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Opening Speech

Good afternoon, ladies and gentlemen,

My name is Cook Kyung-Bok, and I am the Chief of the National Assembly Budget
Office.

I would like to thank the venerable Speaker Kang Chang-hee and all the National
Assembly members here today for gracing the NABO International Fiscal Forum held
under the theme of “The Role and Development Direction of the Parliamentary Fiscal

Institution for Fiscal Soundness” with their presence despite their busy schedules.

I would also like to express my gratitude to Lisa Von Trapp, Policy Analyst of the
Budgeting and Public Expenditure Division at the OECD; Xavier Debrun, Deputy
Chief of the Fiscal Policy and Surveillance Division in the Fiscal Affairs Department at
the IMF; Kevin Page, former Parliamentary Budget Officer of the Office of the
Parliamentary Budget Officer Canada; and Barry Anderson, former Acting Director of
the U.S. Congressional Budget Office who travelled all the way to Korea to present at
this event today.

I would also like to thank Professor Jun Joosung at Ewha Womans University and
Professor Yeom Jae Ho at Korea University for taking time out of their busy sched-
ules to serve as our moderators today. My gratitude also goes to members of the
National Assembly Na Seong-lin and Lee Yongsup; Professor Chun Youngsub at
Seoul National University; Professor Yi Insill at Sogang University; Professor Ha Yeon
Seob at Yonsei University; Professor Kim Yu-chan at Hongik University; Professor
Park Jhungsoo at Ewha Womans University; and Professor Kim Do-seung at Mokpo

National University for participating in today’s discussions.

Finally, thanks are also due to all of the aides, scholars, related government employees
and the Korean people for taking keen interest in and coming to this International

Forum.

Worsening conditions at home and abroad are slowing down the pace of economic re-
covery in Korea and dealing a heavy blow to the tax base. Meanwhile, the demand for
fiscal spending is rapidly rising, especially for welfare, driven by the low birth rate and
aging society. In this environment, it is very important to maintain fiscal soundness
while meeting the demand for government spending by developing mid and long-term

strategies.



Korea’s fiscal position has been managed well so far, compared to other OECD mem-
ber countries. We must maintain fiscal soundness as a last resort for sustainable eco-
nomic growth in Korea, a country which has an open economic system, given that we

now experience global economic instabilities almost every day.

Therefore, it is very meaningful that NABO has organized this Forum and invited re-
nowned experts from home and abroad to share their great wisdom and extensive ex-
perience on the role and future direction of a parliamentary fiscal body for fiscal

soundness, and, ultimately, to seek practical alternatives.

I would like to take this opportunity to assure you that NABO will continue to fulfill
its role and take responsibility in the area of fiscal management for Korea’s fiscal
soundness and national development as a professional fiscal institution under the legis-

lative body supporting parliamentary politics.

As you all well know, this year is particularly significant as we celebrate the 10th anni-
versary of the foundation of NABO. I hope this venue will serve as an opportunity to

bring about more productive and in-depth discussions than ever before.

Lastly, I want to express my deepest gratitude once again to the venerable Speaker
Kang Chang-hee, the members of the National Assembly from the ruling and opposi-
tion parties, and all the presenters, moderators, panelists and guests for their continued

support of NABO and their presence here today.
Thank you.
October 16, 2013

Chief of the National Assembly Budget Office
Cook, Kyung-Bok
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Congratulatory Address

Distinguished members of the National Assembly from the ruling and opposition par-

ties and renowned scholats,

Good afternoon. It is a great pleasure to meet you all here today. I would like to thank
in particular the experts who have traveled all the way to Korea from their home

countries for their insightful presentations.

This year marks the 10th anniversary of the foundation of the National Assembly
Budget Office. Although its history as a patliamentary body in charge of national fi-
nances is not very long, NABO has firmly established its expertise, functions and role,
and is working efficiently to strengthen the National Assembly’s fiscal control. And to-
day, I would like to commend NABO for organizing this magnificent Forum once

again, bringing together prominent experts from Korea and abroad.

Fiscal soundness has become a core challenge of the global economy. All of us agree
that a high level of fiscal soundness is a prerequisite for sustainable and stable eco-

nomic growth.

In addition, we have learned a huge lesson from the ongoing European fiscal crisis
that fiscal soundness is not an issue of only one nation but a challenge that the interna-

tional community must meet together.

So far, Korea has managed its fiscal position relatively well. Strictly speaking, you can
say that a fiscal crisis had been irrelevant to Koreans until recently. But that was all in

the past.

There are so many factors that now compel us to be concerned about fiscal
soundness. On the one hand, we have been witnessing stagnant growth and a slow im-
provement in the conditions necessary for an increase in tax revenue. Debt is piling
up. And the potential growth rate has dropped to a very low level. On the other hand,
the demand for fiscal spending is sharply increasing, especially for welfare programs,
such as the planned Basic Pension Scheme, which aims to alleviate the economic bur-
den for marginalized senior citizens. And, recently, many local governments in Korea
are having serious fiscal problems caused by a sharp increase in welfare spending and a

decrease in tax revenue.



Now, Korea needs to thoroughly prepare for measures such as fiscal consolidation
policies that enable more welfare spending while boosting growth potential. And that
leaves the National Assembly to take heavier responsibilities. This is why today’s
Forum has more significance as it gathers the wisdom and experience for re-establish-
ing the role of a parliamentary fiscal institution and setting its future direction for fiscal

soundness.

