economy. It adopted measures 
to eliminate the domestic financing requirement of the public sector, remove 
distortions, and open the economy to foreign competition.”  

The same report states on page 3 that: “In November 1991 the Government began 
to introduce a number of tax measures, including an increase in the rate of the value 
added tax (VAT) from 16 percent to 18 percent and a broadening of its base, 
increases in the rates of several excise taxes, and the elimination of certain 
deductions to the corporate income tax. As a result of these measures and continued 
efforts to strengthen tax administration as well as expenditure restraint, the deficit 
is estimated to have been reduced further to 2½ percent of GDP in 1992 (compared 
with the program target of 3¼ percent).”  

In addition, the 1991 Article IV consultation staff report (EBS/91/141) sheds light 
on the estimated impact of the tax reform on page 17: “The Government plans to 
submit to Congress further key tax reforms for approval before October 1991 which 
are expected to help boost revenues to 9.0 percent of GDP in 1992”. This would 
imply an increase in tax revenue of 1 percent of GDP relative to the estimates for 
1991 presented in the same report.  

 
Peru 2002 
Fiscal consolidation consisted of tax hikes of 0.2 percent of GDP. A tax reform 

was enacted in the second half of 2002 with several measures taking effect in 2003, 
motivated by a need to reduce debt. The tax reforms were introduced in the context 
of a Stand-By arrangement with the IMF. The 2004 Article IV staff report 
(EBS/04/18) states on page 6 that: “A new consolidation effort, supported by the 
current SBA, began under the new government that took office in July 2001, 
returning public debt ratios onto a declining path.” The same report states on page 

 
36 A 1993 tax reform, in the context of a stabilization program supported by the IMF, with an estimated revenue yield of 

1.6 percent of GDP, was fully offset by increases in capital and current expenditures (see EBS/94/137, pages 7 and 13 and 
EBS/95/177 pages 2 and 14) and therefore excluded from the database.  

In addition, in mid-2014 Peruvian authorities announced several tax cuts leading to an estimated revenue loss of 0.7 
percent of GDP in 2015 as well as expenditure increases. These measures were not included in the database because they 
were driven by short-term stabilization motives. According to the 2015 Selected Issues Paper (IMF Country report 15/134, 
page 61): “The objective was to spur domestic demand, further streamline regulations, and ease the tax burden in several tax 
categories”. See also Box 1 in the 2015 Article IV consultation staff report (IMF country report 15/133) and page 6 and Box 
8.1 of the 2016-18 Marco Macroeconomico Multinaual report. 
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4 that: “Ongoing fiscal consolidation aims at ensuring sustainable debt dynamics 
under robust assumptions”. The 2002 Article IV staff report (EBS/02/199) states 
on page 8 that: “A number of tax reforms were implemented (with IMF/World Bank 
technical assistance) and are expected to yield 0.8 percent of GDP on an annual 
basis. These reforms include steps to broaden the income tax base, rationalize 
excise taxes on petroleum products, narrow the scope of future tax-stability 
contracts, eliminate certain VAT exemptions, and strengthen tax audit programs 
(see Appendix VI).”  

The same report on page 64 states that: “The tax reform in 2002 included tax 
policy and tax administration measures. Tax policy measures were intended to 
improve the neutrality of the tax system and increase tax bases. Measures 
concentrated on: (i) income taxes (which will take effect in 2003); (ii) elimination 
(or restriction) of some VAT exemptions; and (iii) increase in the kerosene excise. 
On tax administration, measures aimed at reducing tax evasion by: (i) introducing 
various systems of VAT withholding; (ii) intensifying the control of tax collection, 
refunds and rebates; and (iii) ensuring the collection of tax debts from government’s 
suppliers and private companies. As a result of the measures implemented, tax 
revenue is expected to increase by 0.2 percent of GDP in the second half of 2002 
and 0.8 percent of GDP in 2003”.  

