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Two faces of Janus

Revenue centralization Expenditure decentralization



Revenue centralization

State level

Federal Level

«1917
Key features of
Fiscal Federalism:

Large number of
types of taxes

+1925, 1933, 1947
National Fiscal
Conventions

*1947 Commercial
Income Tax
Coordination Scheme
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And Tax treaties on :

Other Tax sources
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> Actual system
Starting point:
1952-1954 Talks
Start about
colaboration
*1974 Coordination
Between the States
And the Federal
Government on
The tax on
Commercial revenue

. T |
Fiscal Stimuli I
policies and 1
taxing of |
commercial :
and industrial I
activities as 1
well as luxury |
merchandise :
1
1
1
1

*Multiplicity of
Taxes: :
Federal and
State level tax !

rate duplicity |

1
«Complexity ofl
The tax

System

contradictory

1
1
|

«Existence of :
1

Fiscal laws !

1 System

+1980:

A fiscal reform
that establishes
the value added
tax (VAT),
replacing the
federal tax on
commercial
income, and the
introduction of
the National
Fiscal
Coordination

Turning Point (VAT):

- 18 federal taxes and
- 458 State taxes, both disappear.

The federal
government
collects the

» 80-89 The
Administrative
Collaboration on the VAT starts

1
1

1

1

1

1

1

1

I +Derogations: Mining tax (1982),

: Telephone services (1989) and

1 Refreshments (1990)

: 1990 The Federal Government

1 assumes the VAT administration at the
1 State Level

1 +<1990

: All taxes can be
1
1
1

paid at bank

largest and most
important taxes.

Compliance issues: Because of
the increased possibility of
paying the VAT at the banks,
its tax

collection increased

0.5% of the GDP from 1989 to
1990.

Source: “Diagnéstico sobre el tema: colaboracién y coordinacion intergubernamental”, National Treasury Convention and ITG Public Finances Consulting.



The Fiscal Coordination Law (1980 - present)

- Political context: From an hegemonic party
political system and strong presidential informal
power & discretion towards a multiparty
competitive system, congress as a new player,
and democratization.

- Economic and social context: Oil bonanza,
debt & deficits, two-digit inflation, and social
turmoll towards a macroeconomic stability with
low indebtedness.

-- but sluggish growth and fiscal predicament persists --



Expenditure decentralization

Federal Level State Level

Federalized spending expansion

*1992 Agreement on Social
Development

National Agreement for the

-1981 modernization of basic
COPLADES education
*50’s Agreements to *1983 CUD 1996 National agreement
promote public strengf[hen for the decentralization of
Commissions planning, Health Services

decentralization
and municipal

*70’s Resources to

committed to
1947 boost agriculture, the

boost regional

1
1
1
1
1
1
1
investments :
1
: *1998 Creation of a new
1
1
1

development e Ere strengthening branch on earmarked
commerce . transfers: FAEB, FASSA,
CUC and COPRODES| ate obr's FAIS, FORTAMUNDF, FAM

| Solidaridad
I national program 1999 Creation of the FAETA

and FASP

*2000 Creation of the
PAFEF and in 2007
conversion to FAFEF

Source: “Diagndéstico sobre el tema: colaboracién y coordinacion intergubernamental”, National Treasury Convention and ITG Public Finances
Consulting.




States’ own sources of revenue (ransfers not included)

47%
Other Local Taxes

22 billion pesos
53%

Payroll Tax
o
63% 36 billion pesos

37%

Local Taxes

46%
58 mmp

* Local taxes represent 36% of their total
state revenue.

— The most important local tax is the
payroll tax
Rights

33 billion pesos

125 billion pesos

« Other concepts different to local taxes,
as the driving license fee, registers,
fines, surcharges and interest represent
64% of the states’ local revenue.

Local revenue from States, 2010

« The General Non-earmarked Transfers
Fund’s (FGP) formula rewards the local
collection of local taxes and state rights.

Surcharges and Donations

Interests

Contributions

3%

4 billion pesos

Source: Federal Mexican Ministry of Finance, SHCP.



Federal transfers to states & municipalities

Municipal and State
Governments Total

Revenue:

[otal: 1,180 billion pesog

Local Revenue 125.4 billion pesos  10.6%

Surplus Revenue |16.8 billion pesos 1.4% =

1. Includes Decentralization and Reassignment Agreements, all data from 2010.

Source: Federal Mexican Ministry of Finance, SHCP.



International Perspective



Central / General government revenues (% of
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Source: Author’s ellaboration with data from the Economic Commission for Latin America and the Caribbean, ECLAC.



QOutcomes

Revenue
&
Expenditure



Evolution of states own source’ of revenues

2010 Billion Pesos Local Taxes Distribution
2010 Billion Pesos
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Payroll mOthers* = Car Ownership Tax*™ ®Lodging © Durable Goods

*Include the Real State Acquisition Tax, lotteries, cellphones, etc.
**Includes the federal and local tax on car ownership.

Source: Federal Mexican Ministry of Finance, SHCP.
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Property tax collection

% GDP
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Source: Federal Mexican Ministry of Finance, SHCP.
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Public Employment Expenditure, 1990 — 2010
(Federal, State and Local govt., 2003 pesos)

250,000,000 70,000,000,000)

65,465,238,351

|- Federacion Estados = Municipios

-+ 60,000,000,000]

200,000,000 +

-+ 50,000,000,000]

150,000,000 +
4 40,000,000,000

1 30,000,000,000
100,000,000

4 20,000,000,000
50,000,000
I 4 1,000,000,000
0 Lo

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Author’s ellaboration with data from the Federal Mexican Ministry of Finance, SHCP.
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Total Public employment, federal vis-a-vis
Subnational govts. (2008)
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Source: Author’s ellaboration with data from the International Labour Organization (ILO), LABORSTA database.



aaaaaa | Network

CoPLAC
MfDR =

Mexico

Gabriel Farfan Mares, The Mexican Fiscal Federalism

Thank you!



