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Appendix
A. Legislative chronology of the economic reforms in Colombia (1974-78)

	Reform
	Date
	Comments

	Trade Reform
	Law 6th of 1971 and Law 8th of 1973
	Presidential faculties for modifying trade tariffs and thus furthering Latin American trade integration
.

	Financial Reform
	1974  
	Officially approved under M. Pastrana’s presidency

	A.L. Michelsen’s presidency began on August 7th, 1974



	Economic Emergency
	September 13th, 1974. 
	Extraordinary executive faculties aimed at bringing down inflation and the budget deficit for 45 days.

	National Commission

(Comisión nacional tripatrita)
	September 14th, 1974
	Capital owners, unions and government meet in order to diagnose economic problems and devise a stabilization plan. 

	Tax Reform
	September 18th , 1974
	Elimination of tax exemptions for SOEs and mixed enterprises. 

The goal was to increase revenues and expand the taxable base.

	
	September 24th, 1974.


	Reduction in subsidies to exports (CAT).

	
	September 20th , 1974


	Increases in sales taxes.

	
	September 19th , 1974 and October 21st , 1974
	Changes in income taxes 

	Economic Emergency ended on October 31st 1974
.



	Tax Reform
	December 20th, 1974. 


	Modification of the tax legislation recently enacted.

Extraordinary faculties for 15 days.

It defined who and which activities are obliged to pay and established exemptions
. 

	Administrative Reform
	December 20th, 1974. 
	Extraordinary faculties for 12 months.

It conferred broad faculties to regulate, merge and suppress state institutions.

	Trade Reform
	December 26th , 1974

March 6th, 1975

April 1st, 1975

April 30th, 1975

  2nd May, 1975
	Decrease in trade tariffs. 

Measures based on the Law 6th of 1971. 

The reductions complied with the Cartagena Agreement. 

	State of Siege June 26th, 1975


	Coffee prices skyrocketed in September, 1975

	Trade Reform
	August 11th, 1975 

September 8th, 1975 

October 21st, 1975 

December 5th, 1975.
	Decreases in trade tariffs that were aimed at fostering regional trade integration. 

	Financial Reform



	December 12th, 1975.  
	It prohibited new foreign investment in financial sector and forced existing investment to become mixed enterprises.  It exempted members of the Cartagena Agreement.


	Extraordinary faculties for the administrative reform ended on December 1975



	Administrative Reform
	27th January 1976
	Suppression of public jobs and redistribution of functions in some public institutions.  

	Senior officials of the ministry of finance resigned on December 23rd, 1976
. 



	Trade Reform
	January 11th, 1977  
	Official adherence to the “International trade Agreement of Textiles”, which was established on December 20th, 1973
.


	International coffee prices stopped increasing and went down during July 1977
. 



	The Largest National Strike on September 14th, 1977



	Tax Reform
	September 24th, 1977
	Increases in the subsidy to exports (CAT). The subsidy changes from 1%, 5% and 12%, to 5%, 8% and 12% respectively.


	The minister of finance resigned on October 3rd, 1977. 

New senior officials in the ministry of mines and development were appointed



	Tax Reform


	October 26th, 1977


	The executive introduced a project on tax reductions and exceptions that modified the regime for occasional profits. The changes in tariffs were motivated by the high inflation but also sought to stimulate firms. 

	
	December 23rd, 1977
	Modifications to the income tax regime
. 

	Administrative Reform
	April 7th, 1978. 
	Extraordinary faculties so as to modify payments for and allocation of public employees.

	Trade Reform
	July 14th and 26th, 1978
	It reestablished previous import licenses for products such as polyethylene, synthetic textiles, and glass, among others.  

	
	July 31st, 1978
	It established tariffs for regional trade partners.  

	Presidency of J. C. Turbay started on August 7th, 1978



	Tax Reform
	September 21st, 1978
	It established subsidies to exports (CAT) according to each product. 

	Trade Reform
	September 28th, 1978
	Reduced tariffs for Cartagena agreement members.

	
	November 11th 1978
	It levied a 50% import tax on some capital goods permanently.