To keep our fiscal house in order, we need more than the government’s commitment
and responses. The National Assembly must be, in particular, able to effectively and
properly control national finances, which is one of its core legislative authorities. I
hope NABO, a professional fiscal institution supporting parliamentary politics, will
make an effort to review the fiscal consolidation experiences in many countries from
various perspectives so that the National Assembly can control national finances more

effectively.

I hope all of your participation here will yield fruitful results. I also hope that today’s
venue will be an opportunity for NABO to take its role and profile to a higher level.

Once again, I want to express my gratitude to the renowned experts from home and
abroad for presenting and participating in these discussions. I also want to commend
Chief Cook Kyung Bok and the employees at NABO for organizing this important

event.
I wish you all good health and success.
Thank you.
October 16, 2013

Speaker of the National Assembly
Kang, Chang-hee
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GLOBAL ECONOMIC CRISIS AND THE
ROLE OF THE PARLIAMENTARY
FISCAL INSTITUTION

Lisa von Trapp
NABO International Fiscal Forum

16 October 201

>> Overview

» Independent fiscal institutions (IFIs) in
the OECD area:

— What’s driving them?
— What do they look like?

e Some lessons for effective IFIs - OECD
Principles

NABO INTERNATIONAL FISCAL FORUM 2013 5



M| 1« Session 1

Independent fiscal institutions in the
OECD area — growing why?

® Major trend in OECD countries:

Korea (2003), Canada (2006), Sweden (2007),
Slovenia (2009), UK (2010), Australia, Ireland,
Portugal (2011) , Slovak Republic (2012), France,
Finland (2013), Italy (2013-2014) etc.

® What’s driving it (economic crisis, enhancing
transparency/role of the legislature)?

Independent fiscal institutions in the
OECD area

—

*Monitor compliance with
fiscal rules (complement)

Publicl
) fundec:/ *Produce/endorse forecasts
Fiscal councils *Assess long-term

sustainability
«Parliamentary Independent
budget offices . Fiscal | Ex-post or ex-ante
Institutions evaluation of fiscal policy

«Stand-alone
unit in SAI *Prepare policy costings/
rovide independent
_ Non- Autonomous P P
partisan from Govt

assessment of policy costings

*Costing of election platforms

*Analysis of broader issues

-

6 NABO INTERNATIONAL FISCAL FORUM 2013
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Independent fiscal institutions in the
OECD area

IFIs also marked by diversity around:

— Leadership arrangements
— Staff size
— Budgets

Introduction to the OECD Principles for
Independent Fiscal Institutions

« Developed by OECD Network of
Parliamentary Budget Officials and
Independent Fiscal Institutions and OECD
Working Party of Senior Budget Officials

 Informed by country case studies and
dialogue with partners (individual
countries, EC, IMF)

* Focus on institutional framework;
promoting good practices and core values

NABO INTERNATIONAL FISCAL FORUM 2013 7
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>> OECD Principles - Themes

22 Principles grouped under nine broad
(interrelated) headings:

- local ownership;

- independence and non-partisanship;
- mandate;

- resources;

- relationship with the legislature;

- access to information;

- transparency,

- communications; and

- external evaluation

>> OECD Principles — Independence and
transparency

 leadership appointments made on the basis of merit
and technical competence, clearly defined term
lengths (preferably independent of the electoral cycle),
clearly defined process and criteria for dismissal,

 control over the hiring process for staff;

- ability to set their own work programme within their
mandate with the scope to produce reports and
analysis at their own 1nitiative;

- aseparate budget line and multiannual funding
commitments;

- guarantee of access to information in legislation (if
necessary reaffirmed through protocols or memoranda
of understanding); and

« full transparency on both their work and operations.

8 NABO INTERNATIONAL FISCAL FORUM 2013
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> OECD Principles — relationship with the
legislature

» submission of IFI reports to parliament in
time to contribute to relevant legislative
debate;

« appearance of IFI leadership or senior staff
before the budget committee (or equivalent)
to provide responses to parliamentary
questions;

« parliamentary scrutiny of the IFI budget; and

 arole for parliament in leadership
appointments and/or dismissals.

>> Concluding questions

» Will this new generation of IFIs be
sustainable (cautionary tales from Hungary)?

* How can/should we evaluate the impact of
IFIs?

» Are IFIs current mandate/resources
sufficient given high expectations?

« Will IFIs help us to avoid the next crisis?

NABO INTERNATIONAL FISCAL FORUM 2013 9
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>> For more information

OECD Network of Parliamentary Budget
Officials and Independent Fiscal Institutions

» Web page: www.oecd.org/gov/budget/pbo

» Contact:
Jon Blondal at Jon.blondal@oecd.org or

Lisa von Trapp at Lisa.vontrapp@oecd.org

10
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Enhancing Fiscal Credibility: a Role for
Independent Fiscal Institutions?

Xavier Debrun,
Deputy Chief, Fiscal Policy and Surveillance,
Fiscal Affairs Department, International Monetary Fund

NABQ'’s International Forum,
Seoul, October 16, 2013

Overview of the Presentation

The Crisis and its Fiscal Footprint

The Challenge: Restoring/Maintaining Sustainability

Can Fiscal Independent Fiscal Institutions Help?
—  Principles,
— Evidence.

Policy Implications

NABO INTERNATIONAL FISCAL FORUM 2013 19
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The Crisis and its Fiscal Footprint

« Public debt soared on top of historically high levels.