 
Peru 2003 
Fiscal consolidation initiated in 2002 continued in 2003, with tax measures 

totaling 0.8 percent of GDP. Fiscal consolidation was motivated by a need to reduce 
debt (see entry for 2002 above). 

 
Peru 2011 
Tax cuts, partly offset by tax administration measures and the effects of a new 

framework for mining taxation, leading to a net revenue loss of 0.39 percent of 
GDP. The tax cuts were motivated by long-run considerations. In March-April 2011 
a number of tax measures were adopted that would result in a decrease in the tax 
burden. Pages 67 and 68 of the 2012-2014 Marco Macroeconomico Multinaual 
report published by the Peruvian Ministry of Finance describe the measures and 
their estimated impact. They include reductions in trade tariffs in December 2010 
and April 2011, motivated by the need to improve consumer welfare and increase 
the efficiency of resource allocation. It is estimated that the tariff reductions would 
have an impact of S/. 700 million in 2011 (0.15 percent of GDP).  

Moreover, the authorities implemented a reduction in the general sales tax by one 
percentage point with estimated impact of S/. 1600 million in 2011 (about 0.34 
percent of GDP) motivated by the desire to decrease disincentives to formalization. 
In April 2011, the authorities also reduced the financial transactions tax with the 
objective of minimizing the negative effects of this tax on financial inclusion and 
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on the competitiveness of firms. The estimated revenue loss linked to this measure 
is S/. 700 million in 2011 (0.15 percent of GDP). 

These tax cuts were partly offset by tax administration measures that would 
increase revenue collections by S/. 570 million in 2011 (0.12 percent of GDP) as 
well as the impact of the new mining taxation regime. Box 2 on page 14 of the 2011 
Article IV consultation staff report (IMF Country Report No. 12/26) discusses the 
mining taxation reform and its objectives: “The mining taxation reform, approved 
in September, 2011, would increase progressiveness and public revenues, while 
preserving competitiveness of the sector”. The reform included a new royalties 
system based on operating profits; a new special mining tax; and a special 
(voluntary) levy. The revenue yield of the new regime is estimated at about 0.5 
percent of GDP annually. 

On the expenditure side, the 2013-15 Marco Macroeconomico Multinaual report 
suggests on page 22 that the reductions observed in 2011 were motivated by 
cyclical considerations to prevent overheating of the economy and rebuild fiscal 
space. Delays in the execution of public investment plans were a significant factor 
in driving the fall in expenditure as a share of GDP, despite measures taken in the 
second half of the year to boost execution in part as a response to the deterioration 
of the international economic situation with sovereign stress in European countries. 
For these reasons, we do not include the expenditure cuts in our database.  

Taking these factors into account, we assign a net effect of 0.39 percent of GDP 
in 2011 to the tax cuts. We consider the impact of the reductions in trade tariffs, the 
financial transactions tax and the general sales tax (0.63 percent of GDP), which is 
partly compensated by tax administration measures (0.12 percent of GDP) and the 
effect of the new mining taxation framework implemented in the last quarter of the 
year (0.5 percent of GDP annually or 0.13 percent of GDP in 2011). We also assign 
a revenue increase of 0.38 percent of GDP to 2012 to reflect the full year impact of 
the new mining taxation regime (0.5-0.13).    

 
Peru 2012 
Tax increases initiated in 2011 as part of the new mining taxation regime, totaling 

0.38 percent of GDP. The new mining taxation regime aimed at increasing the 
progressiveness and public revenues, while preserving competitiveness of the 
sector (see entry for 2011 above). 
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Uruguay37 

Uruguay 1990 
Fiscal consolidation consisted of tax increases amounting to 1.7 percent of GDP. 

The measures were motivated by the need to reduce a large inherited deficit. The 
tax hikes were implemented in March/April 1990, in particular an increase of the 
VAT rate by 1 percentage point. The increase in the VAT rate was also flagged as 
exogenous to cyclical considerations by Gunter and others (2017). There were also 
measures to curb expenditure, including cuts in investment by the general 
government amounting to 0.5 percent of GDP, and a reduction in real wages in the 
public sector amounting to 0.3 percent of GDP (see the 1991 Recent Economic 
Developments report SM/91/183), but these were more than offset by expenditure 
increases elsewhere.  

