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ABSTRACT

The tax reform implemented in Ecuador in 2019 generated important changes in the deduction regime
for personal expenses of individual taxpayers. The goal was to increase tax collection, but it had a
direct impact on people's tax burden. This study analyzes the evolution of this impact between 2019
and 2023, examining modifications in deduction limits, categories of deductible expenses and effect
on tax collection and burden. The results show a progressive decrease in deductions and an increase
in the tax burden. In 2019, deductions for education, health, food, clothing and housing were
eliminated, setting a limit of 50 % on taxable income. For 2022 the limit was reduced to 10 % and 20 %
respectively according to the basic family basket and in 2023 they were totally eliminated and that
personal expenses now depend on family charges, this affected middle-high income taxpayers who
previously deducted expenses. In summary, the reform had a progressive impact on the reduction of
tax benefits for individual taxpayers, facilitating greater collection but also implying a greater tax
burden on individuals with medium and high incomes. The effects are evident between 2019 and 2023,
although it allows more collection, it negatively affects those who previously deducted personal
expenses.

Keywords: Tax Reform; Personal Deductions; Deductible Expenses; Tax Burden; Impact.
RESUMEN

La reforma tributaria implementada en Ecuador en 2019 generé cambios importantes en el régimen de
deduccion de gastos personales de los contribuyentes personas naturales. El objetivo era aumentar la
recaudacion tributaria, pero tuvo un impacto directo en la carga tributaria de las personas. Este estudio
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analiza la evolucion de este impacto entre 2019 y 2023, examinando las modificaciones en los limites
de deduccion, las categorias de gastos deducibles y el efecto sobre la recaudacion y la carga tributaria.
Los resultados muestran una disminucion progresiva de las deducciones y un aumento de la presion
fiscal. En 2019 se eliminaron las deducciones por educacion, sanidad, alimentacion, vestido y vivienda,
estableciéndose un limite del 50 % sobre la base imponible. Para 2022 el limite se redujoa 10 %y 20 %
respectivamente de acuerdo a la canasta basica familiar y en 2023 se eliminaron totalmente y que los
gastos personales ahora dependen de las cargas familiares, esto afecto a los contribuyentes de ingresos
medios-altos que antes deducian gastos. En resumen, la reforma tuvo un impacto progresivo en la
reduccion de los beneficios tributarios para los contribuyentes individuales, facilitando una mayor
recaudacion pero también implicando una mayor carga tributaria para los individuos con ingresos
medios y altos. Los efectos son evidentes entre 2019 y 2023, si bien permite una mayor recaudacion,
afecta negativamente a quienes antes deducian gastos personales.

Palabras clave: Reforma Fiscal; Deducciones Personales; Gastos Deducibles; Presion Fiscal; Impacto.

INTRODUCTION

According to Farhat & Aguirre (2017), the following was stated:

Taxes in Ecuador contribute approximately 60 % of permanent revenues to the General State Budget.
The entity in charge of collecting taxes is the Internal Revenue Service, which keeps records of the
amounts of taxes and taxpayers who contribute to the management of the financing of public spending.

The formalization and obligation to file income tax deductible expense declarations for all individuals
who exceed the taxable tax base has made it possible to formalize and regulate the country's economic
activities, resulting in better control through taxpayer participation. (p.3)

Tax reform has a significant impact on the personal finances of a country's individual taxpayers. In
Ecuador, the Organic Law for Economic Development and Fiscal Sustainability after the COVID-19
Pandemic, also known as the Humanitarian Support Law, introduced important changes to the tax regime
since its approval in 2019 (National Assembly, 2020). One of the changes was the modification in the
personal expenses that can be deducted from the taxable base of the personal income tax.

According to Cortez (2020), "the tax reform sought to increase the country's tax collection in a context
of economic contraction during the pandemic” (p.55). To this end, deductions and benefits in personal
income tax were reduced. Specifically, the Humanitarian Support Law limited the deduction of personal
expenses for education, health and food to a maximum of 50 % of total taxable income, an important
change from the previous regulations.

