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

September 14, 2020

! 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 (September, 2020). The Spanish version of the complete document is
available at: https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-3-
informe-del-consejo-fiscal-autonomo-sobre-el-ejercicio



https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-3-informe-del-consejo-fiscal-autonomo-sobre-el-ejercicio
https://www.cfachile.cl/publicaciones/informes/informes-al-congreso/informe-al-congreso-n-3-informe-del-consejo-fiscal-autonomo-sobre-el-ejercicio

Main messages and recommendations from the Fiscal Council

The country is facing an economic crisis as a result of the Covid-19 pandemic, which has led
to a significant contraction in output, employment and household income. In addition,
there is still high uncertainty about the effects of the crisis, in terms of its depth and length,
as well as about the speed of economic recovery in the world and in Chile.

The fiscal institutionality and responsibility that has characterized the Chilean fiscal policy
in the last decades have allowed reacting to the crisis through the support of important
plans and packages of extraordinary measures. Without the possibility of taking this type of
steps, the costs for society, the economy, and public finances would be considerably higher.

In this context, however, the trend towards fiscal deterioration observed in recent years
has increased, with deviations from the Structural Balance targets, growing fiscal deficits,
and a sustained increase in public debt. Likewise, the outlook for the future has also
deteriorated. Under different scenarios, the gross debt level is projected to grow
significantly.

Considering the estimates made by the Budget Office (Dipres, for its abbreviation in
Spanish), both in 2020 and 2021, new deviations from the Structural Balance targets will
take place. Although, in the opinion of the Autonomous Fiscal Council ("CFA", for its
acronym in Spanish or "the Council"), these deviations are justified by the crisis the country
is facing, it is imperative to establish a fiscal consolidation path once the health crisis is over
and its impact on the economy has been mitigated. For this purpose, it will be essential that
the measures announced as transitory be effectively withdrawn once the crisis is over.

This requires political will and consensus. Hence the CFA stresses the relevance of the fact
that, on June 14, 2020, the Ministry of Finance reached a framework of understanding with
a group of government and opposition parliamentarians, in order to build the "Emergency
Plan for the Protection of Household Income and Economic and Employment Reactivation",
accompanied by a medium-term fiscal convergence framework.

It is valued that the measures adopted to date have contemplated elements in line with
what was suggested by the CFA, such as their essentially transitory nature, with margins of
flexibility and maximum terms in the regulations that create them. It is also valued that they
consider reallocations of unexecuted expenditures and the use of a combination of savings
and higher gross debt for financing, as well as making estimates of the effects on the
Structural Balance and the trajectory of medium-term debt.

Notwithstanding the foregoing, the deterioration of fiscal accounts has been internalized
by risk rating agencies, which in recent years have lowered our country's credit rating, as
well as its outlook.

At the same time, if a convergence path does not begin soon, the estimates of both the
Dipres and the CFA show that public debt could reach, in very short terms, levels that would



adversely affect growth and jeopardize the country's future development. If this were to
occur, a series of undesirable consequences could be triggered.

International experience shows that higher sovereign risk would generate an increase in the
financing cost for the State, companies and households; there would be deterioration in the
ability of companies and households to access credit, together with lower liquidity,
investment and a reduction in fiscal policy effectiveness. Additionally, in the case of
emerging countries, such as Chile, the implications of an increase in sovereign risk may be
significantly more adverse than for developed countries.

In this sense, it will be essential to strengthen fiscal institutions to ensure debt
sustainability. Thus, the CFA has suggested complementing the Structural Balance rule with
net debt convergence targets, at a prudent and sustainable level for an emerging country
like Chile. In the same direction, it will be necessary to safeguard the credibility of the
Structural Balance rule, for which the CFA has suggested that in the future it should have
clear, detailed, precise and well-defined escape clauses for the events that trigger its
operation. In addition, subsequent convergence rules will be required to establish the
adjustment path after a deviation.

Furthermore, and with the purpose of strengthening the analytical framework for the
evaluation of fiscal sustainability of the country, the Council began in 2019 a joint work with
the Organization for Economic Cooperation and Development (OECD) to generate and
assess medium and long-term fiscal sustainability models and indicators. The results of this
work, as well as preliminary estimates of the prudent debt ceiling or level, are presented to
the Honorable National Congress as part of this report to contribute to the future discussion
on the matter. In the base scenario of this model, the reversal of imbalances requires a
significant reduction in public spending growth. It should be noted that this effort can be
mitigated through higher revenue collection, which may originate from higher economic
growth and/or an increase in the tax burden.

In line with these suggestions, the Minister of Finance has recently requested the advice of
the Council for the preparation of a report on international experiences with fiscal rules that
include medium and/or long-term anchors for gross and/or net public debt, their
implications for the determination of targets for the Cyclically Adjusted Balance, as well as
the institutional mechanisms to ensure compliance. This request includes the study of
alternatives for the design and implementation of escape clauses for the execution of
countercyclical fiscal policies, as well as the mechanisms to correct a deviation from fiscal
targets.

In the opinion of the Council, the strengthening of fiscal institutions will enable safeguarding
debt sustainability. This will require specific institutional developments that encourage and
facilitate fiscal convergence. The foregoing will allow the significant demands and needs
that the country faces to be addressed with adequate fiscal responsibility.