The 1991 Article IV staff report (SM/91/168) states on page 2 that: “In addition 
to high inflation and sluggish economic activity, the administration that took office 
in March 1990 was confronted with a combined public sector deficit that had risen 
from 5 percent of GDP in 1988 to over 7 l/2 percent of GDP in 1989 and the first 
quarter of 1990. … Upon assuming office, the authorities adopted corrective 
measures, including a sharp increase in public sector tariffs and a fiscal package 
with increases in many tax rates and the introduction of new taxes.” The 1991 
Recent Economic Developments report (SM/91/183) explains on page 18 that: “In 
March Congress adopted a tax package that included increases in agricultural 
income taxes and in several excise taxes; an increase in tax payments by public 
enterprises, including special levies; the creation of a tax on real estate transfers; a 
one-year, 1 percentage point rise in the maximum value-added tax rate (later 
extended for another six months); and a temporary surcharge on certain imports”.  

The 1990 Request for Stand-by Arrangement document (EBS/90/202) presents 
on page 8 an estimate of the impact of the tax measures: “The revenue increase 
(equivalent to 1.7 percentage points of GDP) would result mainly from the 
measures adopted in March-April 1990, supported by the efforts that are under way 
to reduce smuggling and tax evasion and to improve the efficiency of collections”.  

 
37 A tax reform motivated by long-run considerations was implemented in July 2007, but with an overall neutral impact 

on revenues and therefore it was not included in the database. The reform introduced a personal income tax and broadened 
the VAT tax base, but reduced corporate income taxes and reduced the VAT rate from 23 to 22 percent. According to the 
2007 Article IV report (IMF Country Report No. 08/45), page 16: “… And, while the recently approved tax reform is 
expected to improve the efficiency of the system, the tax burden is projected to remain largely unchanged.” See also the 
report for the ex-post evaluation of the SBA (IMF Country Report 08/47) page 19 and the report for the 5th and 6th Reviews 
of the SBA (EBS/06/166) page 15.  

Gunter, Riera-Crichton, Vegh, and Vuletin (2017) consider the 1 percentage point reduction in the VAT to be exogenous 
driven by long-run considerations. While we agree with their assessment of the motivation of the policy actions, we believe 
that when the complete tax package is taken in to account (beyond the mere decrease in the statutory VAT rate), the policy 
record does not suggest a significant budgetary impact of the actions. The staff report for the 2008 Article IV consultation 
on page 29 Table shows 3 shows that revenues from VAT and excise taxes decreased by 0.1 percentage points of GDP in 
2007, while overall tax revenue increased by 0.9 percent of GDP. This was accompanied by an increase in primary 
expenditures of 2.2 percent of GDP (especially wages by 1 percent of GDP). 
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Table 2 on page 14 of the 1995 Article IV staff report (SM/95/126) contains 
historical data on actual expenditure measures implemented. It suggests that the 
budgetary impact of the expenditure cuts in investment and on the wage bill was 
more than offset by expenditure increases elsewhere.  

 
Uruguay 1995 
Fiscal consolidation amounted to 1.6 percent of GDP with expenditure cuts of 

0.9 percent of GDP and tax hikes of 0.75 percent of GDP. The measures were 
motivated by the need to reduce the deficit. The 1995 Article IV staff report 
(SM/95/126) states on page 5 that: “The new Administration aims to improve 
growth performance in the medium-term by lowering inflation to industrial country 
levels and removing structural impediments to growth, while maintaining balance 
of payments viability. In the near term, the authorities are implementing a program 
based on a substantial reduction in the public sector deficit, together with monetary 
and wage restraint, to bring down inflation to 30 percent during 1995/96 (i.e., the 
year ending in March 1996), consistent with the maintenance of the current 
exchange rate policy”.  