According to Lopez and Martinez (2021), "the deduction of personal expenses is a mechanism to reduce
the tax burden of individual taxpayers and promote training, health and nutrition” (p.105). With the 2019
tax reform in Ecuador, there was a significant reduction in this benefit. It is estimated that the impact
has been a higher collection for the treasury, but also a negative effect on the taxpayers’ pockets.

Some experts, such as Acosta (2022), point out that "the limitation on the deduction of personal
expenses was excessive given the context of the pandemic and economic crisis of recent years” (p.28).
They consider that a balance should have been sought between the collection objectives and the ability
of people to contribute.

Although the reform sought to increase tax revenues in a context of crisis, various analysts agree that
a review of the personal deduction policy should be evaluated to alleviate the tax burden on Ecuadorian
families and maintain incentives for training, health, and nutrition with a view to social development
(Cruz, 2021; Rivadeneira, 2022).
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According to El Universo (2023), "on July 1, 2023, the decree law for the Strengthening of the Family
Economy came into force, which establishes a new reduction mechanism based on the number of family
burdens that the taxpayer has and declares” (p.1). For the deduction of personal expenses for the year
2023, it has generated a large impact within the tax matter for individuals who deducted personal
expenses, this because the deduction of personal expenses does not have a limit on housing expenses;
Bless you; Education, Arts and Culture; Feeding; Clothing and Tourism, but now for the deduction of these
expenses, the family burdens that each taxpayer has will be considered, in other words, this new reform
benefits families that have more family responsibilities and harms people who do not have family
responsibilities.

Theoretical Framework

Personal deductions represent a key component in personal income tax. They allow individual
taxpayers to reduce their taxable income by deducting certain eligible personal expenses, thereby
decreasing the final tax payable (Chaabane et al, 2020). Generally, tax laws define maximum percentages
that can be deducted for interest on loans for housing, education, health, clothing, food, and other items
of individual and family expenditure (Corbacho et al, 2013).

According to Stiglitz (1985), the design of personal deductions in income tax has important implications
for the fairness and efficiency of the tax system. High deduction percentages can benefit high-income
taxpayers more, reducing the progressivity of the tax. But limiting them excessively also has negative
effects on tax incentives and the economy.

In Ecuador, a wide range of personal expenses were historically allowed to be deducted from income
tax, with some high percentages in areas such as health, education, food and clothing. However, this
situation changed with the tax reform of December 2019, known as the Tax Simplification and
Progressivity Law. According to Tapia and Paredes (2021), this reform sought to increase the equity of
the Ecuadorian tax system by reducing deductions that benefited high-income taxpayers more.

The main changes implemented in 2019 regarding personal deductions were the elimination of the
deduction for personal expenses in education, clothing, and food, and the imposition of stricter limits on
home loan interest and health expenses (SRI, 2019). These modifications generated controversy and
criticism about their negative impact among individual middle- and upper-middle-class taxpayers (El
Universo, 2019).

In the years following the 2019 reform, some adjustments were made that slightly eased the initial
limitations. For example, in 2020 a partial deduction for education was reintroduced and the deduction
limit for health was increased (National Assembly, 2020). However, specialists point out that the general
spirit of restricting personal deductions was maintained in subsequent regulations (SRI, 2022).

Another relevant aspect to consider is the broader economic effects of personal deductions. According
to Stotsky (1995), significant reductions in deductions can contract domestic demand if they limit
household disposable income.

On the other hand, Bird and Zolt (2005) analyze the relationship between personal deductions and
labor supply. They point out that, by reducing disposable income, strict limits on personal deductions
may discourage formal work in some groups of taxpayers. This factor is relevant when evaluating
comprehensive tax reforms.

Previously, individual taxpayers in Ecuador were allowed to deduct a wide variety of personal expenses
from their gross income to calculate the income tax base. Among these deductible expenses were rent,
interest on loans, education, health, clothing, food, among others. While these deductions eased the tax
burden on taxpayers, they also significantly limited the collection of personal income tax.

