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Fiscal Policy Dialogue — Annotated Agenda

We take this opportunity to once again welcome our colleagues from across the APEC
region, including partner International Organisations. This Fiscal Policy Dialogue provides an
opportunity for economies to share their insights regarding the current and future role of
fiscal policy, how to manage fiscal risks, and how to support strong and inclusive economic
growth. This discussion will also provide a link to the Economic Committee’s mandate to
promote structural policy reform within APEC.

We are pleased to welcome our keynote speakers, Dr Adam Posen and Dr Vitor Gaspar,
who will each introduce one day of this Dialogue. We look forward to discussing their
valuable insights during the plenary sessions.

Economies are asked to limit their interventions on each day to three minutes in order to
facilitate free-flowing discussion. Requests for intervention in all sessions should be made by
writing your economy name in the chat box; the Chair will then call economies in order. In
the plenary discussion, we request that participants only make one intervention per session.

Day One: 6 July 2:00pm — 5:00pm (NZT)

Time

(NZT) Agenda

2:00pm - Welcome and Introduction
2:10pm

Dr Caralee McLiesh, Secretary and Chief Executive of the Treasury, will welcome
attendees to the session. Dr McLiesh will deliver brief opening remarks about the
importance of APEC economy collaboration, outline the objectives for the session and
agenda, and then will open the session with a mihi.

Dr McLiesh will then introduce and hand over to Mr Bryan Chapple, Deputy Secretary,
New Zealand Treasury, who will chair the remainder of the Dialogue.

This session will include a family photo

2:10pm — |Keynote Speech: Adam Posen, Peterson Institute for International Economics
2:40pm

Mr Chapple will introduce Dr Adam Posen, Peterson Institute for International Economics,
as the keynote speaker for Day One (20 minutes).

Following the presentation, Mr Chapple will ask Dr Posen a few questions about his
presentation (10 minutes).

At end of the Q&A, Mr Chapple will thank Dr Posen and transition the meeting to Session
One.

2:40pm — |Session One: Fiscal Policy in Response to COVID-19
3:45pm

1 A mihi is a Maori greeting which pays tribute to you our guests and welcomes you to the session. An
English translation will be provided.
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Fiscal policy has shouldered an unprecedented portion of the burden in responding to the
COVID-19 pandemic. This has resulted in large increases in deficits and public debt in
many APEC economies, leaving policy-makers faced with a range of challenging policy
trade-offs. These include how to balance the risks of providing too much support and
overheating the economy against not providing enough support or withdrawing support
pre-emptively and exacerbating economic scarring.

Where the pandemic is more controlled, policy choices include how fiscal policy can
support the transition from crisis-focussed responses to COVID-19 aimed at preserving
jobs and livelihoods, to more targeted approaches that support a strong, sustainable,
green and inclusive recovery.

These discussions could include consideration of the current and future trajectory of key
economic metrics such as growth, public debt and interest rates, and the longer-term
structural challenges APEC economies face on climate change, productivity, and inclusive
growth.

Format
'The discussion will be moderated by the Chair. The Chair will provide a brief introduction
to the topic and note the questions for discussion, before inviting the first lead discussant
to provide their remarks.
Questions for discussion:
1) What are the key considerations for economies currently as we determine our
fiscal responses to COVID-19, recognising the wide range of different

circumstances?

2) How do you assess the balance of risks regarding whether to maintain, increase or
recalibrate fiscal stimulus, or to consolidate?

3) How does the interest rate outlook affect your decisions?

4) What fiscal and economic indicators should inform our judgements about the
future direction of fiscal policy (does debt-to-GDP still matter)?

After the final lead speaker, the Chair will invite participants to register their interest in
speaking via the chat function.

3:45pm — .

3:50pm BREAK 5 minutes

3:50pm — |Session Two: Future Role of Fiscal Policy
4:55pm

In the past two global economic shocks, fiscal policy has played a crucial role in stabilising
economic activity and achieving full employment. This is mainly due to some combination
of limited monetary policy space, low debt financing costs in some economies, and fiscal
policy’s ability to better address the distributional impacts of a shock than monetary policy.

In light of experience over these two episodes, economies may be reflecting on whether
current fiscal frameworks and strategies (such as limits for sustainable public debt) and
the current assignment of roles between fiscal and monetary policy are fit-for-purpose in
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light of future challenges. These future challenges include reduced fiscal space (although
the level of sustainable debt may have increased), the sustainability of debt if interest
rates increase, the risk of future shocks, and political economy constraints.

Format

'The discussion will be moderated by the Chair. The Chair will provide a brief introduction
to the topic and note the questions for discussion, before inviting the first lead discussant
to provide their remarks.

Questions for discussion:

1) What is the role of fiscal policy in macro-stabilisation? Has COVID-19 (and
other shocks such as the global financial crisis) changed your view of fiscal
policy’s role in macro-stabilisation?

2) What are the institutions and frameworks that would enable us to promote
fiscal sustainability in the medium term? How have your views changed as a
result of current experience?

3) What currently are the key considerations for economies in determining the
appropriate mix of fiscal and monetary policy?

4) How are fiscal strategies and frameworks aiming to address future challenges?

After the final lead speaker, the Chair will invite participants to register their interest in
speaking via the chat function.