Advanced Economies, 1880-2013 (Percent of GDP)

140 140
120 | A 2013 Level | 120
100 - / 100
80 - A A 2007 Level | 80
60 - \\/ \\} 1 60
40 - -+ 40
20 4 20
0 0

1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Developing Economies: Also Vulnerable

* Many countries have either a stock issue or a flow
issue, and some a combination of both.

CAPD
N

THA
ZAF ©
CHL Bi UKRg @ARG
e N2 LT g piy
BGR * LVA
RUS® ® Fome POL
® COL ®
PER TUR
®BRA
@ HUN
0 10 20 30 40 50 60 70 80 90 100

Debt
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Advanced Economies: lllustrative Adjustment Needs,
60 percent of GDP by 2030

Fiscal Adjustment Needs
(Percent of GDP)

20

m Required adjustment between 2013 and 2020
15

= Change in the CAPB, 2010-13

10

-10

JPN
GRC
PRT
IRL
USA
ESP
GBR
SVK
FRA
ITA
NzL
SVN
CAN
AUS
NDL
ISL
CZE
BEL
AUT
DEU
ISR
FIN
DNK
CHE
SWE
KOR

23 Advanced Economies:
Historical Evidence on Primary Balances

Maximum Improvement in Primary Balances, 1950-2011
0 -
© -
v |
N
o T T T T T T T T T T T
-2 0 2 4 6 8 10 12 14 16 18
Maximum 7-Year Adjustment (Percent of GDP)
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The Credibility Challenge

e Countries with st

constraints seem to convey information on future policies.

* Euro area yields.

rong fiscal rules enjoy lower yields - institutional

10-yearbenchmarkyields

12 | (Percent,unweighted average)
10 L Weak
——— Strong
8
6
4
2 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
S58883888558383832c-c ¢
C A >cEc d > a>ca>ca>ca >
T O ©® © ¢ ® @ O ®© ® O ® © ¢ ©® ©®@ O ©
D NS OHOT!NS HYTNS OSSN S YOS
The Credibility Challenge
* Rules =
. 6
InStru ment _Of National fiscal rule in place (yes= )
choice to signal 4 TS TS 060060606 & G000

future policies.

But some
countries do well
without rules...

... and in others,
they fail to
deliver.

= Average structural balance, 2002-07 (percent of potential GDP)

6 -
= Medium-term budgetary objective (structural balance)
-8 -
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Can Fiscal Councils also Help?

» Recent surge in the number of countries establishing non-partisan
(“independent”) agencies aimed at promoting sound fiscal policies
(i.e. sustainable, countercyclical), especially in Europe and since the
crisis. 4, .

25 |

20

15 |

10 |

| —
0 L — -

1960 1980 1995 2005 2013

B European fiscal councils B Non-european fiscal councils
Source: IMF Fiscal council dataset.
» Part of a broader trend to improve institutions governing the
budget.

« So far: little systematic evidence on functions and effectiveness
covering the universe of fiscal councils.

IMF Policy Paper

» Clarify the concept of FC,

* Provide a consistent dataset summarizing key features
of existing FCs among the Fund’s membership,

* Provide evidence aimed at identifying the likely
determinants of effectiveness,

* Provide a common understanding of what FCs can
potentially achieve and under what conditions -
ultimately: facilitate mapping of specific sources of fiscal
biases into features of FCs remit and tasks.

NABO INTERNATIONAL FISCAL FORUM 2013
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Challenges

* Policy challenge:

— Significant heterogeneity in the population of FCs - delicate
balance between formulating a general policy line and allowing
for country-specificity.

* Methodological challenge:

— Small sample and often very short experience - Conventional
statistical techniques can unveil conditional correlations at best.
— Perennial issue: endogeneity of institutions.

— Importance of case studies for a “forensic” examination of
causality.

Definition

» A fiscal council is a permanent agency with a
statutory or executive mandate to assess
publicly and independently from partisan
influence government’s fiscal policies, plans
and performance against macroeconomic
objectives related to the long-term
sustainability of public finances, short-
medium-term macroeconomic stability, and
other official objectives.

24
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Definition

» In addition, a fiscal council can perform one
or several of the following functions:

— (i) contribute to the use of unbiased macroeconomic
and budgetary forecasts in budget preparation
(through forecasting or proposing prudent levels for
key parameters),

— (ii) identify sensible fiscal policy options, and possibly,
formulating recommendations, and

— (iii) facilitate the implementation of fiscal policy
rules.

— (iv) cost new or planned policy initiatives.

Broad Institutional Models

 Stand-alone institutions.

— Closest counterparts to central banks. Often part of
comprehensive Fiscal Responsibility Laws.

* Under the executive or legislative branch of
political system.

— Operational independence is essential = reputation
of professionalism and non-partisanship.

« Paired with other independent institutions

— Audit office, central bank, statistical agency. But risk
of confusion.
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Common Denominator: Watchdog

» All FCs provide assessments and contribute to the
public debate -> “Beware the dog!”
— Notice the leash = no delegation of policy instruments.

The Economics of Fiscal Councils

 Transmission channels to policy:

— Overall: raise transparency > higher reputational/electoral
rewards of sound policies, higher cost for fooling the public.

— Better align voters and elected policymakers incentives - reduce
informational asymmetries (educate and inform).

— Close technical loopholes in the fiscal framework (forecast, costing,
implementation of CABs,...);

* What distinguishes FCs from other watchdogs?
— Specific mandate from government - accountability/ownership.

