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ABSTRACT

Socio-natural disasters remain underexplored events in economic
history, even though they stress societies in several ways and are
known for their relationship with institutional change. In this paper,
we explore this issue showing that major earthquakes in Chile have
become a window of opportunity for important fiscal reforms. Our find-
ings indicate that there are two mechanisms to explain this relationship:
first, reconstruction demands greater state expenditure and intervention;
and second, the emergence of narratives that justify these reforms, such
as patriotism and solidarity. However, data show that in the case of
Chile, changes following disasters have had little impact on the overall
tax structure of the country, and the historical preference for indirect
taxes has been maintained, with limited power to impose taxes on
high-income groups.
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RESUMEN

Los desastres socio-naturales no han sido mayormente explorados por
la historia económica, aun cuando suelen generar crisis de gran enverga-
dura y es sabido que son capaces de generar importantes cambios institu-
cionales. En este artículo exploramos este tema mostrando que, en Chile,
los grandes terremotos han generado ventanas de oportunidad para impor-
tantes reformas fiscales. Nuestros resultados indican que hay dos mecanis-
mos para explicar esta relación: primero, la reconstrucción y recuperación
post desastre demanda alta inversión pública, y esto a menudo significa
mayores impuestos. En segundo lugar, la aparición de narrativas que jus-
tifican las reformas, como patriotismo o solidaridad. Sin embargo, los
datos muestran que la mayoría de los cambios han tenido poco impacto
en la estructura tributaria general del país, debido a dificultades para
incluir impuestos a grupos de altos ingresos y una preferencia histórica
por los impuestos indirectos.

Palabras clave: impuestos, desastres, instituciones, patriotismo, soli-
daridad, política fiscal

1. INTRODUCTION

The idea that crises are good moments to introduce fiscal changes has
been frequently stated by researchers (Mahon 2004; Bird 2013; Alston et al.
2016). There is a vast literature exploring the relationship between war and
taxation (Tilly 1985; Centeno 2002; Feldman and Slemrod 2009), and an
increasing amount of evidence showing that other types of crises can
unleash «windows of opportunity» for relevant fiscal changes (Peacock
and Wiseman 1961; Legrenzi 2004; Alston et al. 2016). Overall, it seems
clear that certain events have a major potential for changes in the political
and institutional arena in general, and taxation in particular. Those who
study events in social sciences argue that events become significant
when they are perceived as moments of rupture (Sewell 2005;
Wagner-Pacifici 2016) and experienced as «discontinuous, disorienting
and incoherent» (Wagner-Pacifici 2016, p. 63). These ruptures are powerful
because they disarticulate society, therefore presenting an opportunity for
rearticulating institutions in different ways.

Disasters prompted by extreme natural events such as earthquakes or
hurricanes usually become ruptures that are followed by institutional
change1. Earthquakes in particular are surprising and disruptive,

1 See, for example, Dynes (2005), Martland (2006), Buchenau and Johnson (2009), Healey
(2011) and Choi (2015).
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multiplying social demands and overloading political systems, while disar-
ticulating economies and revealing the administrative capacities of states
(Oliver-Smith and Hoffman 1999). Yet, the impact of disasters on macro-
economic policy and taxation has seldom been examined in depth. In fact,
Noy’s (2009) review on the macroeconomic consequences of disaster
found almost no research on the topic. Also, those who have considered fis-
cal variables when studying disasters have found it difficult to prove a sig-
nificant connection (Rasmussen 2004; Cavallo et al. 2010). In the case of
Latin America, Albala-Bertrand (1993) studied the economic impact of dis-
asters using a multiple case-study approach, showing that disasters usually
call for higher government expenditure, and at the same time, tax revenue
shrinks because of a contraction in production activities. However, no
recent study has been carried out on the topic, even considering that in
the last decades, catastrophes have confronted the world with its most
demanding reconstruction challenges since World War II (Fengler et al.
2008), and the fact that in most cases, the available domestic resources
are not sufficient to meet reconstruction needs (Parker 2006; Cummins
and Mahul 2009). Consequently, international money-lending agencies
are usually called on to finance reconstruction and provide support in
terms of expertise, evaluations and technical advice. However, debt is
not the only possible source of revenue; countries with higher state cap-
acity can afford to deal with their own misfortunes using a combination
of different funding sources, including loans, but also savings and taxation.

Considering that disasters are increasing globally, mostly due to the
unregulated spread of metropolises and the adverse effects of climate
change, it is important to research a possible relationship between cata-
strophes and institutional change historically2. This paper contributes to
this issue by exploring the case of Chile, a country that has been shaken
by some of the biggest earthquakes in world history. These events have
affected the country in terms of lives, health, infrastructures and the
chances of economic development. Also, they have become moments of
rupture, where important decisions have had to be made in order to deal
with several problems, starting with the vast expansion of debris left by
the earthquake. This paper explores the «fiscal aftershocks» of these cata-
strophes, with a focus on: (i) the influence of crises and ruptures, in this
case disasters, that prompt windows of opportunity for policy change;
and (ii) the role of values and narratives, such as patriotism and solidarity,
in prompting and shaping those policies.

2 Although there might be theoretical reasons to consider catastrophes as qualitatively worse
than disasters, in this paper, we use the terms interchangeably. Also, the term natural-disaster is
avoided to recognize their socio-technical origins.
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2. CRISES AND FISCAL REFORM

In recent decades, scholars have increasingly tried to understand when
and how tax policies evolve (Steinmo 2003; Bird 2013). After all, taxes are
«the nerve of the state» (Braun 1975, p. 243), since they influence state
building, bring more people into the domain of state institutions and
increase the provision of collective goods (Levi 1988; Campbell 1993;
Martin and Prasad 2014). Furthermore, it can be said that taxes «formalise
the social contract» by way of institutionalising tolerable levels of inequal-
ity (Martin et al. 2009) and acceptable means of redistribution (Martin
et al. 2009; Atria 2015; Agostini and Islas 2018). Thus, the question of tax-
ation is not only about how a state is funded but also about how it consti-
tutes itself and the relationship it establishes with its citizens. For some,
this even means that the boundaries of the state can be exclusively defined
in terms of its ability to tax constituents, to the point that we can see the
history of state revenue production as a proxy for the history of the evolu-
tion of the state (Braun 1975; Levi 1988).

As mentioned in the introduction, literature shows that relevant fiscal
changes usually follow certain events that become ruptures. Chiefly, Tilly
(1985) showed that war-making, extraction and bureaucracies to organise
capital accumulation interacted to shape state-building in Western Europe.
Wars require money, that is the bottom line. For developing nation-states
in the 17th century, this meant taxation. In fact, scholars have repeatedly
shown how in periods of war, public revenues and expenditures tend to
rise abruptly, setting «a new, higher, floor beneath which peacetime reven-
ues do not sink» (Tilly 1985, p. 180). Among the first to argue in this line
were Peacock and Wiseman (1961) who showed that in the United
Kingdom «people will accept, in a period of crisis, tax levels and methods
of raising revenue that in quieter times would have thought intolerable»
(Peacock and Wiseman 1961, p. 26). They came to this conclusion observ-
ing that public expenditures over time outlive periods of continuity sepa-
rated by peaks that coincide with moments of disturbance, notably wars.
Furthermore, after the crisis is over, there is a consistent post-war growth
of governments, expenditure sometimes does fall afterwards, but usually
not to pre-crisis levels. This phenomenon, called the displacement effect
(Peacock and Wiseman 1961), means that crises not only provide the
main stimulus to collect or create taxes, but they also set a new standard
for acceptable taxation.

More recently, Legrenzi (2004) has also shown that society usually
tolerates a stable tax burden, but during wars and other «major social dis-
turbances», ideas about the legitimacy of taxation change. In the case of
Italy, the author claims that in wars «the public resistance against taxes
is lowered in order to finance military expenditure. This lower resistance
is maintained in the post-war period (to finance civil rather than military
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expending) and, as a consequence, government spending increases step-
wide» (Legrenzi 2004, p. 191). These findings are consistent with what
Bank et al. (2008) encountered in the United States; since the War of
1812, there have been special taxes to support every major military conflict
in the United States, a trend that only stopped with G.W. Bush’s adminis-
tration. As a conclusion, they sustain that: «War has been the most import-
ant catalyst for long-term, structural change in the nation’s fiscal system.
Indeed, the history of America’s tax system can be written largely as a his-
tory of America’s wars» (Bank et al. 2008, p. xii). In this case also, taxes
have outlasted the wars they financed. Finally, Scheve and Stasavage
(2016) argue that wars can create an opportunity to increase taxes on
the rich more than the rest of society. By analysing the cases of the
United Kingdom, France, Canada and the United States before, during
and after World War I, they show how the core principles of taxation
changed, and calls for progressive taxes became stronger. To the extent
that war created new inequalities in terms of the sacrifices required by
states from its citizens—in the form of mass conscription and the need
to fight—the notion of tax fairness was increasingly associated with higher
taxes on the wealthy as a way of compensation. The introduction of con-
scription, meanwhile, implied that men with lower incomes were asked
to fight; the «conscription of income» was demanded as a compensatory
sacrifice via the contribution of more wealth in the form of taxes
(Scheve and Stasavage 2016, p. 141).