4:55pm —
5:00pm

Wrap up and close

Mr Chapple will summarise the discussion for the first day, introduce the topics for second

day, and thank attendees for their contributions.
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Day Two: 7 July 2:00pm — 5:00pm (NZT)

Time
(NZT) Agenda
2:00pm- |Welcome to Day Two
2:05pm Mr Bryan Chapple will continue to chair the Dialogue. Mr Chapple will welcome
attendees to the session and outline the agenda and objectives for the meeting.
2:05pm — [Keynote Speech: Vitor Gaspar, International Monetary Fund (IMF)
2:35pm Mr Chapple will introduce Dr Vitor Gaspar, International Monetary Fund, as the keynote
speaker for Day Two (20 minutes).
Following the presentation, Mr Chapple will ask Dr Gaspar a few questions about his
presentation (10 minutes).
At end of the Q&A, Mr Chapple will thank Dr Gaspar and transition the meeting to the
next session.
2:35pm — [Session Three: Managing Fiscal Risks
3:40pm

During the COVID-19 pandemic, public debt has increased at an unprecedented pace in
many APEC economies. Average public debt worldwide reached 97% of GDP in 2020
and the IMF projects it to stabilise at around 99% of GDP in 2021. In some economies,
while the COVID-19 impact has raised debt temporarily, population and health spending
pose long-term challenges to fiscal sustainability.

This is particularly challenging for economies who face a sharp trade-off between fiscal
support and debt sustainability. Fiscal frameworks should be identified that can help
balance and manage the risk of premature support withdrawal with the goal of
rebuilding fiscal buffers to address future shocks. New tools may be needed to assess
the forward-looking risks to sustainability of public debt, improve the transparency of
fiscal accounts, adjust fiscal frameworks to support credibility, and raise the awareness
of responses to longer-term pressures from demographic change.

Format

The discussion will be moderated by the Chair. The Chair will provide a brief
introduction to the topic and note the questions for discussion, before inviting the first
lead discussant to provide their remarks.

Questions for discussion:

1) How are economies intending to approach future adjustments in fiscal policy?
What are the triggers for consolidation?

2) How do we manage fiscal risks and fiscal sustainability? What tools may be
needed?

3) How can fiscal frameworks help balance and manage the risk of premature
withdrawal of fiscal support with the goal of rebuilding fiscal buffers to address
future shocks?
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4) What role should revenue levers play in rebuilding fiscal positions?

After the final lead speaker, the Chair will invite participants to register their interest in
speaking via the chat function.

3:40pm — .
3:45pm BREAK 5 minutes
3:45pm — [Session Four: Fiscal Policy and Inclusive, Sustainable Growth
4:50pm
While economies’ management of the pandemic and subsequent recoveries will
progress at different speeds, all economies will be considering what role fiscal policy
plays in responding to existing challenges, some of which have been exacerbated by
the pandemic. For example, the pandemic exposed gaps in policies supporting
vulnerable households and population groups, and emphasised the importance of social
safety nets and access to health and education.
Economies will need to consider economic impacts, progressivity and economic equality
as they raise revenue to respond to the pandemic. Economies will also need to consider
how fiscal policy can support long-term objectives, such as meeting Paris Agreement
climate targets and strengthening productivity growth, to ensure growth is sustainable
and inclusive into the future.
Format
The discussion will be moderated by the Chair. The Chair will provide a brief
introduction to the topic and note the questions for discussion, before inviting the first
lead discussant to provide their remarks.
Questions for discussion:
1) How can fiscal policy support inclusive and sustainable growth?
2) What role do revenue levers play in promoting inclusive growth and meeting
other long-term challenges such as climate change?
3) What are the benefits and trade-offs when considering the role fiscal policy plays
in promoting inclusive and sustainable growth?
4) What policies promote a green recovery and combat climate change, while also
enhancing fiscal sustainability?
After the final lead speaker, the Chair will invite participants to register their interest in
speaking via the chat function.
4:50pm — Wrap up and close
5:00pm

Mr Chapple will summarise the discussion for Day Two and thank attendees for their
contributions.
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Economy Time Zones

Economy Local time for 2:00pm NZT?
Australia 12:00pm
Brunei Darussalam 10:00am
Canada 10:00pm*
Chile 10:00pm*
China 10:00am
Hong Kong, China 10:00am
Indonesia 9:00am
Japan 11:00am
Korea 11:00am
Malaysia 10:00am
Mexico 9:00pm*
New Zealand 2:00pm
Papua New Guinea 12:00pm
Peru 9:00pm*
The Philippines 10:00am
Russia 5:00am
Singapore 10:00am
Chinese Taipei 10:00am
Thailand 9:00am
USA 10:00pm*
Viet Nam 9:00am

2 Please note: all times with asterisks are the day before. New Zealand has finished daylight savings, taking us
to New Zealand Time (NZT).
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Facing the severely negative impacts resulting from the pandemic,
we, like most economies, have been adopting expansionary fiscal policies.
In the beginning of the pandemic outbreak, we soon went through all the
legislative process and funded a special budget for implementing relevant
prevention, relief, and revitalization measures. To date, the total amount
of this special budget is US$24.3 billion, which is equivalent to 3.2% of
our GDP. We have an additional US$5.7 billion reserved to respond to
future wave.

In addition, we adopted a “micro-targeting” strategy for the relief
measure. It means that we distribute our resources to targeted people and
businesses which are seriously affected by the pandemic rather than
offering cash payments to the general public. This will provide resources
directly to those in need without placing an undue burden on government
finances.
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(Future Role of Fiscal Policy)

FHERRFFELR €~ ANHEF

4o B AT
1 PAFCref BAMEAE R R Ed 2P 2R H(E R o2t

GRRA S )T RGN PHIE LS L RE?

