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Varieties of fiscal rules in Latin America and the Caribbean

Type of rule Flexibility features
. Legal Escape Structural Investm.ent
Balance Expenditure Debt Revenue Year Coverage . protection
basis clause target . .y
(direct/indirect)

Bahamas V4 v 2018 CG S v v
Brazil v v 2000/2023 CG S v
Chile v v 2001/2022 CG S V4
Colombia v v 2021 CG S v v
Costa Rica v 2018 NFPS S v v
Ecuador v v v 2020 CG S v
El Salvador v v v v 2016/18 NFPS S
Honduras v v 2016 NFPS S v v
Jamaica Vv Vv 2010/2017 GG S v
México v v 2009/2014 CG S v
Panama v v 2009/2020  NFPS S v
Paraguay v v 2015 CG S
Peru v v v 2000/2016 CG S v v
Uruguay v v 2020 CG S v v

Notes: GG-general government; CG-central government; NFPS-Non-financial public sector; S-statutory.
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Source: based on national legislation and IMF Fiscal Rules Dataset: 1995-2021



mises to action



Complying with fiscal rules is not automatic

Fiscal rules compliance rates in Latin America and the Caribbean (%)
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Source: Ardanaz, Ulloa-Suarez y Valencia (2023)



The benefits of complying with fiscal rules...

Rule compliance and fiscal performance
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A1.22*
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]
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Non-compliant M Compliant A Difference

Statistically significant differences : *** p<0.01, ** p<0.05, * p<0.1 e IDB

Source: Ardanaz, Ulloa-Sudrez y Valencia (2023)



...not accrued by merely adopting fiscal rules

Rule adoption and fiscal performance
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Source: Ardanaz, Ulloa-Suérez y Valencia (2023)



Drivers of compliance with fiscal policy rules in LAC

Design elements

Business cycle
m Institutional Quality

Quality of macro-
economic forecasts

Formal Sanctions

Fiscal Councils @
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Drivers of compliance: key results (1)

Probability of compliance

Formal sanctions

Fiscal council

Positive GDP growth

Negative GDP growth

GDP forecast error

Government effectiveness

-0.10 -0.05 0.00 0.05 0.10 0.15 0.20 0.25

Statistically significant coefficients: *** p<0.01, ** p<0.05, * p<0.1

Source: Ardanaz, Ulloa-Suarez and Valencia (2023)

Asymmetrical response of compliance to
macroeconomic conditions
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Macroeconomic conditions and compliance
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Drivers of compliance: key results (2)

Probability of compliance

 Asymmetrical response of compliance to

Formal sanctions - macroeconomic conditions
Fiscal council . e Optimistic macroeconomic forecasts
Positive GDP growth | undermine compliance during the budget
cycle...

Negative GDP growth * %k .

GDP forecast error * % .>
Government effectiveness _ %k %k %k

-0.10 -0.05 0.00 0.05 0.10 0.15 0.20 0.25

Statistically significant coefficients: *** p<0.01, ** p<0.05, * p<0.1
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Source: Ardanaz, Ulloa-Suarez and Valencia (2023)



Optimisitc ex-ante projections and ex-post compliance
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Accuracy of forecasts in comparative perspective

GDP growth forecast errors (Actual-Forecast)
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Drivers of compliance: key results (3)

Probability of compliance

e Asymmetrical response of compliance to
macroeconomic conditions

Formal sanctions

Fiscal council e Optimistic macroeconomic forecasts
Positive GDP growth | undermine compliance during the budget
cycle

Negative GDP growth % k ) )
.  Presence of fiscal council not enough to

GDP forecast error * % . boost compliance...

Government effectiveness _ %k %k %k
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Statistically significant coefficients: *** p<0.01, ** p<0.05, * p<0.1
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Source: Ardanaz, Ulloa-Suarez and Valencia (2023)



In contrast to experience in OECD countries

Deviation from rule targets (% GDP)

No fiscal council With fiscal council
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Source: Beetsma et al. (2019)



Drivers of compliance: key results (4)

Probability of compliance

 Asymmetrical response of compliance to
Formal sanctions - macroeconomic conditions

Fiscal council « Optimistic macroeconomic forecasts

positive GDP growth undermine compliance during the budget cycle

**. * Presence of fiscal council not enough to boost
compliance

Negative GDP growth

GDP forecast error * % .