In summary, we know that crises such as wars are moments of rupture
with the power to change established conceptions of a tolerable tax bur-
den, generating a displacement effect that can raise revenue collection.
In the words of Bird (2013, p. 32): «major changes in tax structure and
administration are usually possible only when times are bad, during a cri-
sis of some sort. Only then is it possible to overcome the coalition of pol-
itical opposition and administrative inertia that normally blocks significant
change». The main reason this happens is that wars are expensive; in fact,
probably the most expensive activity a state can engage in. This does not
mean that tax changes during war are easy to implement, there can cer-
tainly be resistance. In the case of the United States, for example, previ-
ously mentioned works have described not only reluctance from the
population but also strong resistance (Bank et al. 2008; Lavoie 2011).
However, even in these cases, the result has been changes in taxation.

Apart from sheer necessity, another explanation for a relationship
between war and taxation is the emergence of new narratives and inter-
pretative frameworks linked to values such as solidarity and patriotism,
understood as a demonstration of acquiescence and active consent to spe-
cific revenue demands of governments due to a «feeling of devotion to
one’s country» (Geys and Konrad 2016, p. 2). Specifically, wars may foster
a feeling of «civic engagement» and «national pride» where the maximum
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marginal tax increases (Bank et al. 2008; Geys and Konrad 2016). For
example, Feldman and Slemrod (2009) have shown that people are more
likely to resist new taxation when wars are unpopular or considered unjust.
Similarly, Scheve and Stasavage (2016) believe that the social cost of rais-
ing taxes is reduced when these taxes are perceived as fair. As mentioned
before, part of the potential of crises for change is that they force institu-
tions to rearticulate (Wagner-Pacifici 2016). Importantly, rearticulating
involves meaning; in other words, narratives and representational pro-
cesses to frame different actions and decisions (Wagner-Pacifici 2016).
This helps us understand why wars can increase perceptions and feelings
that impact the legitimacy and willingness for institutional changes.

These findings are particularly relevant for the study of taxation and
expenditure in the aftermath of catastrophes. Certainly, there are import-
ant differences between wars and disasters; most catastrophes affect cer-
tain areas of a country while wars involve a whole state, and most
disasters are sudden, while wars allow for certain preparation. However,
both present significant disruption and threat to social order, endangering
the state’s basic role of protecting citizens from physical harm. Also, most
disasters have a similar impact on infrastructure and economic activity,
which translates into new demands for money and state intervention.
Finally, wars and disasters coincide in the feelings of solidarity or patriot-
ism that usually emerge under distress, especially those of «national» pro-
portions (Clancey 2006; Dickie 2008; Borland 2011).

3. CASES AND DATA

Chile is recognised as one of the Latin American countries with
the most stable institutions and a prosperous economy, having entered
the select group of the Organization for Economic Cooperation and
Development (OECD) in 2010 with a GDP per capita of $15,854 (nominal).
However, historically high levels of economic inequality have persisted in
the country. Data from the national household survey (CASEN) indicate
that disposable income distribution barely decreased in the last decade
(from a Gini coefficient of 0.49 in 2006 to 0.48 in 2017), positioning
Chile among the most unequal countries in the OECD. We can also see
this trend by analysing tax data. Using a novel series of Chilean top-income
shares covering half a century (1964-2017), Flores et al. (2020) show that
the top 1 per cent of income shares remain high—close to 13 per cent
on average—across the period. Moreover, when the value of undistributed
profits reported in the national accounts is imputed, income concentration
is about 4-9 percentage points higher for the top 1 per cent. This wealth
concentration is partially explained by a limited state capacity to tax con-
stituents directly, particularly high-income groups (OECD 2015; Agostini
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and Islas 2018; Atria 2019). This is partially explained by the availability of
natural resources and mining activities that have historically represented a
substantial source of fiscal revenue. Also, indirect taxes—such as the value-
added tax and trade taxes—have historically prevailed over direct taxes
such as income or property tax (Sokoloff and Zolt 2007). In this context,
it is interesting to show that some of the most important reforms of differ-
ent periods in Chilean history occurred in the aftermath of highly destruc-
tive natural events.

Located in the Pacific «Ring of Fire», Chile is regarded as one of the
most highly seismic countries on earth (Lomnitz 2004). Since independ-
ence (1810), the country has experienced at least eighteen earthquakes
considered «great earthquakes» (magnitude >8Ms)3. However, not all of
this seismic activity has led to events in the political realm, since for an
earthquake to become a disaster, there has to be a vulnerable population
to experience the rupture (both geological and social). Taking this into
account, geologists and historians coincide that four earthquakes consti-
tute the greatest catastrophes in Chilean history: the 1906 earthquake of
Valparaíso, the 1939 earthquake of Chillán, the 1960 earthquake and
tsunami of Valdivia and the 2010 earthquake and tsunami that destroyed
central-south Chile (see Figure 1). No other earthquake in Chilean history
is comparable to these events in terms of the disruption caused to social
order and, consequently, the challenges that they signified for the state.
Importantly, all four earthquakes affected Chile’s central and southern
regions4. This means that they impacted heavily on the population, consid-
ering that 50 per cent of the population lives in the central area of Santiago
and Valparaíso, and 35 per cent in the adjacent southern area5. This also
means that the disasters spared the northern areas and had no direct effect
on most of the mining sector6.

To analyse the «fiscal aftershocks» of these events, we rely on both
qualitative and quantitative historical data. First, we present a qualitative
analysis based on primary and secondary sources, mainly newspapers,
congressional records and political discourses. With this, we intend to
explain the disaster and the moment of rupture that followed. We then
describe the narratives that were used to make sense of the event, with pat-
riotism and solidarity as prominent frameworks for public and political
discussion of events. Finally, we use quantitative historical data to describe
Chilean fiscal structure in the period, and evaluate the changes brought
about by the reforms made in the context of reconstruction in terms of

3 Chilean Seismological Service, 13 January 2020.
4 During the 12th century, earthquakes in the northern regions of Chile were significantly less

important in terms of magnitude and impact than those researched for this paper.
5 Data from 2017 Chilean Census.
6 There is coal mining in the Bio-Bio region (Lota).
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FIGURE 1
Location of events and their territorial impact.

Sources: Population density based on 2017 Census Data. Earthquake information calculated with data
from U.S. Geological Services Database.
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its progressive or regressive nature. All tables were produced with data
from EH-Clio Lab as described in Appendix A and organised according
to Figure 2.

4. THE VALPARAISO EARTHQUAKE OF 1906

On the rainy night of 16 August 1906, an earthquake magnitude 8.6
(ML) hit Valparaíso, followed by a small tsunami and several fires. The dis-
aster left at least 7,000 casualties and more than 20,000 wounded7. In one
night, Chile’s second largest city and most important port was almost com-
pletely destroyed, with no sanitation, electric power or telegraphic lines
(Rodríguez and Gajardo 1906). The port itself was heavily damaged and
left useless for several months. Apart from Valparaíso, most of central
Chile was impacted; 200 kms north, the town of Illapel suffered significant
destruction, as did Talca, 300 kms south (Rodríguez and Gajardo 1906;
Zegers 1906). In Santiago—Chile’s capital city—few casualties were
reported but many buildings suffered significant damage, including the
National Congress and the Presidential Palace. Chile is a country where
earthquakes are part of life, but—because of recent urbanisation—this
event was certainly the biggest disaster known to Chileans up until that
date (Martland 2006; Gil 2017).

FIGURE 2
Structure of fiscal income and reported accounts.

Sources: Based on Jofré et al. (2000).

7 The official number of victims in Valparaiso was 3,886, but historians agree that the real fig-
ure was much higher, even as many as 10,000.
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Valparaíso’s earthquake happened during the last days of President
Germán Riesco’s rule, with Pedro Montt already elected for the next
period. However, the country was at the time organised under a parliamen-
tary system where the president held little power and appointed universal
cabinets that were highly unstable (Fernández 2003). In this context, sta-
bility was assured by a shared understanding of the role of the state in soci-
ety and a sound economy. Chilean politicians shared the basic ideas of
liberalism (laissez faire, laissez passer); minimal state intervention on the
economy. In terms of taxes, this meant that extraction from the population
was almost non-existent (Fernández 2003). This was possible because the
state co-opted half the surplus of the nitrate industry through export taxes,
which constituted up to 60 per cent of the income of the Chilean state on
average (Table 1). Another 39.9 per cent was income from other imports
and exports and only 3 per cent was due to non-custom taxes. In this
context, the destruction of Valparaíso was highly problematic since, at
the time, ships with saltpeter coming from the northern regions were
forced to stop in Valparaíso on their way to the southern channels.
According to Pinto (1987), this meant that 75 per cent of the mining busi-
ness was done in the city, whose elite had the economic control of the
mines. Valparaíso also handled up to half the country’s imports and
internal coastal trade, which presented additional challenges for business
(Schmutzer 2000).