With the 2019 reform, many of these deductions were eliminated or significantly reduced, with the
aim of increasing collection and aligning the country's tax system with international standards. The
changes went into effect as of January 2020.
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Evolution of deductive changes 2019-2023

One of the most relevant changes was the total elimination of the possibility of deducting expenses
for education, health, clothing and food as of 2020. The interest deduction on loans not linked to taxable
income was also eliminated.

In housing expenses, the deduction for rents was limited to a maximum of 50 % of the total paid by
the individual taxpayer. This maximum percentage has been maintained until 2023.

In addition, maximum limits were imposed on deductions based on fractions of the income tax rate.
For example, in 2020 the allowable deductions were limited to 50 % of the basic fraction deducted. This
limit was reduced to 20 % in 2022 and 10 % from 2023.

Effects and impacts

These deductive changes led to a significant reduction in the deductions available to individual
taxpayers between 2019 and 2023. Those who previously deducted large amounts experienced a
significant increase in their taxable base and the resulting tax.

From a collection point of view, the impact has been positive. Just by eliminating deductions, an
increase of more than $200 million in personal income tax collection is estimated for the year 2020. This
upward trend has continued, exceeding $250 million in increase by 2023.

However, for taxpayers this has represented a greater tax burden, as they have fewer deduction
options. For this reason, discussions have been generated about possible future adjustments to balance
collection objectives with the real economic capacity of individual taxpayers.

That is why this research seeks to analyze in detail the evolution of changes in the deduction of
personal expenses for individual taxpayers in Ecuador between 2019 and 2023, examining the specific
regulations issued and the available statistical information. The analysis will identify the initial and
medium-term impact of the 2019 tax reform on a key component of tax fairness for individuals.

The personal expense deduction is essential in many tax jurisdictions because it helps taxpayers ease
their tax burden and maximize their disposable income. By allowing the deduction of certain expenses,
the tax authorities recognize that certain activities and expenses are necessary for the development and
maintenance of taxpayers' personal and professional lives.

However, it is important to note that the rules and regulations regarding the deduction of personal
expenses can vary significantly by country and jurisdiction. Some common expenses that are typically
deductible include those related to education, health care, business expenses, and housing expenses.

In relation to an author who supports this idea, we can cite Julio Lopez Diaz, an expert in tax issues
and author of "Manual of Tax Deductions for Individuals”, where he explores the importance of taking
advantage of the available tax deductions to reduce the tax burden and optimize personal financial
planning.

It's important to remember that tax laws and regulations change over time and may vary by
jurisdiction, so it's always wise to consult with a qualified tax advisor or financial professional for up-to-
date information specific to your situation.

It has been evidenced that the deductive changes and reduction of available deductions refer to
modifications in tax regulations that affected the ability of taxpayers to deduct certain expenses or items
from their income before calculating the tax. These changes led to a significant decrease in deduction
options for individuals who pay taxes as individuals during the period between 2019 and 2023.

For people who used to deduct large sums from their income, these changes had an effect. Its "taxable
base,” that is, the amount on which the tax is calculated, increased. As a result, the "resulting tax” (the
amount of tax they must pay) also increased, as they had fewer deductions to reduce their tax burden.

On the other hand, from the perspective of tax revenue collection for the government, the changes
in deductions resulted in a beneficial effect. The elimination of certain deductions helped to increase
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tax revenues. Just because of the elimination of these deductions, it was estimated that there was an
increase in the income generated by the personal income tax in the year 2020.

In 2019, a reform was implemented that had a significant impact on the tax deduction system in
Ecuador. This reform aimed to increase tax revenues and harmonize the country's tax system with
international standards. As part of this reform, many of the deductions were eliminated or significantly
reduced. The changes went into effect starting in January 2020, meaning that as of that date, taxpayers
would no longer be able to benefit from certain deductions as they did previously.

A key point to keep in mind is that by providing deductions for employees' education and personal
development, companies can motivate their staff to acquire new skills and knowledge that benefit both
the company and individuals. This can increase productivity and retention of quality employees.