2.@ﬁﬂga#ﬁ¢y£Wﬁﬁﬂ$Mﬁk§ﬁ?gﬁ§%%
GRS EANRY -

3.Q,%%ijwﬁﬁﬁﬁﬁﬁﬁﬁbigﬁiifi§ w7

4. oK pAFT g 2 E LR i—a‘\w“%(amg/ﬁ\mﬁ 7 B
g A2 F AR s A RGBT 2 b G~ 5 SRV
$)9

TR P

—\ﬁﬁﬁﬁ%£@Wﬁw§$£WWﬂé’%i%%%@’%ﬁ
AR R B B pcfR i S P 1R B 5 TR & R R
BFILL ST R 2ZF a8  NAFRREFE > T ApMrciE
’3: o

N

2020 # B 42 5 B & > ¥ 7] COVID-19 % | ¥ > o W) 3 7|
%%ﬂﬁﬁﬁwﬁ?’iéﬁ%; iR EYEa Fio i O
)% é‘/éw | pE AR A E KSR EE % 38 (2021 & & 1 2022 & &)

1 82 R E (BT W 2,298 ,@m) A iﬂﬂiﬁd £ A 0N
5%&*%%% » FIBA R P 2 LT R o IR SR I
FE AR RE (T RF F)p AR R BT L 2 L
oo AMRAET A

’

z?ﬂ

g

=

23




B

AE AR R R aEF AR S P R PR & R
AR T & 2 5 2020 & B AR R FIURE LR R
BV LB RTEE A TR EAEE ’?‘.ﬁ?sﬁ,;n apE A H IR
LT E % 3Hp(2021 &= A 3 2022 & B ) 82 mE ~(FrE R 2,298
) g E SRR % B AL 0 A T e T
JE RS r*iipgmﬁ 2 U E4bet | S ApRERAD Pﬁﬂi‘
S SIEFT AT T AR P HAERAEFE > umiEREL S o

AFMEMAFFRE R ARS A F AR AFERSIE L
E1L o L{ERNEE RS PEAREN  PHS Hr o rER
RREEES  RIRGAEN O S ABRARE N p RS E S F Y
Fritd 2 VR BRAMBARYTE & o

The goal of our fiscal policy is to maintain fiscal stability; however,
in response to various shocks brought by the pandemic and supporting
the needs of government policy, we funded special budgets for
implementing relevant prevention, relief, and revitalization measures and
for promoting the third term of our “Forward-Looking Infrastructure
Development Program.” This program started in 2017 with a total amount
of US$30 billion over the entire four terms; it is now undergoing the third
term. The third term (2021-2022) budget is US$8.2 billion. In addition,
our government has recently put a lot of funding resources into sectors
related to digital transformation, energy and carbon reduction,
biotechnology and medicine, and subsidies to teenagers and
disadvantaged group. At the same time, we led private investors to be
involved in the development of industries in these fields, so that we can
expect to have a successful industrial reform.
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We consider that supportive fiscal and monetary policies are main
tools to be used to promote business cycle and economic growth. Above
that, the key point is what policy goals we would like to achieve by using
these tools. Through expanding public infrastructure expenditure and
implementing revitalization measures, we look forward to boosting the
economy and driving the natural growth of taxation to form a virtuous
fiscal circle and further achieve the goal of fiscal sustainability.
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(Managing Fiscal Risks)
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In the past few years, our fiscal condition had been gradually
improving. However, in response to COVID-19, we funded a special
budget for implementing relevant prevention, relief, and revitalization
measures, and the budget has been expanded three times since then. The
ratio of outstanding debt with a maturity of 1 year or more incurred by
the Central Government to the nominal GDP in 2021 is projected to be
29.4%; nonetheless, it is still under control and showing sufficient fiscal
resilience to support the needs of government policy and the future
recovery.

In the future, we will continuously implement source-broadening and
cost-cutting measures in our revenue strategies and, concurrently, control
the growth of debt and deficit in compliance with relevant financial
disciplinary provisions so as to maintain financial soundness amid the
pandemic.
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!=i INTERNATIONAL ECONOMICS

Fiscal Success During COVID Says Believe the
Good News
>>Turn your attention to how to use fiscal space<<

Adam Posen
PIIE

APEC Finance Ministerial Fiscal Workshop
July 6, 2021

| am grateful to Madi Sarsenbayev for research collaboration, and to him, Olivier Blanchard, Jason Furman, Jacob Kirkegaard, Joseph Gagnon, Maurice
Obstfeld, and Peter Orszag for discussion of these issues. The views expressed herein, however, are solely my own, and not necessarily those of any
members of the PIIE Board or staff. ©PIIE, 2021

Fiscal policy delivered in the pandemic e

* Response was rapid and commensurate in scale

« Multipliers were high and lags were few

* Fiscal-monetary cooperation worked globally

* Bond markets accepted the response

« Exchange rates and inflation expectations were
stable

« Most emerging markets and even low-income
economies had macro space after April 2020

» Public investment (in vaccines) crowded in private
expenditure

* Automatic stabilizers were extended successfully

7/6/2021 ©PIIE, 2021
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Overcoming the bias against good news i

* Fiscal officials are trained to be skeptical, to see their role
as conservatives, to say no to spending

* At some point, we have to trust the accumulation of
evidence in favor of fiscal space being larger
« Pandemic stress tested longer-term trends

* When public expenditure is put to good use, both markets
and citizens can appreciate it

* The savings glut/shortage of safe assets has persisted and
shows no sign of going away

« The arguments for going the other way — expansionary
austerity, crowding out private investment, relative
importance of long-term over stabilization goals, inducing
structural reform — have been contradicted by experience

7/6/2021 ©PIIE, 2021
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The good news is that r-g<0 for APEC members most of the time. So? 4

AR\

There are no simple limits, or even robust rules of thumb, for when an
economy issues too much public debt. But current fears of reaching such
limits are excessively restrictive.