4.1 Unity From Pain

Almost immediately after the earthquake, a feeling of solidarity and unity
started to arise in the press. Some narratives appeared with great clarity;
there was a «public spirit» of Christian charity among citizens, accompan-
ied by a strong show of political unity among parties. According to Onetto,
the key to this narrative was «the pain citizens feel when observing the mis-
fortune of their countrymen» (Onetto 2017, p. 61). However, even though a
large part of the prerogatives for help were made in the name of Catholic
values, patriotism also played an important role since these feelings
reflected a renewed sense of identification with one’s neighbour. Unity
and solidarity were understood as «patriotic actions structuring the
nation’s identity» (Onetto 2017, p. 61). An expression of this feeling can
be seen in the following poem by Samuel Fernández Montalva, published
in the magazine La Lira Chilena:

An Earthquake of bloody footprint
It has only achieved in its rude work
To clean the dust in our superb star
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TABLE 1
Structure of fiscal income 1903-1910 [2013 million Chilean pesos]

Year
Fiscal
income

Tax
revenue

Tax
revenue
as a

percentage
of fiscal
income

Tax on
natural

resources

Tax on
natural

resources
as a

percentage
of tax

revenue
Direct
taxes

Direct
taxes as a
percentage

of tax
revenue

Indirect
taxes

Indirect
taxes as a
percentage

of tax
revenue

1903 333,730.3 288,799.7 86.5 175,686.4 60.8 12.1 0.0 113,101.2 39.2

1904 382,578.4 288,316.9 75.4 175,302.6 60.8 16.9 0.0 112,997.5 39.2

1905 372,737.4 320,751.2 86.1 196,645.5 61.3 7.2 0.0 124,101.0 38.7

1906 438,361.5 360,354.5 82.2 205,521.0 57.0 s/d s/d 154,833.5 43.0

1907 473,827.5 381,378.8 80.5 187,584.0 49.2 7.2 0.0 193,787.5 50.8

1908 466,069.5 379,377.7 81.4 236,825.7 62.4 171.4 0.0 142,380.7 37.5

1909 422,568.0 365,329.4 86.5 228,461.8 62.5 77.2 0.0 136,792.7 37.4

1910 469,977.5 414,218.6 88.1 249,884.3 60.3 9.7 0.0 164,324.6 39.7

Source: Calculated with data from EH-Clio Lab (see Appendix A for more information). Numbers and percentages have been rounded up to the nearest 0.1.
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To make it look brighter and more beautiful
Attached to the tricolor of our coat of arms8

The poem appropriately reflects the sentiment expressed in the public
sphere after the catastrophe. The message was strong: Chile’s most beauti-
ful city had been destroyed and it was a duty to rebuild it again, even better
than before. This reconstruction imperative was seen among the elite as a
patriotic endeavour that translated into a plan for a new, modern,
Valparaíso (Gil 2017). In fact, the rupture generated by the earthquake
unlocked a long-standing debate to rearrange public space in the city, an
opportunity for progress motivated by «patriotic pride» that meant to
put «a good face» on the tragedy but also to commit to reconstruction
(Martland 2006; Gil 2017). However, as we will show next, the plan for
reconstruction did not consider the whole country, or even the whole
city. It was an ambitious intra-elite agreement for a new «modern» city
that was highly expensive (Gil 2017). How to pay for it, therefore, was an
important part of the discussion.

4.2 The Plan for the Reconstruction of Valparaíso

As previously mentioned, during the period of the Parliamentary Era in
Chile, there were almost no direct taxes on the population and major coun-
try estates (haciendas) paid no property tax, even though agriculture was
still the country’s main economic activity (Fernández 2003). Also, what-
ever direct taxes existed in the country had been transferred to local
governments in 1891 by the Law of the Autonomous Municipality9.
According to this law, the central government had very little to say in
local politics; it was the municipality’s duty to collect internal taxes, secure
social order and even organise elections (Fernández 2003). Municipalities,
then, levied property and other (albeit small) internal taxes, such as the
sale of alcoholic beverages, sealed paper and automobile registration
plates. The first direct taxations at the national level were not created
until 1915. Thus, it is difficult to analyse this event by looking at macroeco-
nomic numbers. As we can see in Table 1, there was no significant increase
in tax revenue and taxes on natural resources (by way of export tax) con-
tinued to be the main source of revenue in the country.

In this context, it is remarkable that the «Law for the Reconstruction of
Valparaíso» contemplated taxes to pay for the new city plan. As mentioned,
public works and infrastructure projects were locally decided and locally

8 Fernández Montalva, Samuel. (1906): La Lira Chilena. Year IX N°3.
9 Ley 4,111 (22 December 1891) «Ley de Organización y Atribuciones de las Municipalidades».

Boletín N°12 de las Leyes y Decretos del Gobierno de Chile.
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financed; the reconstruction law, however, created a Reconstruction Board
that responded to the central government10. It also authorised an increase
in property tax to 0.5 per cent to pay for the city’s share of the plan, subject
to presidential approval. The rest of the plan was paid by the National
Treasury (by the way of a loan to be used in the reconstruction of public
buildings and to pay for expropriations); the property owners (who had
to pay 50 per cent of the money needed to rebuild their street front or
choose the expropriation of their land); the sale of the expropriated land
that was not going to be used for public space and, finally, reconstruction
had to be paid by the Municipality of Valparaíso. Under this law, the state
was considered a creditor of the municipality, since the money from prop-
erty tax was used to pay the loans that the state had signed to help the city.
For this reason, when the reconstruction of Valparaíso was already under-
way (1910), the tax was reaffirmed; the municipality was allowed to
increase property tax once more (0.3 per cent) and to double the tax on
industrial and professional activities in the city. In addition to these mea-
sures, it was decided that the taxes would pass directly to the state, in order
to assure that the municipal government was going to fulfil their part of the
deal (Martland 2006). The foreign loans meant more debt, but external
debt had been increasing steadily in the past decades with several inter-
national loans for public works (Vitale 1990) and the impact of the new
loans was minor (online Appendix Table B1). In fact, the first loans used
for reconstructing Valparaíso had been requested in January 1906, months
before the earthquake11. It is also important to mention that the new loans
generated more contestation in Congress than the taxes, since the tax
changes were local, but loans had an impact on the national accounts12.
Many representatives argued that the loans benefited Valparaíso only,
and therefore, the property taxes were created to ensure the city could
pay its part.

As mentioned before, this law was discussed under a renewed sense of
solidarity and unity; however, it is difficult to say that the final plan was
truly solidary or progressive. On one side, property tax is a form of tax
that affects elites the most, since lower-income people are not usually
property owners. Yet, it must be taken into account that the project for
the reconstruction of Valparaíso did not include the whole city but only
the «flatlands»; this includes the port and some of the most affluent

10 Ley 1.887 (06 December 1906) «Que dicta medidas para reparar los daños causados a la ciudad
de Valparaíso por el terremoto de agosto de 1906». BCN. https://www.bcn.cl/leychile/navegar?
idNorma=22984

11 Similar loans had been requested fourteen times since 1865. In 1909, a new loan was only
partially used for Valparaíso’s reconstruction, and this happened again in 1910.

12 Cámara de Diputados. Sesiones Extraordinarias de la Cámara de Diputados. 1906. See, for
example, p. 285 and p. 314.
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areas of the city (Martland 2006; Gil 2017). Also, the rest of the country
received almost no help from the central government. As Savala (2018) has
shown, solidarity and organisation in workers’ communities was prompted
by the earthquake, while they felt completely left behind by the state’s
response. Middle-class property owners were also dissatisfied with the
plan and saw no gain from expropriations to build a «modern» city (Gil
2017; Savala 2018). Overall, it was a project that taxed elites, to develop a
plan designed by elites to serve the values and objectives of elites.
However, taxes developed under this law were significant, when understood
in the context of the Chilean Parliamentary Republic. Since in this period
taxes on citizens were almost non-existent, the increase in property taxes
demanded by the state to pay for reconstruction was an important develop-
ment, andmarked thebeginnings of anewrelationshipbetween the state and
the city that later expanded to other parts of the country (Martland 2006).

Taking everything into account, it is clear that the rupture generated by
the 1906 earthquake constituted a «window of opportunity» for changes in
the politics of taxation in Chile. As we will see repeatedly in our next cases,
a state of laissez faire is very difficult to maintain under the pressure of
destruction and calamity. We call this first mechanism of state-building
under disaster the imperative of debris; someone has to do something
with the ruins or everyone’s future is in jeopardy. In Chile, from 1906
onward, this someone would be the state.