Page 6 of the same report claims that38: “Fiscal policy aims at lowering the public 
sector deficit from 3¼ percent of GDP in 1994 to 1 percent of GDP in 1995/96. 
Measures have been taken to restrain the growth of expenditures, including 
curtailing hiring in the public sector, limiting discretionary expenditures on goods 
and services to levels that would reduce them by 10 percent in real terms relative 
to the previous year's level, and reducing capital expenditures by 1½ percentage 
points of GDP from the relatively high level in 1994. Congress recently approved 
measures that would strengthen the public finances by the equivalent of over 1 
percent of GDP in the program year. Tax measures include: an increase in the basic 
rate of the value added tax (VAT) from 22 percent to 23 percent and in the lower 
VAT rate from 12 percent to 14 percent, while reducing VAT exemptions; an 
increase in the rates of the tax on wages and retirement pensions; and various 
changes in the corporate income, agricultural and sales taxes to strengthen 
collections. The effect of these tax measures would be offset in part by a reduction 
of employer social security contribution rates in the manufacturing sector and an 
increase in family allowances for low income families”. 

The 1996 Article IV consultation staff report (EBS/96/115) states on page 2 that: 
“The Central Administration wage bill and outlays on goods and services were 
restrained, and investment spending was scaled back relative to GDP from the 
relatively high levels recorded in 1994 and early 1995; however, social security 
outlays increased as inflation declined (by constitutional mandate, pensions are 

 
38 Note that targets were set for 1995/96 in the discussion in the text because authorities had elaborated a program for the 

period up to March 1996 that was monitored informally by IMF staff. 



93 
 

indexed to past average take-home wages). A tax package was implemented in May 
1995 (broadening tax coverage and raising the rates of the value added tax (VAT) 
and the personal tax on wages and pensions (IRP)), employer social security 
contribution rates for the manufacturing sector were reduced by 6 percentage points 
in July 1995, and public enterprise tariffs and prices were increased significantly 
during the year. Although the net revenue effect of the tax measures was positive, 
tax revenue fell relative to GDP in 1995 reflecting the sharp fall in domestic 
demand”.  

Gunter, Riera-Crichton, Vegh, and Vuletin (2017) identify the one percentage 
point increase in the VAT rate as endogenous, on the basis that it was offset by 
other tax reductions. Nevertheless, the net revenue effect of the tax measures seems 
to have been positive (see above). In addition, the 1996 Recent Economic 
Developments report (SM/96/174) states on page 5 that: “In 1995, despite a sharp 
fall in domestic demand, indirect tax collection on domestic transactions increased 
by l/3 percentage point of GDP as VAT rates were increased (from 22 percent to 
23 percent the basic rate, and from 12 percent to 14 percent the lower rate) in the 
middle of the year”. 

Based on the discussions above and on table 3 presented on page 17 of the 1996 
Article IV consultation staff report (EBS/96/115), we assign a reduction in primary 
expenditures of 0.9 percent of GDP to 1995 (a 1.4 percent of GDP cut in capital 
expenditures partly offset by an increase of 0.5 percent in current expenditures). 
Moreover, we assign a revenue increase of 0.75 percent of GDP to 1995 and 0.25 
percent to 1996 as the tax measures were expected to have an effect of around 1 
percent of GDP over the program year (up to March 1996).  

 
Uruguay 1996 
The fiscal consolidation initiated in 1995 continued in 1996, with tax measures 

totaling 0.25 percent of GDP. Fiscal consolidation was motivated by the desire to 
reduce the deficit (see entry for 1995above). 

 
Uruguay 2000 
Fiscal consolidation consisted of expenditure cuts amounting to 0.8 percent of 

GDP. The measures were motived by long-run considerations. The 2001 Article IV 
staff report (EBS/01/17) states on page 3 that: “President Batlle of the Colorado 
party, heading a Colorado/Blanco government, took office on March 1, 2000. The 
government holds a small majority in Congress. The authorities are aiming for a 
significant strengthening of competitiveness in the economy through medium-term 
fiscal consolidation, and market-oriented structural reforms.”  