While these deductions benefited taxpayers by reducing their tax burden, they also had a negative
effect on government revenue through taxation. By allowing these deductions, it limited the amount of
revenue the government could collect through personal income tax. (The Universe 2019)

It is important to note that while deductions for personal expenses can have benefits in terms of
economic stability, they can also have disadvantages, such as reducing tax revenue for the government.
Fiscal policies must be carefully designed to balance these effects and ensure that there are sufficient
resources to finance the necessary public services and investments in the country.

Direct taxes, such as personal income tax, can be a significant burden on citizens. Personal expense
deductions can help reduce that burden, relieving the financial strain on individuals and families. This
can contribute to greater social and economic stability by improving the financial situation of the general
population.

Allowing deductions for personal expenses can increase citizens' purchasing power, which in turn can
stimulate domestic demand. When people have more disposable income due to tax deductions, they are
more likely to spend on goods and services, which can boost economic activity and stability. By allowing
deductions for certain types of savings, such as pension plans or education, people can be encouraged to
plan for the long term and ensure their future financial well-being. Encouraging savings and investment
can have a positive impact on long-term economic stability. (SRI, 2019)

METHOD

This research will employ a qualitative approach through a documentary analysis methodology, in
order to examine in depth the evolution of regulations and the impact of changes in the deduction of
personal expenses for individual taxpayers in Ecuador between the years 2019 and 2023.

According to Hernandez, Fernandez and Baptista (2014), document analysis is an appropriate
qualitative research technique to make valid and reliable inferences in an objective and systematic way.
It allows you to obtain relevant information from documents related to the phenomenon under study.

For this research, the main tax regulations issued in Ecuador between 2019 and 2023 will be collected
and analyzed, including laws, regulations, resolutions, and circulars of the Internal Revenue Service (SRI).
It will be focused on identifying specific changes made to deduction percentages and limits for personal
expenses such as health, education, loan interest, among others.

A literature review of the tax reforms of 2019 and subsequent years was carried out, identifying the
changes introduced in the deduction regime through content analysis of the laws and regulations. The
amounts and categories of deductions allowed before and after were qualitatively described and
compared.

Likewise, the available official statistics on the behavior of these deductions in the income tax returns
of individuals during the period of analysis will be collected and studied. This will make it possible to
complement the regulatory evolution with concrete data on the actual application of personal deductions
after regulatory changes.

https://doi.org/10.56294/sctconf2023545


https://doi.org/10.56294/sctconf2023545

Salud, Ciencia y Tecnologia - Serie de Conferencias. 2023; 2:545 6

For the processing of this documentary information, a matrix will be used that integrates the data
extracted from the regulations and statistics of each year of the 2019-2023 period. This will facilitate
longitudinal comparative analysis to identify trends and patterns in the changes that have occurred
(Hernandez et al., 2014).

Finally, a triangulation will be made between the findings of the normative analysis and the statistical
behavior of personal deductions. According to Okuda and Gémez-Restrepo (2005), triangulation makes it
possible to validate and contrast results from different sources of information through a rigorous process.
This will enrich the conclusions on the evolution of the impact of the 2019 tax reform on this key
component for individual taxpayers.

RESULTS AND DISCUSSION

This table indicates the collection obtained by the SRI under a dependency relationship for the year
2019

Table 1. Cumulative collection under dependency relationship in 2019

Cumulative collection 2019 Total raised
Under a relationship of dependency in the private sector 13 303 392
Under a public sector dependency relationship 1 883 892
Total Collection 15 187 284

Note. This table indicates the collection obtained by the SRI under a dependency relationship for the year 2019

This table indicates the collection obtained by the SRI under a dependency relationship for the year
2020

Table 2. Cumulative collection under dependency relationship in 2020

Cumulative collection 2020 Total raised
Under a relationship of dependency in the private sector 11,335,691
Under a public sector dependency relationship 1,218,615
Total Collection 12,554,306

This table indicates the collection obtained by the SRI under a dependency relationship for the year
2021

Table 3. Cumulative collection under dependency relationship year 2021

Cumulative collection 2021 Total raised
Under a relationship of dependency in the private sector 16,748,998
Under a public sector dependency relationship 1,158,384
Total Collection 17,907,382

