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OECD and fiscal risks

38 member countries, among which some of the pioneers in fiscal
risks management.

Since the early 2000s, successive OECD recommendations on fiscal
risks management (Best Practices for Budget Transparency and
Principles of Budgetary Governance).

OECD realises comprehensive surveys of its member countries’
budget frameworks, which form the basis of Managing fiscal risks:
Lessons from case studies of selected OECD countries.



https://www.oecd.org/governance/budgeting/Best%20Practices%20Budget%20Transparency%20-%20complete%20with%20cover%20page.pdf
https://www.oecd.org/gov/budgeting/principles-budgetary-governance.htm
https://www.oecd-ilibrary.org/governance/managing-fiscal-risks-lessons-from-case-studies-of-selected-oecd-countries_7db1d712-en
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1. Fiscal risks management in
the OECD
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What makes a macro or fiscal
development a fiscal risk”?

Are all potential macro or fiscal developments identified?
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What is included in the forecast?
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Interest rates' increase |:> Unsustainable debt level

Recession Financial crisis Lower ouput growth

Additional mandatory spending

(welfare, health) Technological changes Ageing

Natural disaster(s) |:> Climate change

>

Short-Term Medium-Term Long-Term

What is the time horizon considered?



// Definition and taxonomy of fiscal risks
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Source: OECD, 2021.




// Management of fiscal risks

Set disclosure and management objectivesin legislation
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Identify and measure
fiscal risks

Define a strategy for
fiscal risks
management

Select shock scenarios
and realise stress
tests
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Disclose significant
risks to forecasts

Report management
actions

Consider in fiscal
policy decision
making

Source: OECD, 2021.




Institutional responsibilities
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Councll of minister

binister of finance

Ministry of finance
and/for
Fiscal risks committes

*  Consider fiscol risks for policy decision making

= Approve the strategy
*  Monibor new ond existing fiscol risks and wse this information at the

decistons-making stages of the government’s annual budget process
*  Report to the legisiature

*  Establish @ manogement strategy
*  Consoltdate ond analyse flscal risks
= Prowide guidance and tools

Ministries Agencies

*  [dentify and measure specific risks
Funds *  Repart fiscal risks bo the ministry of finonce
*  Monoge fiscal risks
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Source: OECD, 2021.
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2. Post-COVID challenges for
MOFs
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Policy risks

Consistency between most recent
approved budget and the previous
year’s expenditure ceiling, 2023

39%

36%

25%

Aligned Non aligned Not applicable

Source: 2023 OECD SBO Survey on
Budget Frameworks, preliminary results.

Fiscal frameworks put to test
during the COVID-19 crisis.

Exception becoming the
norm due to a succession of
crises.

Need to rebuild credibility of
spending forecasts and
MTEFs.




Non-standard policy instrument risks
1. What they are
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Balance-sheet
based policies




Non-standard policy instrument risks

2. Why they matter

Change in government guarantees in
terms of GDP, between 2019 and 2021
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Source: OECD staff estimates based on government guarantees
in national currency: Eurostat for EU member-states, national
sources for other OECD countries; for GDP in national
currency: OECD National Accounts Statistics (database) on 2
May 2023.

Use of non-standard
policy instruments (e.g.,
guarantees) increase
during crises.

Increasingly considered
for delivering new
policy objectives such as
the green transition.




Natural disasters and climate change
risks

Challenges with estimation of costs

Few OECD governments disclose and :
of natural disasters

quantify natural disasters and wider

climate Change I'.ISkS .(ext.reme [ Expenditures ] Revenue losses]
weather events, implications of
carbon taxes, etc.) Direct payments to
Generally, quantification oot
methodologies are not e
COmPFEhenSiVe enOugh. Economic stimulus
Very few OECD governments and T

Hospitals, LGs,
[FIs have attempted the SOEs
comprehenswe 1ncorp(?rat10n of net Source: Fiscal Resilience to Natural
Zero 1nto longer—term fiscal Disasters: Lessons from Country

projections. Experiences | en | OECD


https://www.oecd.org/gov/fiscal-resilience-to-natural-disasters-27a4198a-en.htm
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3. Way Forward




>> Way forward for OECD countries

* Restoring sound fiscal frameworks (OECD Spending
Better Framework).

e Managing risks from non-standard policy instruments
as a priority (Balance sheet-based policies in COVID-19
packages).

« Incorporating the transition to net zero in fiscal
projections (Climate Working Group of the OECD
PBO/IFI Working Group).



https://www.oecd.org/gov/budgeting/
https://www.oecd-ilibrary.org/docserver/6b946136-en.pdf?expires=1686857348&id=id&accname=ocid84004878&checksum=1DDAAC3CB6B7297402659B09F7F48B69
https://www.oecd.org/gov/budgeting/parliamentary-budget-officials/
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