* Quality of the broader institutional framework
@eness - ET (political commitment) matters
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Statistically significant coefficients: *** p<0.01, ** p<0.05, * p<0.1
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Source: Ardanaz, Ulloa-Suarez and Valencia (2023)



Quality of the broader institutional framework and compliance
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Complementary fiscal institutions: Fiscal councils and
MTFF



Fiscal councils

IN Latin
America and
the Caribbean

Bahamas
B Consejo de Responsabilidad Fiscal

b
* \ (Fiscal Responsibility Councit)
< AN G0 CTEaCN” 2019

gﬂ—l&-‘? S e Comisién fiscal independiente Granada

> entro de Estudios de I (Independent Fiscal Comission)  Comité de Supervision de la Responsabilidad
inanzas Publicas ANG 00 Croacion 2023 ¢ Fiscal (Fiscal Responsibility Oversight

ARO 30 Creacion 1998 C mittee)

ANO de creacion: 2017
Costa Rica
Consejo Fiscal Independiente

ANO G& Croacion. 201

Y

Panama
Consejo Fiscal
ANO do CreacIon 2018 Brasil

Institucion fiscal independiente
(Instituicdo Fiscal Independente)

ANO do Croacion: 2016

Colombia
Comité Auténomo de la Regla Fiscal
ANO de croacion: 201 *

Peru
Consejo Fiscal
ARO do croacion. 2015

P.
Consejo Fiscal Asesor
ANO G0 CIOACION 2016

Chile
Consejo Fiscal Auténomo
ARG dO CIOICION 2013 **

Uruguay
Consejo Fiscal Asesor
ANO g0 Creacion: 2021

B En operacion
O No se encuentra operativo

O inexistencia de Consejo
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Fiscal councils: tasks not always commensurate with resources in LAC

Tasks
Country Year .Operational Safeguard Governing Sta Fisca_l ru!es Forecasts Performance Long-te.rm Poli_cy
independence on budget members monitoring assesment assesement analysis costing

Australia 2012 v v 7 36 v v v
France 2013 v v 11 / 5 \ v v v

Korea 2003 v v 1 125 v v v v
Netherlands 1945 v v 3 122 v v v
Portugal 2012 v v 7 18 v v v v

Spain 2014 5 31 v v v v

Sweden 2007 v v 6 6 v v v v

UK 2010 v v 3 34 v v v v v
Bahamas 2019 v 5 0 v v v

Brazil 2016 v v 3 6 v v v v v
Chile 2019 v v 5 3 v v v v

Colombia 2021 - v 7 8 v v v v

Costa Rica 2021 3 0 v v v

México 1998 5 60 v v
Panama 2018 - v 3 - v v v v
Perd 2015 v v 5 v v v

Uruguay 2021 v 3 1 v v v v

Source: based on IMF Fiscal Counsil Dataset, OECD 2021 IFl database, and local legislation.



Space to enhance credibility of forecasts in medium-term fiscal
frameworks

GDP growth forecast errors (p.p.) GDP growth and fiscal balance forecast errors (p.p.)
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Note: Forecast error defined as difference between Actual/Observed value and Forecast for the respective variable
Source: Right — Budget documents/MMPs of each country and consensus forecasts from Focus Economics. Left — Based on the MMPs of each country.



Space to enhance credibility of forecasts in medium-term fiscal
frameworks

Fiscal forecast errors (p.p. of GDP)
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Fiscal rules can reduce extent of over-optimism

0.30 Fiscal balance forecast errors
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Conclusions

* Fiscal rule effectiveness cannot be improved in isolation from the quality of
the overall policy framework

 Mechanisms to foster compliance are key to enhance effectiveness of fiscal
rules

* Strengthening medium-term fiscal frameworks that provide credible “forward
guidance” as to how fiscal targets will be achieved in the future

 Establishing fiscal councils to increase reputational costs from deviating from
rules and by having a say following periods of non-compliance on how the rule
will be enforced
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Fiscal institutions as parchment barriers to fiscal discpline?

AR 2 L

FEDERALIST PAPERS

A COLLECTION OF

ER S AL X8

WRITTEN IN FAVOUR OF THE
NEW CONSTITUTION
AS AGREED UPON BY THE

FEDERAL CONVENTION

SEPTEMBER 17, 1787

HAMILTON, MADISON, JAY

Will it be sufficient to mark, with precision, the boundaries of these departments, in the
constitution of the government, and to trust to these parchment barriers against the
encroaching spirit of power? (The Federalist Papers, XLVIII)
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