As in Blanchard (2019, 2021), a good starting point is to look at when the
safe rate of interest is below the rate of income growth. A sustained negative
r-g differential implies that an economy:

» Can run a primary deficit in line with r-g and keep debt/GDP ratio constant

» Can issue additional debt for a one-off (emergency), and never need to raise taxes to pay for it
Fiscal space is particularly valuable when the cost of recessions is high
relative to trend growth, and monetary policy is near the Effective Lower
Bound for interest rates

» Then the stabilization role of fiscal policy is more meaningful

» Hence Furman and Summers (2020) focus on debt-service ratio to GDP rather than debt levels

4
71612021 ©PIIE, 2021
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Will nominal and real interest rates stay low? i

Reasons to believe in continued low rates:

*  Demographics and convergence increase global savings

*  Worker bargaining power over wages remains limited

*  Pace of technological progress remains slow at frontier

*  Diminished risk appetite from private investors raises safe asset demand

* Repeated inflation undershoots anchor inflation expectations

. Rates in the US, and to a lesser degree in China and Euro Area, lower the floor for others
«  Stability of government regimes is high if not increasing

* Low levels of taxes and foreign currency debt make consolidation feasible if necessary

Humility about forecasts for r* is justified, though — we will come back to that caution

7/6/2021 ©PIIE, 2021

The global real interest rate decline is not just a recent event IEE#

Real safe interest rate (global measure)
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Source: Schmelzing (2020)

7/6/2021 ©PIIE, 2021
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Will this hold for most or just a few APEC Members? i

The critical question becomes what could cause r to jump well above g? If it
does for some members, a problem for all — contagion, crises, doubts...

* Will there be an exogenous shock to r?

* Will spending increases at some level cause r to rise?

*  Will public spending drive out private investment and thus shrink g while r rises?

Except for the 1997-99 Crisis, however, interest rates have remained low for
most Emerging Markets and some Lower Income Economies

* And remember, one source of anger about the Asian Financial Crisis was the lack of
connection between public sector indebtedness and crisis vulnerability

* While financial markets do not ‘remember’ crises very often or long in terms of
persistently keeping economies out of public debt issuance

» As BIS (2021) notes, most LMIEs have continued to issue public debt despite COVID

7/6/2021 ©PIIE, 2021

Sovereign debt demand been rising long-term "E#

General government debt (% of GDP)
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Sources: Moody’s Investors Service and IMF. See Moody’s Investors Service Debt after COVID — Focus on sovereign debt: unequal debt realities, June 2021

7/6/2021 ©PIIE, 2021
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LMIEs ran counter-cyclical fiscal policy during a global crisis!

Fiscal Policy Response as of end of December 2020

Percent of 2020 GDP
14

12

10

Advanced Emerging Market and Low-Income
Economies Middle-Income Developing
Economies Economies

Source: IMF (2021); Furman (2021)

7/6/2021 ©PIIE, 2021

Figure 1la

Interest-growth differentials for select APEC economies

a. High income commodity exporters b. Latin American economies
e = Australla === Russla — = Chile
15| === Canada == US 15| === Mexico
- pow Zealand - Peru
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: PIIE Sources: |International Monetary Fund's World Economic Outlook (April 2021) and International Financial
? Statistics databases; and Organization for Economic Cooperation and Development, Macrobond

Financial AB, Indonesia Stock Exchange, Central Bank of Malaysia, Central Reserve Bank of Peru,
Philippine Dealing & Exchange Corp., and Chinese Taipei Central Bank via Macrobond.

Peterson Institute for International Economics | 1750 Massachusetts Avenue, NW | Washington, DC 20036 | www.piie.com
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Figure 1b
Interest-growth differentials for select APEC economies

(continued)
c. High income East Asian economies d. Developing South East Asian economies
20% 20%
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i PIIE Sources: International Monetary Fund's World Economic Outlook (April 2021) and International Financial
L Statistics databases; and Organization for Economic Cooperation and Development, Macrobond

Financial AB, Indonesia Stock Exchange, Central Bank of Malaysia, Central Reserve Bank of Peru,
Philippine Dealing & Exchange Corp., and Chinese Taipei Central Bank via Macrobond.

Peterson Institute for International Economics | 1750 Massachusetts Avenue, NW | Washington,DC 20036 | www.piie.com

Interest-growth differential is more negative for LMIEs

Large EM key fiscal indicators 2010-2019 APEC members’ interest-growth differentials 2000-2020
Economy Primary Balance Interest-growth  APEC
Differential Member Mean Standard Minimum Maximum
. Group Deviation
Brazil -0.2 -2.0
by GDP
India -2.8 -4.6
ind . — — Higher 0.1 34 -13.4 12.0
ndonesia -0. -3. Income
South Africa -1.4 1.2
Turkey -0.3 -4.5 Lower/  -3.0 6.2 -20.6 15.9
. Middle
United States -4.1 -1.6
Income
Blanchard, Felman and Subramanian (2021) Posen and Sarsenbayev (2021 in progress)

Peterson Institute for International Economics | 1750 Massachusetts Avenue, NW | Washington, DC 20036 | www.piie.com
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What if we take uncertainty about r more seriously?

Orszag, Rubin and Stiglitz (2021):

* Argument from experience, data, and theory to be humble about predicting interest rates

« Call to equip policymakers to face deep uncertainties about future interest rates (which may not
remain low forever) as well as hard-to-predict global shocks, and climate risks

* They reject fiscal anchors—simple limits on deficits or debt as a share of GDP—because any
attempts to modify such targets for the current period of low interest rates are likely to fail

* Their proposed policy changes instead:

* make the budget respond more automatically to economic distress (stronger automatic stabilizers)

* make the budget respond more automatically to long-term fiscal pressures (embed adjustment
mechanisms in health care and pension programs, possibly taxes)

* create a sustained counter-cyclical infrastructure investment program
» extend debt maturities to insure against interest rate changes

These policies are consistent with a better use of fiscal capacity assuming low r !

7/6/2021 ©PIIE, 2021

Figure 2

Emerging market economies have been more cautious in
managing their public debt, despite negative interest-growth
differentials

Change in general government gross debt vs. average interest-growth differentials,
select APEC economies, 2000-2019

Change in public gross debt, percent of GDP
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Eg& PIIE Note: Changes in general government gross debt and averages for interest-growth differentials are
W computed for a period from 2000 to 2019, but sample varies by an economy and is shorter in

same cases. Advanced economies are shown in blue and emerging market economies are
shown in red. Advanced and emerging market economy designations are based on latest
International Monetary Fund classification.