This table indicates the collection obtained by the SRI under a dependency relationship for the year
2022
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Table 4. Cumulative collection under dependency relationship year 2022

Cumulative collection 2022 Total raised
Under a relationship of dependency in the private sector 24,396,752
Under a public sector dependency relationship 1,183,712
Total Collection 25,580,464

This table indicates the collection obtained by the SRI under a dependency relationship for the year
2023

Table 5. Cumulative collection under dependency relationship year 2023

Cumulative collection 2023 Total raised
Under a relationship of dependency in the private sector 9,455,478
Under a public sector dependency relationship 778,486
Total Collection 10,233,965

In summary, the collection obtained by the tax administration under a relationship of dependency had
the following variant:

RECAUDACION ACUMULADA BRP

—4#—RECAUDACION BAJO RELACION DEPENDENCIA

30000000
25000000
20000000
15000000
10000000

5000000

2019 2020 2021 2022 2023

Figure 1. Annual variation of cumulative revenue under dependency ratio

The graph represents the variation in the accumulated collection of the item under dependency
relationship for the years 2019, 2020, 2021, 2022 and 2023.
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The tax administration in the periods of 2019 - 2022 has not received a constant collection due to the
low relationship of dependence of the public sector and the private sector. It is worth mentioning that
the cumulative collection of the year 2023 until the month of July was the lowest peak in relation to the
aforementioned periods; as well as, in the year 2022 it had a growth of 42,85 % compared to the year
2021.

Table 6. 2019 Personal Spending Limit

Housing Feeding Dress Education, Arts & Bless you
Culture
Deductible Expense $3 675,75 $3 675,75 $3 675,75 $3 675,75 $14 703,00
Limit (Continent)
Deductible Expense $6 627,66 $6 627,66 $6 627,66 $6 627,66 $26 510,64

Limit (Galapagos)

Note. Health: when the expense corresponds to catastrophic, rare or orphan diseases duly certified by the
competent health authority, the maximum deductible value will be 2 basic fractions taxed at a 0 % rate of Income
Tax.

Table 7. 2020 Personal Spending Limit

Housing Feeding Dress Education, Bless you Tourism
Arts &
Culture
Deductible $3 677,38 $3 677,38 $3 677,38 $3 677,38 $14 709,50 $3 677,38
Spending Limit
Deductible $6 630,59 $6 630,59 $6 630,59 $6 630,59 $26 522,36 $6 630,59
Expense  Limit
(Galapagos)

Note. The limit on personal spending for the year 2020, in terms of housing, food, clothing, education, art and
culture, and health

Table 8. 2021 Personal Spending Limit

Housing Feeding Dress Education, Bless you Tourism
Arts &
Culture
Deductible $3643,90  $3 643,90 $3 643,90 $3 643,90 $14 575,60  $3 643,90
Spending Limit
Deductible $6 570,23 $6 570,23 $6 570,23 $6 570,23 $26 280,93  $6 570,23
Expense Limit
(Galapagos)

The image shows the calculation of the rebate for personal expenses
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afio fueron mayores

siguiente manera:

afio 2022 Ingresos anuales menores a: USD 11.310+2,13

REBAJA DEL 20%
usp 24.990,30
o 8 L0 10%

Los gastos personales realizados en el afio; y
La canasta basica familiar de diciembre 2022 iplicad.

CANASTA BASICA FAMILIAR

diciembre 2022 = USD 763,44
763,44 + 7 = 5344.08

El valor obtenido es la rebaja por gastos personales
que reduce el impuesto a pagar

Figure 2. Calculation procedure for personal expenses 2022

The figure shows the maximum amount of the 2023 personal expense rebate

Monto maximo de la rebaja
de Gastos Personales - ejercicio fiscal 2023

Monto de Rebaja equivalente a 18%

Gastos personales declarados

(: en P de venta vilidos)

o El valor de la canasta
3 familiar basica muitiplicado por (n)

Figure 3. Procedure for calculating the rebate for personal expenses 2023

The table indicates the maximum limits according to the number of loads and family baskets for the
2023 period.
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The collection obtained by the tax administration in a period of 5 years from 2019 to July 2023 has not
had a constant flow, with 2023 being the lowest peak of collection of the low category of dependency
relationship of the public and private sector, followed by 2020.

