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In Chile, the government of Sebastián Piñera has reiterated the importance it attaches to an austere fiscal policy. But at the same time announced deficits for each year of his term, and at least for the first period of the next administration,.
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Jeffrey Frankel, a professor at Harvard, notes that  the more a center-right government talks about fiscal austerity, the less they practice it. The conservatives Ronald Reagan and George W. Bush, for example, rose spending, cut taxes and accumulated unprecedented debts. Something similar happened in New Zealand in the eighties. 

In Chile, the government of Sebastián Piñera has reiterated the importance it attaches to an austere fiscal policy. But at the same time announced deficits for each year of his term, at least for the first of the next period. According to their own projections, the average actual fiscal balance that the Piñera administration will result in a deficit of 0.88% of the GDP. What a contrast to the average surplus of 3.95% of GDP, the highest in our history, bequeathed by the Bachelet administration. 

 

Regarding the structural fiscal balance, adjusted for the ups and downs of the economic cycle, the government projected a deficit in 2010-13 averaged 1.73% of GDP. By contrast, using the standard calculation method used until 2009, the government of Michelle Bachelet run structural surplus averaged 0.1% of GDP. And if you apply retroactively the new methodology suggested by the Advisory Committee chaired by Vittorio Corbo, the structural deficit of the previous government reached an average 0.55% of GDP, ie less than a third of today forecasts. According to the projections released by the Ministry of Finance, the government of Sebastián Piñera has chosen a fiscal path much less stringent than that of Michelle Bachelet. 

What explains the laxity of the current fiscal policy? Let’s rule out some possible explanations.

Don’t blame the earthquake 
The government has estimated reconstruction costs at 8,400 million dollars. In round figures this means a percentage point of GDP per year for the next four years. Might be assumed that this extra expenditure explain the deficits. To test this hypothesis, subtract the amount attributable to the structural gap earthquake 2010-13 average. Result: the average government deficit Piñera is still much larger than any structural outcome Bachelet government. 

As for the cash-balance weights that actually enter and leave the treasury , after correction by the earthquake, the Government surplus Piñera would be 0.17% of the GDP..... twenty-three times less than what was saved by Bachelet! 

Therefore, the disaster of February 27 does not explain the difference in fiscal income between the two governments. Rather, there seems to explain it, because we do not know very well or how or when the government spends on reconstruction. In the interest of transparency, the opposition asked to separate from the regular budget of 2011 the exceptional expenditure required by the earthquake. 

Don’t blame the initial conditions
The current administration inherited a better fiscal situation than any administration in the history of Chile. Even after the extra cost caused by the international crisis at the end of 2009 Chile was a net creditor, the government had more financial assets than public debt, which had not happened in our 200 years of republican life. 

Countries in this situation can be counted on the fingers of one hand. On the other hand, countries like the U.S., Britain, Germany and France have public debt of 60% percent of GDP or more.  Chile of course had a fiscal deficit in 2009, as was natural and right in a year of profound international crisis. But that deficit was due to declines in tax revenues that have already been reversed or employment policies through increases in public investment, whose drag will benefit the country beyond 2011. This is another reason to conclude that deficits projected by the administration Piñera have little or nothing to do with the initial fiscal situation.

Don’t blame the economy
The Chilean economy has shown tremendous strength. Despite the international crisis and the earthquake, the growth is strongh: more than 5% this year, largely due to the fiscal and monetary stimulus applied in 2009 - and a forecast of 6% for the next one. This growth, coupled with the high price of copper, is a vitamin boost for the fiscal accounts. The government itself has estimated that this year will exceed revenues by more than 2,400 million estimated in the Budget Law 2010. Moreover, the government chose to reduce the Stamp Tax (on financial services) for the second half of 2010, with which the government will not receive $ 170 million. 

And the sharp increase in the price of long-term copper-de 2.13 to 2.59 dollars a pound, adds 2,000 million dollars in structural revenue (ie, which can be spent)  for both 2010 and 2011 Budgets. 

Where are then the initial difficulties that supposedly make it inevitable to have a fiscal deficit in each year of the reign of Sebastian Piñera? 

Don’t blame the methodology
You might also think that such deficits are because the government has set for itself a very demanding calculation method. Not so. 

The government endorsed without reservation the accounting changes suggested by the Advisory Committee. Whatever the technical justification for these changes (which we do not agree for reasons explained in a document available on www.cieplan.cl) the result is that, although using this new methodology would have decreased the spending space of the Bachelet's administration, the new methodology will increase the spending for the government of Piñera. With the methods used until 2009, the structural deficit implied in the Budget 2011 would have amounted to 2% of GDP. With the new methods suggested by the Advisory Committee, the figure drops to 1.8%. 

The new methodology treats like permanent tax changes that are only transitory, like the ones used to alleviate the negative shock of the international financial crisis. Now that the tax exemptions are over, the increased revenues will be added automatically to structural revenues, without having to modify a*ny law.

The second implication of this logic is that the higher revenues resulting from the recently approved temporary tax increases may be treated for accounting purposes as if they would last forever, but the very law says that expire in three or four years. Thus, the Piñera administration may finance permanent expenditure with transitory revenues, contrary to a basic principle of fiscal prudence.

What then?
If the root of the government's fiscal laxity is not explained by the earthquake, nor  the initial fiscal conditions, or growth or the price of copper ... where then is the reason? Perhaps the best explanation is that there is no good explanation, or that the reasons are not technical, but of a different order.

Also the question arises why the government will soon turn eight months and have not announced a goal of structural balance by 2010, as imposed by the Fiscal Responsabilidy Law, leaving fiscal policy unanchored.

And it is impossible to ignore the multi-billion question: the government's decision to maintain structural deficits through 2014 is it compatible with a promise to support the competitiveness of our exports and the export sector workers?

These questions and many others will arise in the parliamentary debate ahead. That debate will be the best antidote to what happened in the U.S. and New Zealand, as Frankel notes, "The center-left governments often have to clean up the havoc that center-right  governments leave."