— Requirement to benchmark assessments against stated objectives of
government.
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The Effectiveness of Fiscal Councils

e Evidence-based assessment

— Lessons: elements of a common denominator to effective
Fiscal Councils - helps inform good practice.

 Mix of methodologies
— Correlation with outcomes (balance, cyclicality),
— Forecasts’ quality,
— Measure of media impact,

— Selected case studies:
* Focus on diverse track record and age.

The Effectiveness of Fiscal Councils

» Countries with FCs appear to behave differently - stronger
primary balances after conditioning for: persistence, public
debt, output gap, national fiscal rules, and fixed-effects.

Marginal impact of FC with a given characteristic on average primary balances (estimated,
dynamic LSDVC panel model, 1990-2011)

1.8

1.6

(in percent of GDP)
o o B B
a 00 o N k)

Marginal impact on primary balance
o
B

o
N

0.0 T T T .

Fiscal council Legal Safegards on Adequate Rules Forecast High media
independence budget staffing monitoring  assessment impact

Source: IMF staff estimates.

Note: light-colored bars indicate that the estimated marginal impact of the binary variable is not
statistically different from zero.
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The Effectiveness of Fiscal Councils

» Countries with fiscal councils have more accurate forecasts.
Absolute forecast error: FCs that Absolute forecast error: FCs with
provide or assess forecasts high media impact
~ 2.0 1
20 mYes =No HYes 2No
1.6 1.6 1
1.2 1 127
0.8 0.8
0.4 04
0.0 - 0.0
Primary balance ~ Cyclically-adjusted  Real growth Primary balance Cyclically-adjusted  Real growth
(PB) PB (PB) PB
Source: IMF staff estimates.

The Effectiveness of Fiscal Councils

» Countries with fiscal councils have less optimistic forecasts.
Mean forecast error: FCs that Mean forecast error: FCs with
provide or assess forecasts high media impact
124 2
mYes ENo 12 mYes ENo
0.8 1 0.8 1
0.4 1 04
0.0 1 0.0 1
04 - 04 -
Primary balance = Cyclically-adjusted  Real growth Primary balance Cyclically-adjusted  Real growth
(PB) PB (PB) PB
Source: IMF staff estimates.
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Complementary Case Studies

7 Case Studies - Belgium, Canada, Hungary, Korea, the
Netherlands, Sweden, and the United States.

» Selection Criteria:
— length of existence,
— spectrum of functions performed,
— diversity of region and context.
» Assess, if and how each FC influences fiscal policy
debate.

» Standardized structure, explores both successful and
unsuccessful cases.

Key Lessons (1): Design Issues

« Adjust design to country-specific contexts
— United States’ CBO a model for Korea, Canada, and Hungary FCs
— Successful adaptation in Korea to lesser extent in Hungary and Canada
» Strong and clear legal basis for independence is important
* Remit reflects sources of the problem:
Impetus for creating FCs both economic and political
— Economic crisis — newer councils and Hungary (boost credibility).
— Strengthening legislative oversight — Korea, United States, Canada.
— Improve forecasting — UK.
— Costing of electoral proposals — Australia.
— Maintaining sustainable public finances — Sweden.
Different institutional context
— Sweden and Belgium (more than one FC playing a role).
* Resources commensurate to the FC’s remit are essential:
* One size does not fit all.
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Number of FTE Staff and Functions

400
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& Costing

300
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& Forecasting ( \
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Key Lessons (2): Effectiveness

+ Case studies confirm importance of operational
independence:

— Activities must be perceived as non-partisan (e.g. reputation of
technical competence). Successful examples in actively developing non-
partisan credentials: US CBO, Dutch CPB, Sweden

— Legal guarantees important for new institutions.

— Independence is also critical for the FC to perform its duties (secured
resources, hiring competent staff, determining work agenda within remit,
speak with one voice, freedom to access media, control on workload).

« Clear benchmarks for fiscal policy (e.g. fiscal rules)
increase the traction of FCs.

A media strategy and strong media presence to
communicate assessment of fiscal policy is vital.

— Media presence is essential to raising the alarm when fiscal policy is
going off track. For example Dutch CPB in 2003 and 2005.
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Media Reports of the Dutch CPB- Effective Media
Communication when Fiscal Policy is going off Course

10
Periods where fiscal pejicy was going off course

4- al N\

Al .'l |

Jan-01  Jan-02  Jan-03 Jan-04  Jan-05  Jand06  Jan-07  Jan-08  Jan-09  Jan-10  Jan-11

Additional Lessons from Case Studies

* Independent costing of policy proposals and programs
contributes to improving the policy debate and transparency

* Can help to curb governments’ tendency to underplay full
costs of policies.

- The Dutch and Australian FCs costing of electoral platforms
discourages unaffordable election commitments

- FCs have stronger impact when there is political and
public consensus on sound public finances (e.g. Canada
and Sweden).

- Misaligned preferences can lead to open conflicts and political
interference > see case of Belgium.

NABO INTERNATIONAL FISCAL FORUM 2013

31



M| 1« Session 1

Caveat: Preference Misalignment Hurts

+ Conflicts between FC and government can be damaging (see
Belgium: impact of HCF recommendations).

|

Average value
1990-1998 (4.31)

Average value
1999-2010 (2.37)

zor0 T

1990
1292
1993
1594
1995
1996
1997
1998
1999
2000
2004
2005

b3
@
=

- q1 (presence of clear budget recommendations) q4 (adoption of recommendations by government)

g2 (consistency with earlier recommendations) - q5 (compliance with recommendations)
D rescaling factor to correct for non-applicable questions

| 3 (deviation from government plans)

Source: Coene and Langenus (2011)

Further Policy Considerations

* Pre-requisites/enabling factors

— Reasonably good PFM, statistics,

— But not just for mature democracies with large
capacities 2> most political systems have checks-and-
balances and “neutral/technical” inputs to policy
processes.