The regulations indicated by the Internal Revenue Service are reformulated over the years, in the
periods evaluated it can be mentioned that there was a relevant change in the current period, now the
calculation for the reduction in terms of personal expenses is based on the number of family dependents,
a value that indicates how many basic baskets represent the number of such burdens.

While in comparison to the previous periods, family charges are not considered for the deduction limits
in the 2019-2021 periods, it is worth mentioning that according to Article 3 of the LEFAM decree, it
establishes that the family dependents can be the parents of the taxpayer with a letter of consent, your
spouse or common-law partner and dependent children up to 21 years of age, that is, that he does not
receive taxable income and that the taxpayer covers all or almost all of his expenses, a child with a
disability of any age; However, in the last decree for application this year, the Tax Administration
establishes a table in which it specifies, according to the number of family members, how many basic
baskets correspond, of which a comparison will be made for the application of the specific percentage
for this period.

On the other hand, in this table there is a greater deduction of personal expenses for those taxpayers
who have family dependents with disabilities, catastrophic, rare or orphan diseases, it will be considered
the maximum limit of the tax benefit. As well as implemented, your pet's expenses may be considered
for this deduction.

The objective of tax administration is to prevent taxpayers from deducting huge personal expenses in
order to reduce their tax base and therefore pay less tax, as well as to obtain a greater collection of
taxes that benefit all citizens. In this way, it seeks to ensure that everyone contributes equitably to the
country's economy.

CONCLUSIONS

The tax reform implemented in Ecuador in 2019 brought with it fundamental changes in the deduction
regime applicable to the personal expenses of individual taxpayers. The objectives that motivated this
reform were mainly fiscal, focused on increasing the collection of personal income tax.

After analysing the evolution and impact of these deductive changes between 2019 and 2023, several
final reflections can be made on their effects, both economic and revenue-critical.

In fiscal terms, the elimination or drastic limitation of deductions for personal expenses had a positive
effect in increasing the State's tax collection. During the first year alone, it is estimated that this tax
reform increased revenue by more than $200 million. By 2023, projections indicate that this increase
would exceed $250 million.

However, the impact on individual taxpayers was also very relevant, increasing their tax burden by
having fewer deduction options available. Their tax bases for calculating income tax were significantly
expanded. Those who previously used deductions extensively saw their taxes increase significantly.

This evidences a sort of imbalance or imbalance between the fiscal interests of the State and the true
individual economic capacity of middle- and lower-middle-class taxpayers. While previous deductions
limited public revenue, their elimination also creates an excessive tax burden on these taxpayers.

Looking to the future, it becomes necessary to seek a middle ground of balance between these two
opposing visions. The State requires reasonable levels of revenue for its financing, but without unfairly
affecting low-income taxpayers.

Some options to achieve this balance could be: establishing deductible ceilings for essential personal
expenses, setting reasonable levels indexed to inflation; apply certain deductions only to low-income
taxpayers; o Define ranges of increasing deduction percentages according to income levels.
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The deductive changes of 2019 in Ecuador were successful in terms of tax collection, but with costs in
the individual economic situation. Balanced adjustments are needed to optimize collection without
burdening taxpayers with limited resources. The challenge for the future will be to find that balance
between the legitimate fiscal interests of the State and the real economic capacity of citizens.

The tax administration collected a total of $81,463,401 in the years 2019 - July 2023 under a
relationship of dependence on the public and private sector, it has not had a constant flow in the
aforementioned period.

Until July of the current year, it is the lowest peak of accumulated collection with a decrease of 59.99
% compared to 2022. On the other hand, the year that was raised the most was 2022 with a value of
$25,580,464.

In conclusion, in 2023 and 2023, family baskets were implemented for the calculation of rebates for
personal expenses, as well as a table of maximum limits to be deducted according to these charges,
applying 18 % of the lowest value, comparing personal expenses declared on valid sales receipts versus
family charges multiplied by the value of basic baskets.
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