The 2001 Recent Economic Developments report (SM/01/26) states on page 37 
that: “The new government that took office in March 2000 introduced spending 
cuts to reverse the deficit overrun from 1999, and the fiscal impulse swung from 
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expansionary to contractionary in 2000”. The 2003 Article IV staff report 
(EBS/03/93) has estimates of the size of spending cuts in table 7, page 30. Virtually 
all of the adjustment was due to a reduction in capital expenditures. 

 
Uruguay 2002 
Fiscal consolidation consisted of 1.6 percent of GDP in tax measures and 1.7 

percent of GDP in expenditure cuts. The consolidation package was motivated by 
the need to reduce debt. The measures were adopted in the context of a banking and 
balance of payments crisis and a severe economic recession. They were part of an 
IMF supported-program. A sharp exchange rate depreciation led to a deterioration 
in public debt dynamics and concerns over sustainability (see the 2003 Article IV 
consultation staff report IMF Country Report 03/247, page 11). Paragraph 8 of the 
June 2002 Memorandum of Economic and Financial Policies sheds light on the 
motivation for the adjustment: “The government is determined to ensure the 
sustainability of the public debt over the medium term and is taking steps to 
strengthen the public finances in spite of the more difficult conditions being faced 
by Uruguay. As envisaged in the original program, the government is seeking a 
permanent increase in the primary surplus, raising it from 1 percent of GDP in 2001 
to around 4 percent by 2004 and beyond. This target should be adequate to begin 
to reduce the public debt to GDP ratio from 2004 onwards, even in the eventuality 
of higher interest rates, a more depreciated peso, and additional debt to assist the 
banking system”. 

The second SBA review staff report (IMF Country Report 03/116) mentions on 
page 4 two tax packages in February and May 2002, which included an increase in 
the tax on wages and pensions, new excise taxes, and a broadening of the VAT 
base. The full year effect of these measures was estimated to be about 2.1 percent 
of GDP (see paragraph 9 of the June 2002 Memorandum of Economic and Financial 
Policies). But some of the measures were only temporary and due to expire at the 
end of 2003, with an expected revenue loss of 1.2 percent of GDP (see paragraph 
11 of the June 2002 Memorandum of Economic and Financial Policies). Due to the 
timing of the implementation of the tax packages, we assign a revenue effect of 
about 1.6 percent of GDP to 2002 (0.75*2.1) and of 0.5 percent of GDP to 2003. 

Primary expenditures were programmed to fall by 1.2 percent of GDP in 2012 
(see paragraph 9 of the June 2002 Memorandum of Economic and Financial 
Policies). Table 6 on page 28 of the 2003 Article IV consultation staff report (IMF 
Country Report 03/247) confirms that significant expenditure cuts were 
implemented and exceed programmed targets, in particular as far as capital 
expenditures (which fell by 1.2 percent of GDP) and use of goods and services 
(which declined by 0.5 percent of GDP) were concerned.  
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Uruguay 2003 
Fiscal consolidation consisted of 1.4 percent of GDP in revenue measures and 

0.2 percent of GDP in expenditure cuts. The measures were motivated by the need 
to reduce debt. Paragraphs 1 and 2 of the February 2003 Memorandum of Economic 
and Financial Policies discuss the motivations for the fiscal actions in 2003: 
“Building on the 2002 program, the government has elaborated policies for 2003 
aimed at creating the conditions for a resumption of economic growth while 
keeping inflation under control. … The key objectives of the program are to ensure 
fiscal, monetary, and banking soundness”. The second SBA review (IMF Country 
Report 03/116) also discusses on page 7 the motivations for the program: “The 
authorities’ economic program seeks to credibly improve public finances in 2003, 
and to provide the basis for a sound medium-term fiscal position.”  