5. THE CHILLÁN EARTHQUAKE OF 1939

On 24 January 1939, more than a dozen Chilean cities suffered almost
total destruction after a 7.8Ms earthquake hit central Chile. The shock
was felt from Santiago to Temuco, but Chillán—capital of the Ñuble
province—suffered most. Because industrialisation and urbanisation had
increased, destruction was significantly greater than in 1906. Throughout
Chile, all communications and services were down; telephone, telegraph
and electricity services were interrupted. Most roads and railways were
also destroyed, as were at least 30,000 houses across the country (Behm
1942). Not surprisingly, this event caused the highest death toll of any
disaster in the history of the country with at least 20,000 casualties13.
Chile was, once again, at rock bottom, and this time people immediately
looked to the state for answers.

President Aguirre-Cerda was a left-wing politician, governing with the
Popular Front under a presidential system14. He had been a schoolteacher

13 A total of 5,648 bodies were officially identified, but many were buried in communal graves.
Newspapers later reported between 20,000 and 40,000 deaths.

14 The parliamentary period in Chile ended in 1925, giving way to a presidential system.
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and his victory meant that, for the first time, non-elite groups were repre-
sented in Chile’s executive government. He had campaigned with radical
proposals, such as the complete change of the role of the state in the econ-
omy. However, he faced strong opposition in Congress, and some represen-
tatives even questioned the validity of his recently won election (Super
1975). The earthquake, however, gave him the leverage needed to do
what he had campaigned to do. In the name of reconstruction and
recovery, he proposed two new institutions: the Reconstruction and
Assistantship Corporation (CRA), and the Production Development
Corporation (CORFO) in charge of economic recovery. Taken together,
these new institutions meant that, during the next period of Chilean his-
tory, the state would lead industrialisation in the country. Aguirre-Cerda
had wanted to do something along these lines since before the earthquake,
but he only managed to pass the bill in Congress due to the inclusion of the
CRA in the same bill as the CORFO. For the government, reconstruction
and industrialisation needed to go hand in hand because «there is no
other way to recover lost value and economic depression than to augment
production»15. As Muñoz and Arriagada (1977) and others have shown,
Chilean elites had been discussing the need for greater industrialisation
in the country in recent decades; there was, however, no agreement on
the role of the state in this agenda (Meller 1996), and the earthquake
helped create the circumstances that forced the decision (Muñoz and
Arriagada 1977). In fact, the bill was passed with the support of two oppos-
ition senators representing Chillán, who surrendered to the bill because of
the social pressure to get reconstruction started (Super 1975). Overall, the
earthquake of 1939 opened a window of opportunity for state-led industri-
alisation in the country with consequences that exceed the focus of this
paper. Importantly, however, the creation of the CORFO and the CRA to
deal with reconstruction meant a demand for fiscal income that was
met, in part, with new taxation.

5.1 A Remedy of National Character

As previously argued, the narratives and frameworks used to interpret cri-
ses are crucial to understand how these events evolve (Wagner-Pacifi
2016). As Blyth (2002) stated, ideas matter especially in periods of crisis
because «agents must argue over, diagnose, proselytise and impose on
others their notion of what a crisis actually is before collective action to
resolve the uncertainty facing them can take any meaningful institutional
form» (Blyth 2002, p. 9). In this case, we found, once again, that solidarity
and patriotism are intrinsically linked to the discourse that the government

15 Cámara de Diputados. Sesiones Extraordinarias 1939, p. 558.
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employed to secure the votes of the opposition for the reconstruction pro-
ject. While going on tour around the country addressing the population,
Aguirre-Cerda argued:

The pain has been horrible, and it needs to be comforted with
actions that will go into salving of the thousands of wounded that
cover a fourth of the national territory. But it is known that here
in Santiago, and across the country, people have responded with pat-
riotism and generosity unknown until today16.

The government justified the project with a communitarian idea: «we
all have suffered and we all need help»—claimed the president—«there-
fore, the remedy for the consequences of the catastrophe requires the
cooperation of everybody, it is a remedy of national character»17. This
idea was shared by public opinion, as an editorial of the newspaper El
Sur stated in order to support the government’s project; «it is indispensable
that all politicking is left aside and, instead, solutions are looked for with
patriotic eagerness»18. The result of Aguirre-Cerda’s campaign and the
support of the press was the approval of the CORFO Law in Congress,
with its respective increase in taxes.

5.2 Reconstruction and Recovery

For Aguirre-Cerda, institutional developments such as the CORFO should
be paid for by taxes. Consequently, the reconstruction bill included an
ambitious tax reform. The position of the government was that «this situ-
ation must be considered as provoked by a state of war and, as such, must
be financed with the resources of all citizens and those who reside in the
territory»19. However, the government was asking Congress for the author-
ity to spend 2.5 billion pesos above regular national revenue, the equivalent
of the entire public budget for a year. Thus, international loans were
needed, and the Minister of Finance defended both measures in
Congress20. After weeks of arduous discussion and even fights (both
from the opposition and allied parties), the final bill for the creation of
the CORFO21 contemplated a comprehensive fiscal reform that included

16 El Mercurio, 1939.
17 La Estrella, 18 February 1939.
18 El Sur, 21 February 1939.
19 La Nación, 30 January 1939.
20 Minister Wachholtz to Congress. Camara de Diputados, Sesiones Extraordinarias, 1 March

1939
21 Ley 6.334 (29 April 1939) «Crea las corporaciones de reconstrucción y auxilio y de fomento a la

producción». BCN. https://www.bcn.cl/leychile/navegar?idNorma=25337
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a 2 per cent increase on income from property tax, 2 per cent on income
for industry and commerce, 2 per cent on mining and metallurgic activity,
and 1per cent on other additional sources of income, including salaries.
Additionally, inheritance tax was increased by 50 per cent and the law
also created new taxes on agriculture and a new patent for mining activ-
ities. Later, a 6 per cent tax on foreign corporations was added. As a news-
paper of the time put it: «one can say that there will be an additional tax,
more or less strong, to just every economic activity in the nation»22. One of
the changes that affected the original bill is that certain taxes that applied
to national companies were extended to the (mostly foreign-owned)
large-scale mining companies with an additional 10 per cent increase in
corporate income tax on profits (12 per cent total). Since these companies
also fell into other tax categories that experienced modifications, the
reform was felt as a heavy blow by the sector23.

We can see the overall effect of this reform in Table 2. There is a small
increase in the amounts of tax revenue, and some important changes in its
composition: the relevance of direct taxes grew from about 14 per cent in
1939 to 20.5 per cent in 1940 and continued to increase until the end of the
reported period. Most of the direct tax revenue corresponds to income
tax (about 65 per cent, see online Appendix Table B6) which indicates
that the reform was slightly progressive, even if indirect taxes continued
to be the main source of taxation in the country. In terms of indirect
taxes, all categories suffer a hike, but especially the tax on tobacco (online
Appendix Table B6). The impact on taxation due to natural resources can
be seen clearly in Table 2, but taking into account the fact that the reform
was retroactive in practice and it considered the reported gains for 193824.
Importantly, this tax increase was defined as temporary, but—as in the
case of wars—in 1948, a new law made most of these taxes permanent.

In terms of debt, Chile turned to the United States for loans, but the
CORFO law authorised the government to apply for international loans
with a maximum of 3 per cent interest, which made loans almost impos-
sible to obtain (Vera 1942; O’Brien 1977). Loans requested under this
law proved insufficient and Chile terminated payments on its external
debt in 1940 (until 1945). Internal debt due to the CORFO Law did
increase, but external debt was minor (online Appendix Table B2). An ana-
lysis of the state’s ledgers shows that reconstruction was mostly managed
with fiscal income (Vera 1942, p. 919)25.

22 La Nación, 2 February 1939.
23 See «Impuesto a la Minería creado por la Ley N 6334». Boletín Minero. Sociedad Nacional de

Minería. Abril 1939.
24 See Ley 6.334 and Boletín Minero.
25 It must be noted that, over the years, the CORFO acquired a significant amount of external

debt for its development program, mainly from the Export-Import Bank.
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TABLE 2
Structure of fiscal income 1936-1943 [2013 million Chilean pesos]

Year
Fiscal
income

Tax
revenue

Tax
revenue
as a

percentage
of fiscal
income

Tax on
natural

resources

Tax on
natural

resources
as a

percentage
of tax

revenue
Direct
taxes

Direct
taxes as a
percentage

of tax
revenue

Indirect
taxes

Indirect
taxes as a
percentage

of tax
revenue

1936 997,700.4 727,849.1 73.0 108,920.5 15.0 144,526.6 19.9 474,402.0 65.2

1937 963,306.1 728,691.5 75.6 112,645.0 15.5 135,472.4 18.6 480,571.7 65.9

1938 1,092,133.3 882,921.6 80.8 202,346.9 22.9 147,341.1 16.7 533,231.3 60.4

1939 1,193,728.0 953,033.0 79.8 325,936.1 34.2 136,621.4 14.3 490,475.5 51.5

1940 1,208,078.0 878,685.4 72.7 192,228.2 21.9 180,253.3 20.5 506,201.5 57.6

1941 1,286,635.3 912,090.0 70.9 202,421.7 22.2 177,487.1 19.5 532,181.3 58.3

1942 1,178,200.0 773,330.0 65.6 182,918.1 23.7 172,254.0 22.3 418,160.3 54.1

1943 1,426,884.6 858,897.0 60.2 284,674.5 33.1 194,625.1 22.7 379,597.4 44.2

Source: Calculated with data from EH-Clio Lab (see Appendix A for more information). Numbers and percentages have been rounded up to the nearest 0.1.
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Taking everything into account, the relationship between taxation and
reconstruction is clearer here than in the 1906 case. Particularly, the
state is no longer seen as responsible for reconstructing public infrastruc-
tures only, but also private houses (hence the creation of the CRA) and eco-
nomic recovery (with the CORFO). Consequently, the need for revenue was
larger this time too. Furthermore, ideas such as solidarity and patriotism
helped shape the disaster, in a moment where Chilean people were eager
for social change; therefore, these ideas were stamped more clearly in
the reconstruction plan after the earthquake.