 Remits and tasks: correspondence between
causes and manifestations of policy bias
towards excessive deficits.

— Broad remit,

— At a minimum: watchdog,

— Freedom to set work agenda.
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Further Policy Considerations

 Normative analysis: exception rather than
rule, but...

— Consensual political culture (value to neutral inputs to
the debate),

— Contentious distributive issues = consensus is
required (decentralization, inter-generation [resource-
rich],...),

— No veto right.
 Countries with fiscal rules:

— Role for the council: forecast, technical inputs (CAB
estimates), distribution of effort across entities.

Further Policy Considerations

- Stand-alone institution?
— Pro: strong legal basis and budget required,
— Con: new institutions and credibility?
* Nesting in existing institution?
— Pro: import credibility of reputation of host,
— Con: confusion of mandates.
« Communicate with other commentators on
fiscal policy.
— Peer pressure vs. cacophony,
— In EU: coordination with EU?
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Further Policy Considerations

 FCs should promote transparency
— Explain policies, analyze risks,

— Promote best practice PFM and statistical
governance.

e FCs should be accountable
— Dismissal rules for FC management,

— Ex-post assessments of performance and quality of
work.

Final Thoughts

« Countries should not set up FCs because they are told so >
ownership is key > Not all countries need an FC (or can make
one work in their institutional setup).

— Risk of countries to reluctantly set up FCs because “Brussels wants it.”

* FCs can be tailored to country-specific circumstances:

— Understand nature of fiscal issues and institutional setup governing the

budget.
— In particular, no evidence that effective FCs belong to one particular
CIaSS' Existing Parliamentary Under the Stand-alone
Institution Budget Office Executive Institution

Australia 2012 X
Chile 2013 X
Cyprus ongoing
Finland 2013 X
France 2013 X
Ireland 2011 X
taly 2013 X
Portugal 2011 X
Serbia 2011 X
Slovak Republic 2011 X
South Africa ongoing X
United Kingdom 2011 X
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NABO'’s International 2013 Forum
Celebrating the 10t Anniversary

Increasing Mandatory Spending and
Fiscal Soundness

Kevin Page

Jean-Luc Pepin Research Chair

University of Ottawa

Former Parliamentary Budget Officer of Canada

1

Outline

Context and Opportunity

Debate, Scrutiny and Accountability in Periods
of High Uncertainty and Economic Weakness

The Role of Independent Fiscal Institutions
Reflections on the Canadian Experience
Challenges and Development
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Context and Opportunity

An Unforeseen World Recession

Politics and Policy Collide in a Period of
Macroeconomic Policy Confusion

Institutional Drift During the Great
Moderation

OECD Foresight and Leadership

Debate, Scrutiny and Accountability

Restoring Confidence and Building Trust

In Periods of Uncertainty, More Data Points
are Better

Developing and Debating the Fiscal Plan

Holding the Executive to Account

86
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Independent Fiscal Institutions

Outlook: Economic and Fiscal Projections
Outlook: Risk and Sensitivity Analysis
Outlook: Long term Sustainability Analysis
Measures: Costing

Measures: Impact

Measures: Tracking and Reporting

The Canadian Experience

On Debate — Different Perspective on Outlook

On Analysis — Raising Understanding on Fiscal
Soundness

On Scrutiny — Following the Money and
Testing Impact
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Challenges and Development

Uncertainty and Risk
Institutional Tension

Information Balance — From Stimulus to
Austerity

Evaluation of Independent Fiscal Institutions
(new OECD work)

A Tribute to NABO

10 years of public service excellence and
leadership to the citizens of South Korea

A shining light for development of legislative
budget offices around the world
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Increasing Mandatory Spending
and
Fiscal Soundness

Presented by:

Barry Anderson
At the

NABO International Forum
Seoul, Korea. October 16, 2013

Outline

* Independent Fiscal Institutions
* Korea’s Fiscal Management Plan

* Korea compared to other
countries

e Reforms needed

* The importance of gaining
political consensus
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Independent Fiscal Institutions can play an
Important Role in Promoting Fiscal Soundness

“Ensuring long-term fiscal sustainability
requires that governments engage in continual
strategic forecasting of future liabilities and
macroeconomic trends in order to adapt
financial planning accordingly.” (OECD
Government at a Glance, 2011.)

And more and more countries are finding that
an independent fiscal institution is needed to
promote this goal.

But to play this role, the Institution
Must Be Truly Independent

OECD’s Principles for Independent Fiscal Institutions
Independent and Non-partisan

Locally Owned

Clear Mandate

Sufficient Resources

Report to the Legislature
Unfettered Access to Information

Transparent with Effective
Communications

96
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Korea’s 2012-16 Fiscal Management Plan
Recognizes Long-Term Challenges

* “Government spending is projected to fast increase with
rising mandatory spending including the four public
pension plans.”

* “To most efficiently manage mandatory spending, the
government will strictly control a mandatory spending
increase in a sustainable range by requiring ministries to
submit a financial plan when introducing a new program
and by making a mid-term financial plan for major
mandatory spending”.

