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A Appendix

A.1 Trends in local Household Surveys

In Chile the study of personal income inequality is based predominantly on survey data.

The CASEN Survey is considered to be the most precise, mainly because of its large

samples which extend nationwide across both urban and rural areas. However, it only

started in 1987, and for methodological reasons, some editions are often judged to be

incomparable to each other. Despite this, World Bank and CEPALSTAT (ECLAC) –

both international data banks – have used the CASEN Survey to build internationally

comparable Gini coe�cients for Chile since 1987, as shown in Figure A.1.

Figure A.1: Gini coe�cient by CEPALSTAT and World Bank (1987-2015)

Source: CEPALSTAT and World Bank. Note: the World Bank series was updated in 2017 in

response to the release of uncorrected CASEN Survey databases. Previous series were used

to counter-adjust o�cial estimates to recover an approximation of the originals (in order to

avoid building income estimates that were scaled to fit National Accounts aggregates).

Each of these institutions treats the original data di↵erently, which explains the

observed di↵erences in trend and level. In particular, CEPALSTAT has historically

applied a specific adjustment that scales aggregates of di↵erent types of income present in

the survey to fit values from national accounts. The gap between national accounts and

survey aggregates is imputed proportionally throughout the distribution to declared income

and separately for each type, with the exception of capital income, which is only imputed

proportionally to the top quintile of the distribution. This modification is noteworthy for

three reasons. First, it is the main factor behind the substantial di↵erences observed in

Figure A.1 (there are di↵erences in the management of missing values as well, but the
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impact is marginal). Second, until recently, public CASEN Survey databases included

these adjustments as standard, without displaying uncorrected data. Consequently, most

research and o�cial estimates on personal income and inequality to date include it. The

issue is non-trivial – as Bourguignon (2015) discusses in greater depth – because this kind

of adjustment has potentially significant distorting e↵ects on the estimated distribution of

income, especially when original data is already biased (as generally happens, at least

at the top). Third, one of the reasons for applying such corrections is that most income

aggregates from survey data are relatively low compared to both national accounts and

fiscal estimates.

From a more descriptive point of view, it appears that trend interpretation is not

necessarily clear in the short run, as the gap between the two estimates is not constant

and does not even hold strictly to positive or negative values. In fact, it is easy to identify

points in Figure A.1 where CEPALSTAT and World Bank estimates follow opposite

directions from one year to the next. However, at least since the year 2000, World Bank

(unadjusted) estimates appear to be around 3 points lower than those of CEPALSTAT

(adjusted). In the medium term of Chilean income inequality, there is a degree of consensus

among scientific and political narratives as to a generally decreasing trend in income

inequality between the return to democracy (1990) and recent years.

In order to explain inequality trends more precisely, (Contreras and Ffrench-Davis, 2012)

base their interpretations on a combination of the CASEN Survey and the employment

survey conducted by the Universidad de Chile (EOD). The latter is considered to be

more consistent over time – hence should be more precise for short-term interpretations –

but has some important drawbacks. It only refers to what happens in the capital city,

its samples are considerably smaller, and it is designed primarily to study employment,

focusing essentially on labor income. Taking previous considerations into account, they

conclude that Chile is more unequal nowadays that it was before the dictatorship. They

also find that the peak of personal income inequality was somewhere in the mid-1980s, and

since the return of democracy, inequality has decreased. In the short term, they find a fast

drop in wage dispersion following the return to democracy, and explain this phenomenon

by the decline in poverty driven mainly by increasing employment, the minimum wage,

and expansion of social security. Nevertheless, this progression started to stagnate around

the Asian crisis (1999) as inequalities began rising. Finally, another period of decreasing

inequality begins around 2003, with improvements in poverty levels supposedly caused by

increasing public spending and counter-cyclical measures during the 2009 crisis.

Clearly, the available personal income datasets present many limitations. However,

the main conclusions we can draw from them should be trusted to a certain degree in

terms of a fair portrayal of labor income, and their historic analysis and observed trends

do help to contextualize our findings.
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A.2 Changes in tax legislation and income definition.

1964 (Feb): Tax reform, law no 15,564.