On the revenue-side, authorities adopted measures to boost the operational 
surplus of public enterprises. Box 2 on page 8 of the second SBA review (IMF 
Country Report 03/116) states that tariff adjustments would improve revenues by 
1.5 percent of GDP, whereas current expenditures were expected to increase by 0.6 
percent of GDP. Therefore, we assign a net effect of these new measures of 0.9 
percent of GDP. In addition, as explained in the entry for 2002 above, we assigned 
a revenue effect related to the 2002 revenue package of about 0.5 percent of GDP 
(0.25*2.1) to 2003. 

The second SBA review (IMF Country Report 03/116) also states on page 7 that 
a newly established program for centralization of public sector procurement of 
medical supplies and food would yield expenditure savings in the order of 0.2 
percent of GDP. In addition, Table 4 on page 31 of the 4th SBA review staff report 
(IMF Country Report 04/172) also points to a large fall in social security benefits 
from 16.3 percent of GDP in 2002 to 13.9 percent of GDP in 2003. Nevertheless, 
this was mostly linked to the fact that these benefits were indexed to wages (which 
grew less than expected) rather than specific policy actions.  

 
Uruguay 2004 
Unwinding of surcharges and taxes that were introduced in 2002, amounting to a 

reduction in revenues of 0.5 percent of GDP. The 5th SBA review staff report (IMF 
Country Report No. 04/327) states on page 8 that “Preliminary second-quarter data 
indicate that revenue has continued to outperform the program, mainly due to 
buoyant corporate income tax receipts, and expenditure restraint has been 
maintained. In light of this performance, in May–July, the authorities eliminated 
emergency surcharges (on the wage tax and corporate income tax) and taxes (on 
commissions and public utilities), which will cost the budget about 0.5 percent of 
GDP in 2004 (1.4 percent of GDP on an annual basis)”. These measures had been 
introduced during the financial crisis in 2002 and at that time, the government was 
given the authority to unwind if prospects for achieving fiscal targets improved. 
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Following the estimates presented in the report, we assign a reduction in revenues 
of 0.5 percent of GDP in 2004 and 0.9 percent of GDP to 2005. 

 
Uruguay 2005 
Tax cuts initiated in 2004 continued in 2005, with a reduction in revenues totaling 

0.9 percent of GDP. See entry for 2004 above. 
 
Uruguay 2015 
Fiscal consolidation consisted of (capital) expenditure cuts of 0.6 percent of 

GDP. The measures were taken to reduce an inherited deficit and preserve fiscal 
sustainability, as discussed in the 2015 Article IV report (IMF Country Report 
16/62 page 23): “The authorities reaffirmed their commitment to a reduction in the 
overall fiscal balance to 2.5 percent of GDP by 2019 and emphasized the possibility 
of revising the budget in 2017 to meet this objective.” The statement by the 
executive director (page 4) in the same IMF country report also sheds light on the 
authorities motivations for the policy actions: “The current slowdown presents a 
number of macroeconomic challenges; the reduction of inflation (under control but, 
admittedly, at higher rates than envisaged), the preservation of competitiveness, 
maintaining a sustainable path of fiscal accounts, and the continuation of the 
soundness of financial stability constitute high priorities for the Uruguayan 
government. In order to attain them, the Central Bank has kept a firm contractionary 
monetary policy stance (as said, in the context of a flexible exchange rate system); 
the five-year budget envisages a reduction in the fiscal deficit and a sound trajectory 
of the public debt; the authorities are fully committed to improving the efficiency 
of public enterprises and, particularly, restoring the financial position of the public 
oil distribution company.” 

The Table on page 47 of the 2016 Informe económico – financiero Exposición 
de motivos elaborated by the Ministry of Finance indicates that revenues of the 
consolidated public sector remained broadly constant as a share of GDP in 2015. 
But primary expenditure fell by 0.6 percent of GDP, with a 0.9 percent of GDP cut 
in capital expenditure relative to 2014 partly offset by a 0.3 percent of GDP increase 
in current expenditure. 
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