* “As for discretionary budget spending, the government
will adopt performance-based budgeting and be more
cautious”.

Korea’s Gross Financial Liabilities are
in Better Shape than Others

As a % of GDP. Source: OECD Economic Outlook, vol. 2013, issue 1

| 2012 | 2020 | 2030

Korea 35.1 36.4 36.3
USA 106.3 104.1 69.0
OECD 108.8 104.5 80.7

gr

-J
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Korea Currently Spends Far More on Economic Affairs & Far

Less on Social Protection than Others, but That May Change
Expenditures by Function, 2010 Source: OECD Factbook 2013

General Defense Public Economic Environ- Health Recreation Education Social
public order & affairs ment protection
services safety

1.1 1.8 1.4 6.5 3.1

Korea 13.6 16.0 5.1 40.0 . . 11.3
USA 10.2 18.9 1.5 6.0 0.0 3.1 244 2 3.5 32.2
OECD 24.5 5.9 4.0 14.2 7 1.2 9.2 1.7 10.6 27.8

IMF’s Assessment of Underlying Fiscal Vulnerabilities:

Korea is Weak in Only One Area
Source: IMF Fiscal Monitor, April 2013

* Baseline Fiscal Assumptions

— Gross financing needs

— Interest rate growth differentials

— Cyclically adjusted primary deficit

— Gross debt

— Increase in health & pension spending, 2011-30
* Shocks Affecting the Baseline

— Growth

— Interest rates

— Contingent liabilities
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IMF’s Projections of Structural Fiscal

Indicators Support Their View
As a % of GDP. Source: IMF Fiscal Monitor, April 2013.

Pension NPV of Pension Health Care NPV of Health
Spending Spending Spending Care Spending

Change Change Change Change

2011-30 2011-50 2011-30 2011-50
Korea 4.5 152.5 3.2 111.9
USA 1.9 43.0 5.1 164.5
G-20 Advanced 1.3 32.7 3.3 104.5

Korea’s Demographic Trends are Clearly a Source of Risk:
Population Projections of Korea’s Major Trading Partners

US Census projections, in thousands of males/females.

Russia United States China
90-94 90-94 90-94
75-79 75-79 75-79
60-64 60-64 60-64
45-49 45-49 45-49
3034 30-34 30-34
15-19 1519 15-19
0-4 04 0-4
10000 5000 O 5,000 10,000 15,000 5,000 5000 15,000 100,000 50000 O 50,000 100,000
®2012 02050 2012 02050 ®2012 02050
Europe India Japan
100+ 1001 100+
90-94 90-91 90-94
2094 80-81
30-84
7074 7074
70-74
60.64 50-64
60-64
e 50-54
5054 50-54
a0-aa
40-44 40-44
30-310
3024 3034
oo 20-24
2024 Toa 10-14
10-14 04
04 0-4 ; .
10,000 5,000 0 5,000 10,000
30,000 10,000 10,000 30,000 100,000 50,000 O 50,000 100,000
=2012 012050
=2012 02050 2012 02050
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Korea’s Population is Projected to Decline 11%
by 2050 and Age Considerably

US Census projections, in thousands of males/females

South Korea

100+
95-99
90-94
85-89
80-84
75-79
70-74
65-69
60-64
55-59
50-54
45-49
40-44
35-39
30-34
25-29
20-24
15-19
10-14
5-9
0-4

2,500 2,000 1,500 1,000 500 0 500 1,000 1,500 2,000 2,500
= 2012 02050

Limited Population Growth Dampens
Long-Term Growth in Potential Output

Average annual % change. Source: OECD Economic Outlook, vol. 2013, issue 1

Output Potential Real GDP Growth Potential Labor Productivit: Potential Employment Growth
2012 2012-17 2018-30 2031-60 | 2012-17 2018-30 2031-60 | 2012-17 2018-30 2031-60

Korea 4.1 3.3 .6 3.4 3.4 1.3 7 0.0 -7
USA -3.0 2.0 2.1 1.7 1.5 1.7 1.1 .5 4 .5
OECD -2.3 1.9 2.3 2.6 1.3 1.8 1.5 .5 4 A
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The Aging of Korea Will Result in Changes in Public
Spending on Health & Pensions More than Others

2014-30 change in percentage points of GDP. Source: OECD Economic Outlook, vol. 2013, issue 1

Health Long-Term Total
Care Care

Korea
USA 1.2 A 3 1.6
OECD 1.2 3 1.2 2.7

This is Less True for Public Pension

Projections
As a % of GDP. Source: OECD Pensions at a Glance 2011

Korea
USA 4.6 4.9 4.9 4.8 4.8 4.7
OECD 8.4 8.9 10.0 10.8 11.4 na
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Despite Aging, Korea’s Need for Fiscal
Consolidation is Better than Others

Consolidation Required between 2014-30 to Achieve a 60% Debt Target as a % of
Nominal GDP. Source: OECD Economic Outlook, vol. 2013, issue 1

| Average | Peak

Korea -1.1 0.0
USA 4.0 6.6
OECD 2.6 3.7

Nevertheless, Korea Needs

Fiscal Reform

* Rising Debt-to-GDP Ratio calls for vigilance

* Korea needs to have the fiscal room to be able
to take preemptive countercyclical measures

— Korea’s export-dependent economy is vulnerable
to external shocks

— Future shocks could impose a large fiscal burden
* But most of all, Korea’s rapidly aging

population & declining fertility rates promote
the need for long-term fiscal reform
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Korea Needs a New Budget Process