• Defines for the first time what income is in legal terms.

• Taxes are declared according to 2 categories instead of 6.

Source: Boletin del Servicio de Impuestos Internos XI(123), February 1964: 3780-3839.

This includes both Law 15,564 and the document ’Comentarios e Instrucciones’ written

by the SII, which compares the new dispositions with previous legislation.

1965 (Aug): Minimum presumed income tax.

• Special and transitory tax which was applied in tax years 1965, 1966 and 1967. It is

based on net disposable wealth. It a↵ects natural persons exclusively.

Source: Boletin del Servicio de Impuestos Internos XII(141), August 1965: 4603-4607,

4608-4632.

1972 (Nov): Single law no 17,828.

• Those who perceive wages or pensions as a single source of income are no longer

obliged to declare personal income tax (Global Complementario).

1974 (Jan) (Dec): Tax reform (under dictatorship).

• The wealth tax is removed

• Decree Law no 824: Tax brackets are now defined in terms of Annual Tax Units

(UTA) instead of sueldos vitales. Tax unity is periodically updated according to

variations in the Consumer Price Index.

• Value Added Tax (VAT) is introduced.

Source: Cheyre (1986)

1984 (Jan): Tax reform in favor of savings and investment, law no 18,293.

• Income declarations by business owners include only distributed profits.

• Corporate taxes can be used as a credit against personal income tax.

• Retained profits are no longer in businesses’ taxable base (FUT mechanism. It is a

taxable profit fund. According to Fairfield and Jorratt De Luis (2016), it allowed for

keeping track of ”how much tax credit (corporate tax paid by the firm) owners are

due when they eventually withdraw these profits and pay individual income taxes.

Total FUT profits reported at the end of 2012 were equivalent to Chile’s GDP. FUT

funds imputed to taxpayers in our datasets make up 56–61 percent of the total”.
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1990 (Jun): Tax reform, law no 18,985.

• Income that has been withdrawn from a company and is reinvested in another one

is not subject to personal income tax (art. 1, 2).

1998-2001 (Jul): Transitional article no 2, law no 19,578.

• Capital gains made from selling stocks by highly traded corporations can choose to

pay an alternative lower tax (Impuesto Unico de Primera Categoŕıa).

2001 (Nov): Capital market reform (MKI), laws no 19.768 and no 19,769.

• Capital gains made from selling stocks by highly traded corporations are tax-exempt

(for stocks bought before April 2001) (art. 1 – 1 – b).

• Capital gains made from short selling are tax-exempt (art. 1 – 3).

• Stocks of some emergent companies (defined by their growing potential) can be

considered as “highly traded”. Hence, capital gains made from selling their stocks

can be tax-exempt for 3 years (Transitional art. no 4, law 19,768).

• The range of financial products authorized as voluntary pension savings, which are

deducted from the taxable base, is widened. Within a maximum of 48UF, people

can chose to invest in AFPs, mutual funds, Investment funds, and life insurances,

among other products.

2002 (Apr): Single article (completing MKI) Law no 19,801.

• Capital gains that became tax-exempt with MKI do not need to be declared.

2007 (Jun): Capital market reform (MKII), law no 20,190.

• Capital gains made from selling some venture capital shares are tax-exempt (Transi-

tional Art. 1).

2012: Tax Reform, law no 20,630.

• Access to special regimes of taxation is limited to more strict conditions, especially

to renta presunta, which was often used to inflate declared costs of companies or

professionals (thus, lowering declared profits/revenue).

• Increase in First Category Tax rate (Impuesto

´

Unico de Primera Categoŕıa): this

rate (20%) was a provisional measure decided by the government in the wake of the

2010 earthquake to finance reconstruction. The reform reenacted the provisional

measure, establishing it as a permanent rate.
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• Reduction of personal income tax rates. The rates dropped to between 20% and

4.10% at each end of the scale. The top tax bracket was not reduced, but the tax

burden on the highest incomes decreased, as it is a marginal tax rate.

2014: Tax Reform, law no 20,780.