Sources: Diario Oficial 1974-78, El Tiempo 1974-78

B. Game Equilibria 
Definition 1 (non-cooperative subgames): The game starts with a move of nature, which decides whether coffee prices are average or high. This move generates two subgames, with normal-form representation given respectively by: 
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. Keeping the same order, these strategies are re-expressed as 
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Proposition 1: The Nash equilibria for average and high coffee price subgames are respectively: 
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Proof. Under average coffee prices, if G chooses F, then the strategy FCC represents the best response of each player as 
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 brings simultaneously the maximum payoff to each. Similarly, if G chooses H, then strategy HDD is the best response of each player maximizing payoffs and bringing
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Definition 2 (coalitions): The space of strategies for the grand coalition (G, Cs , and I) is defined by 
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. The space of strategies for the coalition formed by G and one sector, either Cs or I, is defined by 
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, while the same space for the coalition Cs-I is set by  
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. The payoff associated to each strategy is the union of individual payoffs determined by the non-cooperative game. A dominant strategy in a coalition is such that all members of the coalition assign a higher ranking to their individual payoffs. For example, under average coffee prices, to coalition G-Cs-I the strategy HCC dominates the strategy HDD because
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Proposition 2: Consider the setting of average coffee prices. The rational strategy of the grand coalition is FCC. The equilibrium of the game for coalition Cs-I and player G is FCC.
Proof. Under average coffee prices, to the grand coalition the strategy FCC dominates every other strategy. Since there is no strategy 
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, the strategy FCC maximizes the grand coalition’s payoff. Similarly, to coalition Cs-I the strategy CC dominates every other strategy so that there is no strategy 
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 . Given Cs-I’s choice, the best response of G is F because 
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Proposition 3: Consider the setting of high coffee prices. The rational strategies of coalition G-Cs are given by [image: image29.png]Sg-c, = {FC,HC,HD}



, while I’s best response is to play D. The rational strategies of coalition G-I are given by [image: image31.png]S¢-; = {HC,HD}



, while Cs’s best response is to play D.  The rational strategies of coalition Cs-I are given by [image: image33.png]{cc,cp, e
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Proof. With coalition G-Cs, Industry’s dominant strategy is D because 
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 . Given that I chooses D, to coalition G-Cs strategy FD is dominated by HD because
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. Therefore, the best response of coalition G-Cs is to play either FC, HC or HD. With coalition G-I, Coffee’s dominant strategy is D because 
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. Given that Cs chooses D, to coalition G-I strategy FD is dominated by HD because
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� Ocampo (1996, 267).


� Once the Economic Emergency ended, the Supreme Court declared several unconstitutional dispositions. Subsequent amendments to the tax reform took place; see El Tiempo, October 13th, 1974 page 1. The modifications included a reduction in taxes on coffee sales (El Tiempo, November 3rd, 1974 Page 1), and a tax amnesty to defaulters (El Tiempo, November 20th, 1974, page 1 and December 5th, 1974, page 1). Finally, the government was able to annul tax exemptions to specific sectors but conceded subsidies to exports and agriculture (El Tiempo, November 28th, 1974, page 9A). 


� The subsequent modifications to income tax were enacted through the decrees # 2821 (Dec/20/74) and #2848 (Dec/26/74). As for the sales tax, the modifications were introduced by the decrees # 2815 (Dec/20/74), and # 2810 (Dec/18/74). 


� Decree #1249, 1974. 


� Diario Oficial, #34477, p.121.


� The minister, Rodrigo Botero, the vice minister, Joaquin Bohorquez, and the general secretary, Jorge Cook, resigned. Decrees #2748, #2754 and #2755.


� Diario Oficial #34714, pages 178-181.


� At this time coffee producers expressed their concern despite the fact that the prices were at least twice as high as those one year earlier. El Tiempo, July 26th, 1977, page 2A.


� El Tiempo, September 24th, 1977, Page 1A.  


� El Tiempo, October 3rd, 1977, page 1ª and October 5th, 1977, page 1ª.


� El Tiempo, October 26, 1977, page 1A.


� This Law #54 in 1977 was implemented through the decrees #2997 (Dec/30/77), #0089 (Jan/23/78), #0250 (Feb/10/78), #0825 (May/3/78), and #21 (Sep/21/78).
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