* Primary focus: a fiscally constrained budget
resolution to be adopted before considering
revenue & spending legislation

* The new process should contain:

— A reconciliation process supplemented by points
of order that specifies:
* Spending allocations to the 16 committees, and

* Caps on discretionary spending and a PAYGO process
enforced by sequestration

In Addition, Korea Should Improve Its
Ability to Achieve Mid- to Long-Term
Fiscal Consolidations

e Need to continue to enhance NABO’s mid- to
long-term estimating staff

* Need to continue to enhance transparency in
estimating contingent liabilities including
developing a system for valuing losses

* To provide the National Assembly with an
independent ability to identify and reduce
duplicative programs, transfer the Board of
Audit and Inspection to the National Assembly

NABO INTERNATIONAL FISCAL FORUM 2013
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More Important than Anything
Else is a Strong Political Consensus
Supporting Fiscal Consolidation

* In order to reform spending programs—
particularly those that provide health &
pension benefits—and in order to reform tax
expenditure provisions, compromises will be
needed

* Unlike the USA, Korea’s political & social
systems can better promote needed
compromises & thus more easily achieve long-
term fiscal sustainability
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Debate on Increased Mandatory Spending and

Achievement of Fiscal Soundness

Ha, Yeon Seob

Professor, Yonsei University

O Status of the Mandatory Spending

© The share of mandatory spending in the total outlays is projected to increase from
46.3% in 2013 to 51.7% in 2017.

— According to the national fiscal management plan for 2013-2017, mandatory

spending is expected to rise at a compound annual rate of 6.9% over the period of
2013-2017. (Fiscal spending is expected to increase at a compound annual rate of
3.5%, and discretionary spending is forecast to rise at a compound annual rate of
0.4%.)

Statutory spending on welfare programs such as the basic pension and the public
pension, in particular, is expected to rise at a compound annual rate of 9.1%, lead-

ing the overall rise in mandatory spending.

— Therefore, mandatory spending control hinges primarily on effectively controlling

and managing welfare spending in the future.

* Mandatory spending in Korea consists of intergovernmental grants, statutory welfare

spending, paying interest on the national debt, and other mandatory spending.

O Institutional Complementation to Secure Fiscal Soundness

120

O Substantial and effective baseline projections

— The U.S. Congtressional Budget Office (CBO) provides its baseline projections on a

10-year basis.

Starting with the national fiscal management plan for 2012-2016 in Korea, the eco-
nomic and fiscal aggregate projections were released on a five-year basis, and
spending was divided into mandatory and discretionary spending for their

forecasts.

— Two political tasks are identified due to this approach:

First, the timeline for baseline projections for mandatory spending needs to be

made ten years rather than five year because mandatory spending is determined by
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the mid- and long-term societal and demographic changes. (In particular, the
spending and fiscal stance for the four public pensions such as the national pension
scheme need to be projected on a 10-year basis.)

Second, the baseline projections of mandatory spending and the effect of the man-
datory spending on fiscal soundness need to be independently examined by the
National Assembly Budget Office (NABO), apart from the presidential

administration.

O Functions of Independent Fiscal Institutions

According to George Kopits (2011), independent fiscal institutions have five func-
tions:

1) Monitoring compliance with fiscal rules or targets

2) Macro-fiscal evaluation and forecasting

3) Assessment of long-term debt sustainability

4) Costing of legislative proposals

5) Formulating policy advice

George Kopits pointed out that the NABO does not perform the functions set out
in (1) and (3).

There is no way the NABO can yet perform the function in (1) because Korea has
not introduced or used specific fiscal rules.

The function of assessing long-term debt sustainability, however, should be estab-
lished in order to forecast any increase in mandatory spending and any deterio-
ration in fiscal soundness resulting therefrom and take appropriate measures.

At the same time, the function of costing of legislative proposals needs to be ex-

panded in the future.

O Reforms in the Budget Process of the National Assembly

The fundamental cause of the collapse in fiscal discipline is the common-pool re-
source problem.

The common-pool resource problem can be resolved by making an agreement
among users of common-pool resources (CPRs), or by installing an authoritative
arbitrator who manages CPRs in a comprehensive way.

Fiscal rules currently under discussion constitute an agreement among users of
CPRs.

In order for the National Assembly to manage CPRs as a whole, the budget process
needs to be centralized, and the total and sectional budget processes need to be

separated.
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— This means that the budget deliberation process of the National Assembly in Korea

should be changed from the current bottom-up process, under which standing
committees’ expenditure proposals are submitted to the Budget and Account
Committee, to a top-down process, under which the Budget and Account
Committee first determines the aggregate expenditure and allocates funds to key
sectors before appropriations for individual programs and activities are determined

within the sector ceilings.

Top-down budgeting is the only way to control the total spending including man-

datory and discretionary spendings.

U Fundamental Resolution of Fiscal Soundness Issues

122

© A sharp increase in welfare spending renders increases in mandatory spending and

total spending unavoidable.

The improvement in effectiveness of baseline projections, the intensification of the
roles of the budgetary agency of the National Assembly, the utilization of fiscal
rules, and the reform of the budget deliberation process are intended to bring man-

datory spending and total spending under control.

O In light of society’s steadily increasing demands for spending on welfare, such ef-

forts on the spending side alone are not sufficient to realize fiscal soundness.

The tax burden will almost certainly have to increase in response to the increase in
welfare spending,.