Sources: International Monetary Fund's World Economic Qutlook (April 2021) and International Financial
Statistics databases; and Organization for Economic Cooperation and Development, Macrobond
Financial AB, Indonesia Stock Exchange, Central Bank of Malaysia, Central Reserve Bank of Peru,
Philippine Dealing & Exchange Corp., and Chinese Taipei Central Bank via Macrobond.

Peterson Institute for International Economics | 1750 Massachusetts Avenue, NW | Washington, DC 20036 | www.piie.com
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What the good news about lasting r-g<0 in APEC should mean

!
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» COVID fiscal policy response is not something to
emerge from, but is a model going forward

« Stabilization is as important a role for fiscal policy
as structural reform efforts are

* Develop means to sustain and evaluate longer-
term infrastructure (green) investment and to
expand automatic stabilizers

* Lower-income APEC members should use more of
their fiscal space in a measured way

* Monetary coordination (swap lines, IMF) can and
should play a role to enable fiscal policy

* Fiscal restraint is not its own reward

7/6/12021 ©PIIE, 2021

Appendix Slides e

1. Correlation matrix of APEC (r-g)

2. Key References

7/6/12021 ©PIIE, 2021
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Correlation matrix for APEC interest-growth differentials

IDN JPN KOR MYS MEX NZL PNG PER PHL RUS SGP THA USA VNM

AUS CAN CHL CHN CHT
Australia 1.00
Canada 0.82 1.00
Chile 0.30 0.39 1.00
China 0.64 0.47 0.49 1.00
Chinese Taipei 0.01 0.20 0.56 -0.04 1.00
Indonesia 0.60 0.54 0.36 0.87 -0.26 1.00
Japan 0.14 0.36 0.32 -0.09 0.55 0.00 1.00
Korea 0.26 0.29 0.33 0.25 0.35 0.19 0.46 1.00
Malaysia 0.77 0.83 0.41 0.72 0.10 0.82 0.39 0.47 1.00
Mexico 0.58 0.80 0.56 0.54 0.28 0.61 0.61 0.47 0.78
New Zealand 0.65 0.54 0.03 -0.16 0.28 -0.29 0.19 0.31 0.17
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Sources:

1.00

0.31 1.00

0.55 0.14 1.00
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Role of fiscal policy in macro-stabilisation

Institutions and frameworks to promote fiscal sustainability

Considerations in determining the appropriate mix of fiscal
and monetary policy

Fiscal strategies and frameworks to address future challenges
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The role of fiscal policy: Australia’s experience

% of GDP % of GDP
4% - Primary Balance 1 4%

2% I| 1 2%
2% | w 2%

-4% -4%

6% -6%
-8% 4 -8%
1980-81 1985-86 1990-91 1995-96 2000-01 2005-06 2010-11 2015-16  2020-21

(e)

Source: Treasury

Note: the shaded areas reflect periods of economic downturn in Australia Slide 3

The future role of fiscal policy: policy needs
to be conditioned on circumstances.

Circumstance Fiscal Policy Instruments

Crisis - Financial crisis (GFC) Deposit guarantees;
- Public health Cash payments to households
emergency (Covid) Economy wide wage subsidy;
- Natural disaster Households & business cash support
Recovery - Post (major) financial, Business investment incentives; tax
natural disaster, trade or and wage subsidies to incentivise
public health shock and support participation

Business cycle - Domestic corporate or  Automatic stabilisers; enhanced
‘fine tuning’ housing investment cycle automatic stabilisers(?)
- Terms of trade shock

Slide 4



Institutions and Frameworks

e Australia’s current macro economic management framework
was developed in the 1990s.

* Independent central bank with inflation targeting mandate.

e Legislated ‘Charter of Budget Honesty’ and ‘Intergenerational
Report’ to guide fiscal policy.

Slide 5

The Government’s Fiscal Strategy

e The Government revised its Economic & Fiscal Strategy to
respond to the new circumstances as a result of Covid-19.

e Revised fiscal strategy is state-contingent and comprises two
phases:

Phase 1: Economic Recovery Plan conditioned on unemployment rate

Phase 2: Medium-term fiscal strategy directed at fiscal sustainability

Slide 6



Approach to phase 1 evolving in line with
recovery

Crisis Recovery

Wage subsidy and income Private sector-led growth
support payments (including through
(phased out at the end of business tax incentives)
March 2021) with additional support
for vulnerable cohorts and
sectors.

Slide 7

Debt ratio to stabilise in the medium term

% of GDP % of GDP
60 - _ ; , 1 60
Estimates g Medium term
Gross debt |

50 | o~ 50

2020-21 Budget

2021-22 Budget
40 40
30 | 130
20 i : i . . 20
2016-17 2019-20 2022-23 2025-26 2028-29 2031-32

Source: 2021-22 Budget, Treasury.
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Intergenerational Report:
Long-term fiscal projections

% of GDP % of GDP
60 | 5 | 60

50 r 50

Gross debt

40 | 1 40
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2000-01 2006-07 2012-13 2018-19 2024-25 2030-31 2036-37 2042-43 2048-49 2054-55 2060-61

Source: 2021 Intergenerational Report, Treasury.
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Key takeaways and future challenges

Role of fiscal policy in macro-stabilisation

Institutions and frameworks to promote fiscal sustainability

Considerations in determining the appropriate mix of fiscal
and monetary policy

Fiscal strategies and frameworks to address future challenges

Slide 10
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01 “k Divergencies

Controlling the Pandemic is Economic Policy

Vaccination gap glosting (:j;e Q?P Id that at least 40 t of le in all
: rants and donations could ensure that at leas! percent of people in a
(Total doses per 100 population) economies are vaccinated by year’s end, and 60 percent in the first half of
2022.