6. THE CATACLYSM OF 1960

In May of 1960, Chile suffered one of the worst catastrophes in the his-
tory of the world when two consecutive earthquakes (magnitude 7.3Ms
and 9.5Mw) and a massive tsunami destroyed Chile’s southern coastal
cities. At least 3,000 lives were lost and 300,000 people were left homeless
and exposed to the hardship of winter; additionally, 542,216 square miles
containing one-third of the Chilean population and 65 per cent of the
country’s arable land had been impacted (World Bank 1961a). It was, by
any standards, a true cataclysm.

Chilean President Jorge Alessandri had been in power considerably
longer than Aguirre-Cerda when this disaster happened. When he took
power, in 1958, he had some clear goals. First, he intended to reduce
state intervention in the economy; and second, he wanted to increase
the efficiency of the state in order to reduce taxes (Stallings 1978).
Alessandri was an engineer who had avoided partisan politics for years
and was considered politically independent, but to all intents and
purposes, he represented the interests of the ruling economic class
(Dominguez 1981). After decades of leftist rule, Alessandri’s government
was intended to be a reorientation of political economy in Chile towards
a more liberal state. However, after the earthquake, reconstruction and
recovery forced Alessandri to change his strategy. First, he had to become
more political, appointing some allied Radicals to his cabinet. Secondly,
he had to take a step back in his stabilisation plan and increase the involve-
ment of the state in the economy, including the creation of new taxes to
pay for reconstruction. This was not a product of the government’s convic-
tions, but a direct result of the catastrophe (Dominguez 1981), combined
with the external pressure of the United States (World Bank 1961b).

6.1 A Chain of Solidarity

As mentioned in the other cases, the framework to discuss reconstruction
efforts is crucial for understanding the changes that come as a solution,
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since ideas offering a diagnosis of «what is wrong» influence the way peo-
ple think about «what is to be done» (Blyth 2002). This case is interesting
in this regard because Alessandri was openly against increasing state cap-
acity to deal with reconstruction and he refused to discuss new institutions
for reconstruction26. However, he could not avoid the need for money to
reconstruct, and his reconstruction bill included both new taxes and per-
missions for loans. The argument for the new taxes was that they were
needed to pay for the loans: «we should lead by example, and demonstrate
our capacity to raise money to help our countrymen in disgrace. A country
that is not moved by the misfortune of several of its members is not a coun-
try that deserves external help»27.

The country had, in fact, been deeply moved; a feeling of solidarity and
patriotism impregnated society, and this was also mobilised to argue for
changes. As an editorial of the conservative newspaper Diario Ilustrado
describes a few days after the quake:

Facing the extraordinary magnitude of the tragedy that has deso-
lated great part of the territory, saddening the whole country, we
have observed the most noble reactions from every area of national
activity, because when confronted with pain and tragedy, Chileans
have always proceeded with a profound patriotic consciousness
and a noble Christian spirit, raising their hearts, fortifying their
faith in the destiny of the nation, regrouping in the crucible of sac-
rifice their most high aspirations of common good28.

In the days that followed, the press both described and imposed a
«spirit of unity and solidarity», highlighting how politicians had agreed
an official «truce» in favour of helping in the emergency and facing recon-
struction (Onetto 2017, p. 69). According to Ercilla magazine, Chile was
overwhelmed by a «chain of solidarity» that made every Chilean available
for the task of reconstruction29.

6.2 The Project for Reconstruction and Economic Recovery

After the earthquake, thousands of new homes were needed to accommo-
date earthquake victims and thousands of kilometres of road had to be
repaired, to mention but two of the major problems. To address these

26 «Mensaje de su excelencia el presidente de la república». Cámara de Diputados. Legislatura
Ordinaria. Sesión 13°, viernes 1 de julio de 1960.

27 Mr. Vergara, Minister of Finance, addressing Congress. Actas del Congreso Nacional de Chile,
1960.

28 Diario Ilustrado, 24 May 1960.
29 Ercilla, 25 May 1960.
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issues, the government sent a project to Congress with a comprehensive
plan for reconstruction that was approved in about 5 months, after a
long and difficult debate. The bill addressed several issues, giving special
powers to the president, adding new functions to the Ministry of
Economy, and coordinating the investment of fiscal resources in order to
address the new priorities created by the event. As mentioned, this
included changes in taxation. As proposed by Alessandri, the most con-
tested part of the bill was a 1 per cent increase in income tax for everyone
in employment, including workers. The opposition fervently refused
but, in the end, the reconstruction law of 1960 included a 1 per cent
increase in social security deposits in the name of the workers that was
destined to «housing»30. In terms of taxes, the law was very complex,
with several changes in taxation including a rise in taxes on luxury
items, alcoholic and non-alcoholic drinks, new tariffs for automobile regis-
tration plates, a tax on public entertainment (with the exception of soccer
games), a 20 per cent increase in some categories of tax income, and a 23
per cent increase in property tax for the year of 1960 (except for the regions
most affected), among many other small changes in indirect taxes. In
terms of taxes on natural resources, mining companies were included in
the income taxes that were increased by the new law. Also, the law revoked
changes in the rate of some taxes made in 1958. Some of these taxes were
only supposed to last 3 or 5 years, but as we have seen before, the taxes
were confirmed later.

Table 3 shows the effect of the reform. We can clearly see that the
importance of tax revenue in the finances of the country had increased sig-
nificantly since 1939, and it increased even more after the 1960 earth-
quake. In terms of the actual structure of fiscal income, there is a
moderate increase in the relevance of direct taxes. If we look into the
data in more detail, we see that property tax declined while income tax
increased its importance; while in 1959, income tax represented 13 per
cent of tax revenue, in 1961, it was up to 19 per cent (online Appendix
Table B7). In terms of indirect taxes, we can see a moderate increase in
most entries, especially V.A.T (Table B7).

The spirit of reform did not die with the reconstruction law of 1960, and
the government started to project new tax changes almost immediately,
even though official discussion of a new bill in Congress did not start
until mid-1962. This new law was promulgated in 1964, and included a
general restructuring of income tax, together with modifications of inher-
itance tax31. This reform explains the hike in direct taxes in 1964, since

30 Ley 14.171 (26 October 1960) «Cambia nombre al Ministerio de Economía, modifica las
leyes…» BCN. https://www.bcn.cl/leychile/navegar?idNorma=27714

31 Ley 15.564 (14 February 1964) «Modifica la Ley N° 5.427, Sobre Impuestos…» BCN. https://
www.bcn.cl/leychile/navegar?idNorma=28208
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TABLE 3
Structure of fiscal income 1957-1964 [2013 million Chilean pesos]

Year
Fiscal
income Tax revenue

Tax
revenue
as a

percentage
of fiscal
income

Tax on
natural

resources

Tax on
natural

resources
as a

percentage
of tax

revenue
Direct
taxes

Direct
taxes as a
percentage

of tax
revenue

Indirect
taxes

Indirect
taxes as a
percentage

of tax
revenue

1957 2,366,723.8 2,144,214.4 90.6 511,195.6 23.8 423,152.1 19.7 1,209,866.7 56.4

1958 2,622,724.7 2,118,891.2 80.8 324,939.2 15.3 529,605.7 25.0 1,264,343.8 59.7

1959 3,296,864.2 2,143,738.9 65.0 412,258.6 19.2 410,827.2 19.2 1,320,655.5 61.6

1960 2,633,294.7 2,487,805.1 94.5 342,697.6 13.8 557,021.7 22.4 1,588,088.2 63.8

1961 2,763,116.4 2,640,596.5 95.6 263,783.0 10.0 677,504.4 25.7 1,699,311.5 64.4

1962 2,950,444.6 2,790,486.5 94.6 346,731.0 12.4 680,893.0 24.4 1,762,932.2 63.2

1963 2,896,624.0 2,745,138.4 94.8 356,461.1 13.0 652,586.7 23.8 1,736,090.6 63.2

1964 2,938,913.8 2,794,160.4 95.1 370,103.9 13.2 771,061.1 27.6 1,652,995.4 59.2

Source: Calculated with data from EH-Clio Lab (see Appendix A for more information). Numbers and percentages have been rounded up to the nearest 0.1.
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these modifications also included an increase of the top marginal income
tax rate to 60 per cent. However, income tax maintained a low redistribu-
tive component in the 1960s due, firstly, to an erosion of the tax base by
multiple tax exemptions and reductions, and secondly, due to high levels
of evasion, which decreased the potential tax base by up to 40 per cent
(Foxley et al. 1980, p. 111).

