2

CONSEJO FISCAL AUTONOMO

Main messages of the
Autonomous Fiscal Council in Chile

on the Exercise of its Duties and Powers:

Presentation before the
Special Joint Budget Committee of Congress

April 28, 2021

! This document is an extract of a report previously published in Spanish. Specifically, it is the first section of
the report of the Autonomous Fiscal Council on the Exercise of its Duties and Powers, presented to the Special
Joint Budget Commission of Congress (April, 2021). The Spanish version of the complete document is available
at: https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-4-informe-
del-consejo-fiscal-autonomo-sobre-el-ejercicio



https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-4-informe-del-consejo-fiscal-autonomo-sobre-el-ejercicio
https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-4-informe-del-consejo-fiscal-autonomo-sobre-el-ejercicio

Main messages and recommendations from the Fiscal Council

The Covid-19 pandemic crisis has negatively impacted economic activity, jobs and
household and business income. In the face of these adverse circumstances, the Executive
has deployed important health measures to protect household income, provide liquidity to
businesses and support the early recovery of economic activity and employment, in a
manner consistent with health conditions.

Since the beginning of this crisis, the Autonomous Fiscal Council (hereinafter, the CFA, for
its acronym in Spanish, or Council) has valued the measures adopted by the Executive to
face its health, social and economic consequences, but at the same time, notes that these
should be reversed once the crisis is over and its impacts mitigated, in order to guarantee a
convergence path of the Structural Balance compatible with fiscal sustainability.

Of particular concern are the recent downgrades of Chile's credit rating and sovereign risk
outlook, which —although not an unfamiliar situation to other countries due to the
pandemic crisis— reflect the existence of costs associated with the deterioration of public
finances.

In view of the complex situation faced by the country, the authorities are applying a de facto
escape clause in the absence of an explicit one in our fiscal institutionality. In this regard,
the CFA has recommended implementing well-defined escape clauses accompanied by
correction mechanisms and effective evaluation and monitoring tools for transitory
expenditures, so that convergence occurs after their application.

However, in the current scenario where there is still high uncertainty about the length of
the crisis, the Council emphasizes the need to ensure effective fiscal consolidation once the
crisis is over, to ensure sustainability of public debt. To achieve this, it is essential that the
measures announced as transitory be effectively withdrawn once the crisis is over.

In addition, the complex fiscal scenario foreseen as a result of the crisis generated by the
Covid-19 pandemic, together with the difficulties in meeting structural targets over the last
decade, make it necessary to adopt additional measures to safeguard the credibility of the
fiscal rule. In this context, the CFA has recommended complementing the rule with a fiscal
anchor defined by a prudent debt level and incorporating explicit escape clauses with their
consequent correction mechanisms. These recommendations are part of the "Report of the
Autonomous Fiscal Council for the strengthening of the fiscal rule: debt anchor, escape
clauses, and correction mechanisms", dated March 2021.

It is important to mention that this report was developed to complement the fiscal rule on
a permanent basis, and thus to strengthen the commitment to fiscal sustainability. In this
sense, it is not intended to be a guide for the conduct of fiscal policy for the short-term
conjuncture derived from the Covid-19 crisis.



The CFA is currently working on a request from the Ministry of Finance to improve the
Structural Balance methodology.?Said requirement, being of a methodological nature, is
complementary to the recommendations of the report for the strengthening of the fiscal
rule and will be addressed to reinforce the standards of transparency, simplicity,
replicability and objectivity of the Structural Balance. In these areas there is room for
improvement as presented by the CFA to the Special Joint Budget Committee of the
Honorable National Congress on September 3, 2019.

2The Ministry of Finance requested the CFA, in official letter No. 474 of March 29, 2021, the preparation of a
specific and immediately applicable proposal of methodological and procedural changes for the calculation of
the Structural Balance. The above with a view to incorporating them into the process of drafting the Public
Sector Budget Bill for 2022.