(scenario with pre-purchases by COVAX+ India and donations by HICs, effective vaccine

coverage, percent)
80

90

70

85
80

75 75
70 72 70 70

60 60 60
50
40 40 40

30 |

20 |

18

Apr 2021 Dec 2021 Apr 2022
A= e  EClE SRECLIRCS @ Highincome {1.2bn people) @ China (1.4bn people)
@ Other low- & middle-income (1.2bn people) ) India (1.4bn people)
Source: Our World in Data, and IMF staff calculations. @ Avcon r—

Note: AMC91 stands for the group of 91 low- and middle-income economies (excl. India) that are
eligible to access the COVAX AMC facility. Other LMIC refers to the group of low- and middle-
income economies excluding India, China, and AMC91 economies. HIC refers to high income
economies as per World Bank income classification. The bars report the fraction of population
fully vaccinated. The effective rate of vaccination coverage is depicted for April 2021, equivalent
to total does per 100 divided by 2.
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A Plan to End the COVID-19 Pandemic

Benefits: 9 trillion additional GDP and 1 trillion additional tax revenues in advanced
economies (cumulative by 2025)
Costs: 50 billion
The proposal
» Vaccinate at least 40% of the population of all economies by end-2021 and 60%
of the population of all economies by the first half of 2022

* Have a contingent plan against risks of adverse health developments (including
therapeutics and NPI interventions like testing and tracing)

Mobilizing multilateral financing is urgent (for upfront vaccination)

Endorsed by IMF, WB, WHO, and WTO.

Source: Presentation by the MD based on the work of Argawal and Gopinath

Divergent Recoveries

USA Japan China
Real GDP per capita Real GDP per capita Real GDP per capita
(PPP $, log scale, 2019=100) (PPP $, log scale, 2019=100) (PPP $, log scale, 2019-100)
130 130 130
125 125 125
i 120 120

115 115 115
110 110 110

105 W 105 / 105
100 V/ 100 / - .
95 95 w 95

90 90 90
2019 2020 2021 2022 2023 2024 2019 2020 2021 2022 2023 2024 2019 2020 2021 2022 2023 2024
=—=\WEO Oct19 =e=WEO Oct20 =o=\WEO Oct19 =e=WEO Oct20 —e=\WVEO Oct19 =e—=WEO Oct20
—e—\/VEO Apr21 ——\WEO Apr21 —e—\VEO Apr21

Source: IMF World Economic Outlook (WEO)
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Divergent Recoveries

EMEs excl. China Indonesia Viet Nam
Real GDP per capita Real GDP per capita Real GDP per capita
(PPP $, log scale, 2019=100) (PPP $, log scale, 2019=100) (PPP $, log scale, 2019=100)
130 130 130
125 125 125
115 115 115
110 110 110
100 100 100 -
95 95 95
90 90 90
2019 2020 2021 2022 2023 2024 2019 2020 2021 2022 2023 2024 2019 2020 2021 2022 2023 2024
——WEO Oct19 —+—=WEO Oct20 —e—WEO Oct19 —e—WEO Oct20 ——WEO Oct19 —e—WEO Oct20
=—e—\WEO Apr21 ——\WEO Apr21 ——WEO Apr21
Source: IMF World Economic Outlook (WEQO)
The Importance of Finance
GDP per capita, PPP International Dollars Primary Spending as a % of pre-pandemic GDP
(Indexed values of GDP per capita from FM Apr21, 2019 =100) (Difference between FM Apr21 & FM Oct19, percentage points)
120 5
43 4.5
115 o
1121
110 3
2
105
1
100
; 0
% 956  96.1
-1
80 13 44
2019 2020 2021 2022 2023 2024 2 x

_— ) ) 2019 2020 2021 2022 2023 2024
=o=Low Credit Risk =+=Performing =e=Stressed/Distressed
=o—| ow-Credit Risk =+=Performing =—e=Stressed/Distressed

Source: Bloomberg Back Office (a product of Bloomberg LLC) & the Sovereign Debt Monitor (SDM), IMF World Economic Outlook (WEO), IMF Fiscal Monitor & Staff Estimates.
Note: Economies with weighted average spreads below 200 are classified as low credit risk, those in between 200 and 700 are classified as Performing and those above 700 are classified as Stressed/Distressed. Weighted average
values computed for the left chart use population weights and the chart on the right uses fiscal year nominal GDP (in USD) as weights..

INTERNATIONAL MONETARY FUND
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01 “5\ Divergencies
o 1k

Debt and Deficits in the US

Public Debt (% GDP)

140
1336 1345 1352 1360

135 _

- 1328 434 1324 1330

2019 2020 2021 2022 2023 2024
=e=0ct FM19 ==0ct FM20 ===Apr FM21

Debt decomposition
(FM Apr21)

o 18.9

1.5

2020 2021 2022 avg 2023-
2026

Source: IMF Fiscal Monitor (FM) & Staff Estimates.

Note: Data labels in the debt decomposition charts in black show the change in debt (in percentage points); labels in pink show (R-

G)*b; labels in purple show primary deficit.
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Managing Risks and Ensuring Sustainability

Debt decomposition
(FM Oct20)
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Debt and Deficits

Source: IMF Fiscal Monitor (FM) & Staff Estimates.