• Corporate tax is modified. Companies have to choose between an attributed tax

regime and a semi-integrated one. The former is based on a 25% tax rate on profits

and firms cannot gain tax credits against the tax paid by business owners. The

semi-integrated tax regime has a 27% tax rate, though firms can receive a tax credit

that represents up to 65% of the tax payment.

• A rule to tackle avoidance is introduced to give the Servicio de Impuestos Internos

greater control to enforce and sanction aggressive tax planning.
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A.3 Additional tables and figures

Table A.1: Adult population, total and taxable

Total adult population from World Bank. Taxable individuals are those who declare income

above the minimum taxable threshold
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Table A.2: Undistributed Profits

Note: undistributed profits are estimated using National Accounts. The amount is equal

to the net primary income of the corporate sector (including both the financial and non

financial). National Accounts are detailed enough to estimate undistributed profits since

1996; for previous years we estimate them as a fixed proportion of GDP.
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Table A.3: Top shares including undistributed profits (Upper Bound)

Note: undistributed profits are estimated using National Accounts. The construction of both

upper and lower bounds is in Section 3.2

Table A.4: Top shares including undistributed profits (Lower Bound)

Note: undistributed profits are estimated using National Accounts. The construction of both

upper and lower bounds is in Section 3.2
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Figure A.2: Di↵erence in Top 1% Share, with and without Capital Gains (1998-2009)

Own estimates based on the short detailed series of IGC tabulations that include capital

gains declared by income-bracket (See Section 2.1.1). Reading: in 1998, the top 1% share

estimate including capital gains is higher of only 0.16 percentage points compared to the

one not including them. After 2002, the di↵erence is generally close to 0. Di↵erences are

calculated without applying any adjustment to the series.
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Figure A.3: Average Real Income (in 2013 USD PPA) and CPI (base 2015)

Source: Average real income based on a combination of National Accounts and Tax data

(see Section 2.1.3). CPI based on World Bank data

Figure A.4: Comparison of aggregate income concepts

Source: authors’ calculations using tax data and national accounts.
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Figure A.5: Individual Tax Declarations as a Share of the Adult Population, Consolidated
Series (2004-2015)

Author’s estimates using tax tabulations and population estimates from World Bank. Taxable
are those declaring income above the minimum taxable threshold. In this series, the ‘taxable’
population is always above or equal to 10% of the adult population

Figure A.6: Individual Tax Declarations as a Share of the Adult Population, Global

Complementario Series (1964-2015)

Author’s estimates using tax tabulations and population estimates from World Bank. Taxable
are those declaring income above the minimum taxable threshold.
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Figure A.7: Undistributed Profits and Personal Income (1996-2015)

Authors’ estimates using National Accounts.

Figure A.8: Real income growth. Top 0.1% in tax data vs. median income in CASEN

.
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Figure A.9: Top 0.1% Share in Latin America (1990-2015)

Authors’ estimates for Chile, Alvaredo (2010) for Argentina, Morgan (2017) for Brazil,
Alvaredo and Londoño-Vélez (2013) for Colombia, and Burd́ın et al. (2014) for Uruguay.

Figure A.10: Corporate tax rate vs. Top Marginal income tax rate (1990-2015)

Corporate tax refers to the Impuesto de Primera Categoŕıa, which is the tax on Capital
income. Thus, it is paid primarily but not exclusively by corporations.
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Figure A.11: Top 10% with pre-tax undistributed profits, upper and lower bounds
(1990-2015)

Source: authors’ estimates using tax data, detailed National Accounts (1996-2015) and
(Fairfield and Jorratt De Luis, 2016). Note: in each situation, the total value of undistributed
profits is imputed to the fiscal income distribution. Upper bounds assume yearly flows of
undistributed profits are as concentrated in top groups as is the cumulated stock from 1984
(F.U.T.). Lower bounds assume flows to be two thirds as concentrated as the stock. The
dotted line represents a central tendency, which is estimated as a geometric average of upper
and lower bounds. In the absence of detailed National Accounts prior to 1996, the amount
of undistributed profits in those years is estimated at nearly 4.8% of GDP, which is the
estimate for 1996. Estimates from (Fairfield and Jorratt De Luis, 2016) using their definition
Y AcrdProf are displayed for comparison.
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