The World Bank estimated that the reform would collect an extra
100 million dollars for the Chilean state (World Bank 1961a), an impres-
sive but insufficient sum. With this knowledge, the law also authorised
the government to take on new internal and external loans of up to US
$500 million. The impact of debt was significant (online Appendix
Table B3), as Chile became highly indebted to international agencies
and the United States. The political influence and economic relevance of
the United States as a financer of Chilean economic policies persisted
for several decades. This means that money came with strings attached;
in this case, a plan that considered social development or even specific
«development projects» (World Bank 1961b; Dominguez 1981). Still,
changes in taxation were relevant, and especially because the reform
was, to some extent, progressive.

Overall, this case shows how the window of opportunity created by
this devastating earthquake and tsunami led to transformations in state cap-
acity in the country. Broadly speaking, the earthquake—ormore specifically,
the imperative to do something about the debris—forced Alessandri’s gov-
ernment to change the direction of his economically conservative plan.
This happened because economic and social needs changed, and because
money lending agencies demanded it. The tax modifications reluctantly
included in the 1960s reconstruction law are relevant in the context of a his-
torically regressive fiscal pact, even if they did not drastically change the
redistributive capacity of the tax system in the long run.

7. EPILOGUE: THE MAULE EARTHQUAKE OF 2010

In 2010, Chileans were preparing to celebrate 200 years of independence
when the plans were truncated by yet another major catastrophe. On the
night of 27 February, an earthquake of 8.8 magnitude hit the central and
southern areas of the country, followed by a huge tsunami. According to
the Chilean government, the catastrophe killed 550 people and damaged
more than 50 cities and 900 towns, leaving 75 per cent of the Chilean popu-
lation affected and more than 220,000 families with severe damage to their
homes. The economic cost of this destruction was calculated as US$30 bil-
lion, accounting for 15 per cent of the GDP of the country. The event sur-
prised a country unprepared in terms of emergency management, even
considering the relatively low fatality rate for such a large event.
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This earthquake happened during the last days in office of socialist
President Michelle Bachelet, with conservative Sebastián Piñera already
elected for the next period. Piñera, a businessman who had previously
held office as a senator, was the first democratically elected right-wing presi-
dent of Chile since Alessandri in the 1960s. Piñera’s campaign, like that of
Alessandri, had centred on issues such as economic growth and government
efficiency; he also intended to decrease some taxes in order to reduce the size
of the state. Coincidences also include the fact that his initial cabinet was
formed of businessmen considered «independent», even though they repre-
sented the Chilean elite. Together, they hoped to reform the Chilean state,
but this time debris also forced them to change their plans.

7.1 An Exceptional Challenge

Aswith previous disasters, the event was framed within a narrative of strong
patriotism and solidarity. The picture of amanholding amuddyChileanflag
among the debris left by the sea filled newspapers and social media, and the
campaign «Chile helpsChile» ran for 25 hours onnational television, collect-
ing funds for recovery (doubling its goal). However, morewas needed to pay
for reconstruction and ensure economic recovery, and Piñera had to set the
pace for how to fund this endeavour. In his own words:

We either walk slowly towards recovery, taking decades for returning
to our previous state of development, or we assume an exceptional
challenge, facing the task in a few years by asking all Chileans—
and specially to those more affluent—a sacrifice that will put us
back in the leading position we held before the tragedy (…) if we
want Chile to achieve full development during this decade we must
assume the risks and take bold decisions that will take us there.
The model for financing this premise is based on fiscal stability,
but it also has an inspiring angle: solidarity32.

7.2 The Reconstruction Plan

The financial plan designed by the new government considered several
sources of income, including taxes, tax benefits for donations, money
from the copper industries and the abandonment of other expenses consid-
ered in the national budget. The four previous centre-left governments had

32 Mensaje Presidente Sebastián Piñera que da origen al Proyecto de Ley N° 20.455 que modifica
diversos cuerpos legales para obtener recursos destinados al financiamiento de la reconstrucción del
país. June 8, 2010.

https://www.bcn.cl/historiadelaley/historia-de-la-ley/vista-expandida/4630/
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scarcely addressed Chile’s regressive tax system, and now Piñera had to
lead a tax reform that was seen as an opportunity to discuss inequality
and not only reconstruction. The financial plan, contemplated in a new
reconstruction law, created the National Fund for Reconstruction, and
considered permanent and transitory tax modifications to increase fiscal
revenue. They included a temporary increase of 3 points in corporate
tax, which rose from 17 to 20 per cent (for 2011)33. Also, a second law
to address reconstruction was enacted by the end of the year to modify
the taxation of the mining industry, significantly increasing the tax on cop-
per; this was nonetheless compensated with other tax benefits for the
industry, such as a 6-year clause on tax invariability (Rivera 2012)34.
The debates regarding both laws were marked by the need to reconstruct,
but also a strong ideological battle. The centre-left coalition valued the tax
increases but regretted that some were transitory. On the other side, the
parties loyal to the government disagreed about the necessity of such
reform and only agreed in the end because most taxes were transitory
(and probably, they felt the need to support President Piñera). Not surpris-
ingly, in 2020, the taxes have remained beyond their expiration date.

As we can see in Table 4, the reform had a visible impact on tax revenue,
and particularly on direct taxes, even if not substantially changing the pro-
gressivity of the tax system. Indirect taxes are still the main source of tax
revenue in Chile, but the increase in direct taxes is due mainly to a hike
in income tax from 2010 onwards (online Appendix Table B8). It should
be noted that we have not included as direct taxes those collected from
the mining industry. Debt was also important, especially domestic debt
which increased significantly after 2010 (online Appendix Table B4); by
2016, 60 per cent of Chilean debt was in local currency. Finally, however,
78 per cent of the official reconstruction plan was financed by tax revenue
and budget reallocations (Ejsmentewicz 2013).

However, this reform did not calm the voices asking for larger changes
in taxation. Together with the other social demands motivated by numer-
ous and massive student protests, this meant that in 2012, Piñera had to
once again ask Congress to rethink the tax structure of the country and
a new reform was approved in September of that year35. This new law
established that the 2010 transitory increase in corporate tax became per-
manent, adding new taxes, regulations designed to eliminate loopholes
and a reduction in the personal income tax rate aimed to help middle-class

33 Ley 20.444 (28 May 2010) «Crea El Fondo Nacional De La Reconstrucción…» BCN. https://
www.bcn.cl/leychile/navegar?idNorma=1013716

34 Ley 20.469 (21 October 2010) «Introduce Modificaciones A La Tributación De La Actividad
Minera». BCN. https://www.bcn.cl/leychile/navegar?idNorma=1018335

35 Ley 20,630 «Perfecciona la legislación tributaria…» BCN. https://www.bcn.cl/leychile/
navegar?idNorma=1043598&idParte=&idVersion=
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TABLE 4
Structure of fiscal income 2007-2014 [2013 million Chilean pesos]

Year
Fiscal
income

Tax
revenue

Tax rev-
enue as a
percentage
of fiscal
income

Tax on
natural

resources

Tax on nat-
ural

resources
as a per-
centage of
tax revenue

Direct
taxes

Direct
taxes as a
percentage

of tax
revenue

Indirect
taxes

Indirect
taxes as a
percentage

of tax
revenue

2007 27,993,671 19,592,672 70.0 3,921,159 20.0 4,810,959 24.6 10,860,554 55.4

2008 27,538,992 19,976,077 72.5 2,625,561 13.1 5,223,305 26.1 12,127,211 60.7

2009 21,223,362 15,464,644 72.9 926,474 6.0 4,329,673 28.0 10,288,498 66.0

2010 25,393,506 18,692,046 73.6 1,986,356 10.6 5,524,834 29.6 11,180,856 59.8

2011 28,402,465 21,761,488 76.6 2,361,404 10.9 6,913,062 31.8 12,487,022 57.4

2012 29,304,025 23,220,113 79.2 2,064,829 8.9 7,630,010 32.9 13,525,274 58.2

2013 28,834,980 22,953,043 79.6 1,468,000 6.4 7,606,479 33.1 13,878,564 60.5

2014 28,866,414 23,119,536 80.1 1,342,058 5.8 7,420,569 32.1 14,356,908 62.1

Source: Calculated with data from DIPRES, but following the classification system proposed by EH-Clio Lab (see Appendix A for more information).
Numbers and percentages have been rounded up to the nearest 0.1.
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groups36. This reform, however, was also considered insufficient by those
in favour of progressive and redistributive changes, and the fiscal debate
remains very much present in Chile today (Atria 2015).