Public Debt (% GDP)
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Note: Data labels in the debt decomposition charts in black show the change in debt (in percentage points); labels in pink show (R-
G)*b; labels in purple show primary deficit.
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Debt and Deficits
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Debt and Deficits in Indonesia

. Debt decomposition Debt decomposition
Public Debt (% GDP
(% GDP) (FM Apr21) (FM Oct20)
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Decomposition of debt forecast errors

Contributors to debt increases
(5-year horizon, all countries, percent of GDP)
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Some Sources of Fiscal Risks

Categories

Macroeconomic

Specific (including
contingent liabilities)

Institutional

BUSINESS NEWS

Wall St crisis

Financial Sector

&

L S

Public Private Partnershipg

Local Government

Guarantees

Natural or man-made
Disasters

© Particularly affected and vulnerable during COVID-19 pandemic

Focus on fiscal transparency

Y BRI i (e IMF’s Fiscal Transparency Code
Transparency Code

Focus on outputs rather than
processes

Take account of different levels
of capacity in each economy

Greater emphasis on fiscal risk
disclosure and management

Align with recent advances in
standards & practices

I. Fiscal
Reporting
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NI Fiscal Risk
Analysis
& Management

IV. Resource
Revenue
Management

4.1 Ownership,
contracting,
& fiscal regime

L. Fiscal
Forecasting
& Budgeting

4.2 Fiscal
reporting

4.3 Fiscal
forecasting
& budgeting
4.4 Fiscal Risk
Analysis
& Management




The IMF and Public Sector Balance Sheets

IMF DATA

PS5BS Home

Public Sector Countr
1. Albania

2. Armenia

3. Australia

4. Austria

5. Brazil

6. Canada

7. Colombia

8. El Salvador

9 Finland

10. France

11. Gambia, The

12. Georgia

13. Germany

14 Guatemala

15. India

16. Indonesia

17. Japan

18. Kazaknstan

19. Kenya

20. Korea, Republic of
21. Lithuania

22 Malta

23. Mexico

24 New Zealand

25. North Macedonia

Public Sector Balance Sheet (PSBS)

Query Documents

Metadata

y Snapshot Time Series by Country
| 1. Central Govemment
2 General Government
3. Public Sector
3.1 Financial Public Corporations
Ofwhich: Central Bank
3.2 Nonfinancial Public Corporations

Time Series by Indicator
1. Central Government
2. General Government
3. Public Sector
3.1 Financial Public Corporations
Of which: Central Bank
3.2 Nonfinancial Public Corporations

All Country Summary
1 By Year
2. Data Availability

The Analytical Power of PSBS

Indonesia: impact of a public
investment surge on intertemporal net
worth (percent of 2023 baseline GDP)

A tax-financed public investment surge boosts net worth.

0
W Net worth

= M Positive changes to net worth -
-0- - i
- -
-20 1 1 1 |

Baseline Change in  Change in future Scenario

net worth capital stock primary balances  net worth

Source: IMF, Fiscal Monitor, October 2018

Norway and Finland: intertemporal net
worth (percent of GDP)

Future flows reduce Norway’s net worth but add to Finland’s.
800-

600~ | Net present value of
400- = future primary balance
200- —— " — W Natural resources
0 Other assets
-200- - - — M Liabilities
—400 - _ = Intertemporal net worth
—-600¢L 1 1

Norway Finland

Source: IMF, Fiscal Monitor, October 2018
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Divergencies

Managing Risks and Ensuring Sustainability

03 “k A New Growth Model

COVID-19 is Transformational

RELATIVE EMPLOYMENT GROWTH
TRENDS HAVE SHIFTED TOWARDS INDUSTRIES
WITH HIGH WFH CAPACITY

Leisure and hospitality __
Construction __
Transportation and warehousing _-
Durables manufacturing -_
Nondurables manufacturing —
Retail and wholesale trade __
Health care and social assistance __
Mining and utilities l_
Other services __
Real estate and rental _-
Professional & business services _
Information ‘
Finance and insurance —
Education --
-10 -5 0 5 10

m During COVID19 = Before COVID19

Source: Barrero and others (2021)
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COVID-19 is Transformational

CHANGE IN EMPLOYMENT IN THE U.S.
(PERCENT OF PRE-PANDEMIC LEVEL)

NS N T N

| ow Income
Middle Income
= High Income

Source: Economic Tracker: Chetty, Friedman, Hendren, Stepner, and the Opportunity Insights Team (2020); Earnin, Intuit, Kronos and Paychex.

Note: Change in employment is indexed to January 2020.

The Case for Public Investment under Uncertainty

500
450
400
350
300
250
200
150
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50

1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

Economic Policy Uncertainty Index

Political
turmoil in COVID -

Trul'[\P Korea, Brazil, 19
Election France etc

Brexit \

Eurozone

Crisis, US

Fiscal Fights,

China

Asian & FGIobaI Leadership

Russian |(r:|an<:|a Transition
Financial 9/11 Fisls

crisis GulfWar ll

European
Immigration
Crisis

Source: '"Measuring Economic Policy Uncertainty' by Scott R. Baker,
Nicholas Bloom and Steven J. Davis at www.PolicyUncertainty.com. (2020)
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World Pandemic Uncertainty Index

25 Coronavirys
2020
20
15
10
2§ng gs Eeng
5 - Swine 2014-16
Avian flu _ flu Bird flu MERS
2003-09 2009-10 2013-17 2014-20|
o D o DY

0
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

Source: Barrero and Bloom (2020)

Note: Data are from the World Uncertainty Index's website's World Pandemic
Uncertainty Index (WPUI) which measures discussions about pandemics at the
global and economy level in the Economist Intelligence Unit's approximately 140
reports which are produced quarterly (see Ahir, Bloom and Furceri, 2020)

21

22



The Case for Public Investment under Uncertainty

Fiscal Multiplier

Private Investment

3.00 1 12.00 ~
250 | PE™ 10.00 -
10.1%**
2.00 - 8.00 -
1.50 -
6.00
1.00 A
4.00 -
0.50 A 0.6** 3,20+
0.00 - 2.00 -
-0.50 - 0.00 - —
. -0.2%
-1.00 - -2.00 -
High Baseline Low High Baseline Low
uncertainty uncertainty uncertainty uncertainty
Source: IMF Staff estimates.
Note: Panel 1: two-year ahead fiscal ipliers of public ir . Panel 2: i-elasticity of private i to public ir . ** stands for

coefficient at two standard deviations confidence interval.
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Session three: Managing Fiscal Risks

1. Future fiscal policy
adjustments
and the triggers for
consolidation

* Signs of economic
recovery

* Economy'’s specific .

context
e Structural reform

2. Tools to manage

Vaccine Policy

\&

fiscal risks and
fiscal sustainability

Economlc

* Fiscal Risk Matrix

* Fiscal Early Warning
System

* Over optimistic

* Improve

analytical

framework

4. Role of
revenue levers
in rebuilding
fiscal positions

: 3. Fiscal framework :
: to avoid the risk of
premature
withdrawal of

fiscal support
* MTFF

* Focus on flexibility

* Difficult & counter-
productive during
the crisis

* Increase tax morale
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THE TREASURY

APEC 2021 Fiscal Policy Workshop

The New Zealand Treasury’s Long-term Fiscal Statement and Insights Briefing:

He Tirohanga Mokopuna 2021

Nathan Spence

7 June 2021

The 2021 Long-term Fiscal Statement and Insights Briefing

. The Treasury published its draft analysis of long-term fiscal pressures on Monday (titted He Tirohanga Mokopuna 2021).

. He Tirohanga Mokopuna 2021 (the Statement) is part of a suite of tools relating to transparency around the fiscal position, which help to identify and
manage fiscal risks.

. The Statement is different and more complex than previous Statements:
—  COVID-19: A major global pandemic is ongoing, which has required a large fiscal response.
—  Debt sustainability and interest rates: The starting debt level is much higher, while interest rates are at historical lows.
— A new model: A ‘general equilibrium’ model illustrates the economic impacts of tax and expenditure changes to stabilise debt levels.
—  Climate change: While there is uncertainty around the economic and fiscal impacts of climate change, the possible impact of weather shocks is modelled.

- Policy choices and their broader wellbeing implications are considered by applying the Living Standards Framework and the He Ara Waiora framework

NEW 7FAIAND'S LONG TERM

FISCAL POSITION

lelenges,‘:f”nifiho\ces HC Tﬁ"Ohal’lga
Mokopuna

ing Our Future

oM

g Not Government policy

2
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COVID-19 has shifted debt levels significantly...

»  Prior to the pandemic, net debt was 19% of GDP. Net debt is now Figure 1: Net core Crown debt

forecast to reach 48% of GDP in 2023. $billions % of GDP
*  While the fiscal response to the COVID-19 pandemic has caused fgg Forecast 0
net debt to increase significantly, the Treasury views the fiscal 160 50
response and current debt levels to be prudent. 140
- 40
»  The fiscal response has been crucial to preventing a deeper and 120
longer lasting recession. 100 30
80
*  The Treasury's judgement is that there is currently no need 60 T~/ 20
to reduce debt levels as: 40 .
— Interest rates are low, =0
0
—  There is room to borrow further if required, and 2011 2013 2015 2017 2019 2021 2023 2025
Year ending 30 June
— New Zealand’s debt level remains low relative to its peers. mmNet core Crown debt
—% of nominal GDP (RHS)
*  The Treasury is doing more work on what an appropriate level of = =% of nominal GDP (without FLP) (RHS)
debt is for New Zealand going forward. Part of this will be Source: 2021 Budget Economic and Fiscal Update

considering what an appropriate debt buffer for future shocks is.

... and there are significant long-term fiscal challenges

- In the absence of any offsetting policy action, our projections  Figure 2: Core Crown revenue, expenses and primary expenses
show a growing gap between expenditure and revenue

% of GDP
over the long-term, if expenditure and revenue follow 45
historical trends. Forecast Projection
«  As result, this will likely put net debt on an unsustainable 40
trajeCtory' Debt-financing costs
»  This is being driven by: 35 ——="
— New Zealand's ageing population, which will = S -l :,ima,yde,ici,
significantly increase Superannuation expenditure. 30 \/‘“ ="
—  Growing healthcare costs as a result of increasing
demand, wage growth and population ageing. 25 . . . . - . . .
2021 2026 2031 2036 2041 2046 2051 2056 2061
« Using a new model, the Statement presents alternative Year ending 30 June
scenarios which stabilises net debt at 48% of GDP through —Core Crown revenue —Core Crown expenses
illustrative tax and expenditure policies. This helps to ==CorelCrownprimery experisss

illustrate the economic trade-offs of these policies. Source: The Treasury's Long-term Fiscal Model
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...but there are options to improve the fiscal position

»  Policy action will be necessary to achieve and maintain a

sustainable debt trajectory over time. Figure 3: Impact of increasing pension eligibility age to 67
+  The Statement considers the following policy options: % of GDP
40
—  Adjusting pension settings, eg. increasing the age of eligibility.
Forecast | Pprojection
- Managing the growth of health expenditure, eg. through improved
productivity and efficiency savings.
- Increasing tax revenue, eg. increasing personal income rates. 8
+  The Statement analyses the wellbeing implications of these policy
options using the following frameworks: - \
—  The Treasury’s living standards framework: A framework that recognises A4 \T
environmental, social, human, physical and financial capital need to be
developed and sustained to achieve wellbeing.
25 ¢

—  He Ara Waiora: A framework that is built on te ao Maori knowledge and 2021 2026 2031 2036 2041 2046 2051 2056 2061

perspectives of wellbeing. Year ending 30 June
. e ~——Core Ci
+  The two frameworks help us to understand more holistically what ooy spenses
po”cy trade-offs mean for New Zealanders. ~Core Crown primary expenses - Elegibility age raised to 67 over 4 years from 2026 to 2030
*  One policy is unlikely to stabilise debt over the long-run, and Source: The Treasury’s Long-term Fiscal Model
future government’s will likely need to consider a package of
options.
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