Overall, the more recent 2010 earthquake allows us to reflect on similar
issues to the other cases. On one side, it was a rupture that allowed some
important institutional changes. On the other hand, transformations were
short-ranged and—for many Chileans—insufficient to fight persistent
inequality. Still, the 2010 earthquake shows that disasters today also present
themselves aswindowsof opportunity, and furthermore,windows to explore
the inner workings of societies and political arrangements. As Sehnbruch
et al. (2017) have shown, reconstruction after the 2010 event revealed several
institutional weaknesses of the Chilean state, such as a targeted approach to
lower-income groups that ignores a vulnerable middle class much affected
by the disaster. Similarly, the tax reforms after this earthquake also suggest
that appeals to fiscal patriotism and solidarity involved neither a profound
social transformation, nor a radical change in the fiscal structure. It seems
that, in the process of rearticulating, there are windows of opportunity for
changes, but power relationships also remain.

8. CONCLUSION: DISASTER AND TAXATION IN HISTORICAL
PERSPECTIVE

To conclude, it is important to highlight what this study can tell us
about a possible relationship between catastrophe and the politics of tax-
ation. First, it is clear that crises and ruptures generated by socio-natural
disasters can generate enough institutional fluidity to allow for institu-
tional change in general, and fiscal policies in particular. These events dis-
articulate societies and institutions in different ways, and in the process of
rearticulating, we found a «window of opportunity» for changes. The out-
come of such a rupture and the institutions that are disrupted will depend
on different factors, including the particular circumstances of the event
and the actors involved. There are, however, at least two mechanisms
that help understand how disasters and fiscal policies interact. First, cata-
strophes impose certain needs and amplify some public policy problems,
therefore pressuring the state to intervene in society in new ways or with
more intensity. We have called this the imperative of debris, but other
types of disasters with less impact on infrastructure may also have a simi-
lar effect. Second, we argue that the outcome of a rupture will greatly
depend on the power of political actors to frame the crisis in terms favour-
able for their objectives, even if they cannot always do as they please. In the
case of Chile, the fact that disasters tend to generate a renewed sense of

36 The top income tax bracket was the only one in which the rate did not drop.
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solidarity and patriotism is in itself a window of opportunity to discuss fis-
cal reform. Paraphrasing Bank et al. (2008), taxes may never be more popu-
lar than during wars, but they are certainly popular after disasters.

The importance of thepatriotic narrative also deserves someattention.As
Benedict Anderson famouslyargued, identificationwith the fellowmembers
of our «imagined community» can highlight the feeling of «comradeship»
that prevents individualism and selfishness (Anderson 1983). This could
indicate that a certain sense of devotion to one’s country can be more valu-
able than the literature about nationalism suggests. In fact, our research
shows that this feeling of patriotism can serve as an argument for fiscal soli-
darityandadetriment forany free rider impulse.However,weneed tounder-
stand patriotism as the development of a robust sense of solidarity among a
political community of citizens, and not defined by race or nation. Also, our
cases show that narratives of patriotism are constructed, and crises provide
the perfect moment to shape their meaning. As Brubaker (2004) has sug-
gested, the question of what «defines us as a nation» is not a matter of
facts, but of public narratives shaped and reshaped by history and events.
These narratives seem to become stronger and clearer when the community
faces challenges such as catastrophe or war.

Still, it is not clearwhether the reformsmadeafterChileancatastrophes, in
the spirit of patriotism and solidarity, are as progressive as the narratives will
have us believe. On the one hand, specific taxes or duties were increased after
each catastrophe, legal loopholes were closed, and personal income and cor-
porate tax rates were raised temporarily or permanently. On the other hand,
changes to direct taxes were very small, and only slightly progressive in
some cases. Even though in some reforms changes are more significant, the
relative importance of direct taxation was not substantially altered after the
four disasters presented here, and the introduction of some progressive tax-
ation does not seem to have had a relevant impact on the tax structure. As a
whole, the redistributive capacity of Chilean fiscal policy remains low,
which leads to an inability to reduce persistent inequalities (OECD 2015)
and toseveral limits to taxelites inacontextwherehigh-incomeconcentration
is severe (Flores et al. 2020). Overall, we see that while patriotism and solidar-
ity clearly work as a narrative to frame reconstruction and fiscal policy in the
country, the reforms were not fully redistributive at their core. As a result, we
conclude that catastrophes may generate windows of opportunity for institu-
tional change, but they do not completely change power relations between
economic and political actors. Major earthquakes remain, however, as an
important explanatory factor for fiscal structure in Chile today.

SUPPLEMENTARY MATERIAL

The supplementary material for this article can be found at https://doi.
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APPENDIX A

METHODOLOGICAL NOTE

The Economic History and Cliometrics Lab (EH-Clio Lab) at the
Economics Institute of P. Universidad Católica de Chile provides informa-
tion on historical economics in Chile. Several of their articles and working
papers were consulted to build the tables. These sources are consistent
with each other, but each one provides different information. See http://
cliolab.economia.uc.cl/publicaciones.html

Díaz, J., Lüders, R., and Wagner, G. (2016a): Chile 1810-2010: La
República en Cifras. Santiago de Chile: Ediciones Universidad Católica
de Chile.

Diaz, J., Gómez, C., and Wagner, G. (2016b): «Construcción de Cuentas
Fiscales 1810-2010: Dos Exploraciones Específicas». EH-Clio Lab. Working
Paper #25.

Jofré, J., Lüders, R., and Wagner, G. (2000): «Economía Chilena
1810-1995: Cuentas Fiscales». EH-Clio Lab. Working Paper #188.

Unfortunately, these sources only contain data until 1990, 1995 or 2010;
therefore, to build the table for the 2010 earthquake (2014–2017), we used
the quarterly reports published by the Budget Office of the Chilean govern-
ment (Dirección de Presupuesto, DIPRES) for the period 2007–2015, but
following the classification system proposed by our historical data (EH-
Clio Lab). To do so we used:

Rodríguez, J., Vega, A., Chamorro, J., and Acevedo, M. (2015):
«Evolución, administración e impacto fiscal de los ingresos del cobre en
Chile». Estudios de Finanzas Públicas de la Dirección de Presupuestos
del Ministerio de Hacienda, Documento de Trabajo N 23.

To build the tables using the 2013 Chilean peso, we use the method-
ology proposed by the Central Bank of Chile based on the recommenda-
tions made by the European System of National Accounts.

Correa, V., Escandón, A., Luengo, R., and Venegas, J. (2002):
«Empalme PIB: series anuales y trimestrales 1986–1995, Base 1996». BC
Working Paper No 179.
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APPENDIX B

TABLE B1:
PUBLIC DEBT 1903-1910

Year

External Debt Internal Debt

(2013 U.S Million Dollars) (2013 Chilean million pesos)

1903 1,824 246,276

1904 1,578 249,126

1905 1,664 341,027

1906 1,917 424,045

1907 1,802 445,673

1908 1,856 350,248

1909 1,951 360,956

1910 2,040 352,925

Source: Calculated with data from EH-ClioLab (See Appendix A)

TABLE B2:
PUBLIC DEBT 1936-1943

Year

External Debt Internal Debt

(2013 U.S Million Dollars) (2013 Chilean million pesos)

1936 6,641 876,136

1937 5,923 846,640

1938 5,828 844,656

1939 5,600 883,911

1940 5,111 866,636

1941 4,632 768,531

1942 4,141 766,752

1943 3,832 824,928

Source: Calculated with data from EH-ClioLab (See Appendix A)

MAGDALENA GIL AND JORGE ATRIA

306 Revista de Historia Económica / Journal of Iberian and Latin American Economic History

https://doi.org/10.1017/S0212610921000070 Published online by Cambridge University Press

https://doi.org/10.1017/S0212610921000070


TABLE B3:
PUBLIC DEBT 1957-1964

Year

External Debt Internal Debt

(2013 U.S Million Dollars) (2013 Chilean million pesos)

1957 2,774 307,292

1958 2,999 365,445

1959 3,064 63,242

1960 2,567 54,793

1961 2,996 51,390

1962 3,614 201,845

1963 4,506 136,687

1964 5,235 109,657

Source: Calculated with data from EH-ClioLab (See Appendix A)
Note: * Because of high inflation and the volatility of the Chilean coin, if we look at external debt in

current peso (of each year), the hike between 1958 and 1964 is even bigger.

TABLE B4:
PUBLIC DEBT 2007-2014

Year

External Debt Internal Debt

(2013 U.S Million Dollars) (2013 Chilean million pesos)

2007 4,309 2,177,885

2008 3,149 2,784,057

2009 2,976 5,554,699

2010 4,510 8,826,179

2011 5,344 10,292,320

2012 6,171 13,048,857

2013 5,160 14,035,775

2014 6,484 16,169,337

Source Calculated with data from EH-ClioLab (See Appendix A)
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TABLE B5:
TAXATION 1903-1910 [2013 Chilean million pesos]

Year
Fiscal
Income

Tax
Revenue

Direct
Taxes*

Indirect
Taxes+

External Indirect
Tax (without

Mining)

Internal
Indirect

Tax

Tax on
Natural

Resources#

1903 333,730.3 288,799.7 12.1 113,101.2 106,374.0 6,727.3 175,686.4

1904 382,578.4 288,316.9 16.9 112,997.5 105,529.1 7,468.3 175,302.6

1905 372,737.4 320,751.2 7.2 124,101.0 111,409.2 12,691.8 196,645.5

1906 438,361.5 360,354.5 n/d 154,833.5 143,903.8 10,929.7 205,521.0

1907 473,827.5 381,378.8 7.2 193,787.5 180,410.2 13,377.3 187,584.0

1908 466,069.5 379,377.7 171.4 142,380.7 132,445.5 9,935.2 236,825.7

1909 422,568.0 365,329.4 77.2 136,792.7 128,431.3 8,361.4 228,461.8

1910 469,977.5 414,218.6 9.7 164,324.6 138,431.7 25,892.9 249,884.3

Source: Calculated with data from EH-ClioLab (See Appendix A)
Note: *Direct Taxes for this period includes only intestate tax (abintestato), + Indirect Taxes includes tax on alcohol, services tax and stamps (among

others); # Tax on Natural Resources corresponds to the mining tax for the Salpeter companies, and it was an export tax, therefore it is sometimes counted in
this category.
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TABLE B6:
TAXATION 1936-1943 [2013 Chilean million pesos]

Year
Fiscal
Income

Tax
revenue

Tax on
Natural

Resources#
Direct
Taxes *

Income
Tax

Property
Tax

Indirect
Taxes +

Internal
Indirect
Taxes
(Total)

Tax on
Production

Tax on
Alcohol

Tax on
Tobacco

External
Indirect
Taxes

1936 997,700.5 727,849.1 108,920.5 144,526.6 94,732.2 48,264.0 474,402.0 133,237.2 41,563.3 17,036.6 2,319.7 341,164.8

1937 963,306.1 728,691.5 112,645.0 135,472.4 96,882.9 37,051.9 480,571.7 132,397.2 47,914.0 17,876.6 3,652.1 348,174.5

1938 1,092,133.3 980,193.1 202,346.9 147,341.1 107,098.1 38,645.0 533,231.3 150,961.8 45,509.9 15,139.4 26,892.2 382,269.5

1939 1,193,728.0 953,033.0 325,936.1 136,621.4 98,917.7 36,175.7 490,475.5 96,250.5 50,998.9 15,858.7 22,064.6 394,225.1

1940 1,208,078.0 878,685.4 192,228.2 180,253.3 136,401.7 42,251.2 506,201.5 116,859.5 53,142.3 17,420.4 35,601.2 389,341.9

1941 1,286,635.3 912,090.0 202,421.7 177,487.1 115,976.1 59,794.8 532,181.3 147,256.6 67,123.1 32,931.5 35,876.4 384,924.7

1942 1,178,200.0 773,330.0 182,918.1 172,254.0 133,437.6 37,295.7 418,160.3 158,910.4 79,013.5 39,369.2 27,350.8 259,249.9

1943 1,426,884.6 858,897.0 284,674.5 194,625.1 155,608.4 37,534.7 379,597.4 160,315.3 80,348.3 35,695.4 29,841.9 219,282.1

Source: Calculated with data from EH-ClioLab (See Appendix A)
Note: *Direct Taxes corresponds to Income and Property Tax, but also a tax on Lottery winnings that is not specified in the table; + Indirect Taxes also

include other internal taxes such as a tax on matches, cement, lottery tickets, cabotage and others not specified in the table; # Tax on Natural Resources for
this period corresponds to both a tax on saltpeter and cooper mining (impuesto minero)
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TABLE B7:
TAXATION 1957-1964 [2013 Chilean million pesos]

Year
Fiscal
Income

Tax
revenue

Tax on
Natural

Resources #
Direct
Taxes *

Income
Tax

Property
Tax

Indirect
Taxes +

Internal
Indirect
Taxes
(Total) V.A.T

Tax on
Gas

Tax on
Tobbaco

Tax on
alchohol

External
indirect

tax
(total)

1957 2,366,723.8 2,144,214.4 511,195.6 423,152.1 326,377.8 92,381.2 1,209,866.7 781,203.9 323,179.5 46,470.6 90,387.3 42,555.4 428,662.8

1958 2,622,724.7 2,118,891.2 324,939.2 529,605.7 390,855.4 137,215.2 1,264,343.8 950,751.9 394,077.8 57,207.2 88,562.5 37,344.0 313,591.9

1959 3,296,864.2 2,143,738.9 412,258.6 410,827.2 293,714.2 115,884.4 1,320,655.5 963,161.3 415,512.4 81,936.6 71,595.9 30,768.8 357,494.2

1960 2,633,294.7 2,487,805.1 342,697.6 557,021.7 417,846.6 137,673.8 1,588,088.2 1,076,443.6 498,602.8 81,936.6 75,841.8 23,679.4 511,644.6

1961 2,763,116.4 2,640,596.5 263,783.0 677,504.4 511,251.2 162,782.2 1,699,311.5 1,114,477.9 542,140.6 89,001.8 86,901.8 28,417.7 584,833.6

1962 2,950,444.6 2,790,486.5 346,731.0 680,893.0 500,833.2 176,003.7 1,762,932.2 1,183,199.0 576,959.8 104,595.0 81,673.5 36,395.4 579,733.2

1963 2,896,624.0 2,745,138.4 356,461.1 652,586.7 465,582.0 183,579.5 1,736,090.6 1,178,043.1 599,951.2 99,147.0 100,100.5 28,050.8 558,047.6

1964 2,938,913.8 2,794,160.4 370,103.9 771,061.1 510,531.8 258,076.8 1,652,995.4 1,240,647.5 718,724.9 90,131.5 0 0 412,347.9

Calculated with data from EH-ClioLab (See Appendix A)
Note: *Direct Taxes corresponds to different types of income and property tax, and a tax on lottery winnings not specified in the table; + Indirect Taxes

also includes other internal taxes such as a tax on matches, carbon, lottery tickets, entertainment tickets and others not specified in the table; Tax on Natural
Resources for this period corresponds to both a tax on saltpeter and cooper mining (impuesto minero), but in 1960 it was almost completely cooper.
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TABLE B8:
TAXATION 2007-2014 [2013 Chilean million pesos]

Year
Fiscal
Income

Tax
Revenue
(without

specific tax
on mining)

“Cobre
Bruto”

(Codelco)

Tax on
Natural

Resources
# (with
specific
tax on
mining)

Direct
Taxes *
(without
specific
tax on
mining)

Property
Tax (total,
as reported
by Dipres)

Specific
Tax on
Mining

Income Tax
from

Mining
Companies

Indirect
Taxes +

2007 27,993,671 19,592,672 5,019,793.3 3,921,159 4,810,959 8,732,118.1 479,721.0 3,441,437.7 10,860,554

2008 27,538,992 19,976,077 3,879,165.8 2,625,561 5,223,305 7,848,866.1 386,536.7 2,239,024.1 12,127,211

2009 21,223,362 15,464,644 1,845,862.2 926,474 4,329,673 5,256,146.7 326,535.3 599,938.5 10,208,498

2010 25,393,506 18,692,046 3,234,857.0 1,986,356 5,524,834 7,511,189.9 181,438.5 1,804,917.7 11,180,856

2011 28,402,465 21,761,488 2,851,945.7 2,361,404 6,913,062 9,274,465.9 433,793.2 1,927,610.6 12,487,022

2012 29,304,025 23,220,113 2,002,689.7 2,064,829 7,630,010 9,694,839.1 440,768.6 1,624,060.7 13,525,274

2013 28,834,980 22,953,043 1,412,718.0 1,468,000 7,606,479 9,074,479.0 299,761.0 1,168,239.0 13,878,564

2014 28,866,414 23,119,536 1,278,151.9 1,342,058 7,420,569 8,762,627.6 251,883.9 1,090,174.5 14,356,908

Source: Made by the authors with data from DIPRES, but following the classification system proposed by EH_Clio Lab
Note: *Direct Taxes corresponds to different types of income and property tax; + Indirect Taxes also includes other internal taxes such as a tax on Casinos,

Lottery tickets, entertainment tickets and others not specified in the table; Tax on Natural Resources for this period corresponds to both the “royalty” (not
included as Tax Revenue by Dipres) and other taxes on mining, that are classified by DIPREs as income tax. This explains why this table looks different than
DIPRES´s tables, even if it is using the same numbers.
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