The prerequisites for building public consensus on increased taxation need to be
taken into consideration.

It is worth noting that representative welfare states such as Sweden show that an ef-
ficient welfare system and an efficient and capable government that reins in fiscal
profligacy are essential prerequisites for public acceptance of tax increases intended
to expand welfare spending.

In short, only a high quality of government can garner the public’s high level of
confidence and then expand welfare programs and increase the tax burden.

Only when a high quality of government with efficiency and democracy in place is

guaranteed will fiscal soundness coupled with tax increases be feasible.

NABO INTERNATIONAL FISCAL FORUM 2013



NABO INTERNATIONAL FISCAL FORUM

EE 2
8% Kim, Yu-chan
Folojaa s
Professor, Hongik University
- : i
N .l






21552k « Kim, Yu-chan

L
rh
N

¢
-
O
Jo
A

£ 9Jsto] WAL RXE F719] S1B A
WA Shsto] A4 ARFATEI FAHOR Nw v £

el

743 AFEE A BRG] A& FIHEES 5L o] O 4.
A2 Q) 019l AFFEALY BA), 5 24k AShE 47202 meleld
%9 uFo] FASH FolA 1 22T H|Fo] Wolx|A| . o Z lstol
AN EE A3t

1 shabelo] QAo = B eha Ao A AR AL ThE Uehict Fof 1
ot T E B e AR A0 WA AL LT FEoEA
wh ol 95| 7ol OFgk stel B

AAARA ADE $I5te] 92 ARA AT F LI fol3t AAE
= Aelshu

— Barry Anderson : A A&l tigt Y H
AT 2 9] oAl AeFA] X Zof gt SHeAd A, PAYGO Process, Oﬂ*W

Ho

— Kevin Page : 737]—‘1:'—33
ARG 71| B, 2

NABO INTERNATIONAL FISCAL FORUM 2013 125



M| 2 « Session 2

126

ﬂ%‘ﬂ*@A o= ?_f?lﬁ It AT H A 2 7He == e A8
17

A7l EAIE ow et oA Hotof sh=rk &2 AAAE S Loyt

al

rr
>,\1

F249) 9] 32 SV (Hierarchy)o] o3t TLio] B a3}

AN = SRR A2 7HA] ES = 7kAre] o] A2 A=

H} 2 Zrolrl= A o] ¢ 835101 A|FE

ofy
o
ot
o
=)
o
o
rlo ot

A AR A A E )52 A Foto
s

AFB|BA A 2 0] 7] 25 Zhol7lof sk EAl

ALB Al @ ol gt Q1akakA| wheto] Fa vt

— 53} AFS| 9] H A2 EARE A oL )l 42 o A= =Tk
— EAFs AR Y A EY W2 FAY, Yt S o) o] &
— AuLSH]9] 7t A4l 9] ofo]7h AA| E 9-2] AFE] o] u]Eof o gt vl

- BE AN 4L FRATHE AUFFA P 5

25} Abgle] Ao R oy Ao oAbEE A% 9 AgrE el el
R kg E T PARAE SRS [ BN
— 1212 0.2 9|7 g

ot

e A4RET ABRELS Fa T A Aon A el B A
A = AN
T = —

A H| 29 Al 5)3 A SAkE A

ps)
e

NABO INTERNATIONAL FISCAL FORUM 2013



21552k « Kim, Yu-chan

PAYGO Process: A| &2 2454 911 SishH A AL UE e f£F0 2
F7N7IE B
9 A% R ATAR] et 7| TS LT TRAL why Sl

2 et 7199 Hgol v B,

o
oM,

rlr
e
D

Sajubeke] MRlAE 552 OECD Bkl Ml Rakah A1s| sy
£0] 7]Q17]0] -2 et R ORCD o 4] Z5}9] 4:2o0]ehs 48 71eks)
vl a0 FHslA mefdt 4 gl Tiek

AHARL )9 F 0% ol Xe 20 AbS] A MATA e} B o) A
/8] S 2MAE o) WA} Gk 23 ke 2ejvt Badt
— A, HokE 2e B S50 Ay 5] Al Rxe B4 B

o) vkl Haw 9le. 2 AU BRI UAE F0 A2 Hofol A

— 549 A wH Y BAL YAl 1001 A WA FE T A5 S o
& A2 AR Y S o E AJEAAANS, F2 A5 E S
— A B9 e BAA RS} 22 Al EHL R oHes A2 H0l =

AR olHe oS BA\oh AR 0] Gx]0] FHE & o] Fofm

e

= ARAR SA7F F2T DAY T POl 5 5 wmA ) ARLE v)-¢
of o] 41

NABO INTERNATIONAL FISCAL FORUM 2013 127



M| 2 « Session 2

128

L
— BAC 10022k SHA R G- A B nck 34 Al XFe2)

NO T AAAY X F7HR| o] 7| 2E I

e Ajste, B 7o) 2

& ke A] FEFTHS ALLoA B A= HoluH] #3a

HAZ AL Aol 7HssHeE 5| f15tol =, S A&7 ' AR E Ao
%lﬂIH}ﬂL@%%ﬂhﬂﬂﬂﬂﬁ&lﬂiﬂiﬂéﬁﬂﬂﬁﬁﬁ
© 2 EWsiA AFREEE AL A A7} A9 AAE okt

— B9 BA7L A4 E S Yol A A S EE R ks .

e IMF $17]8 7)2 0.2 7|k 7 250 Z7hgo] Sl 2ebal @

A8 -2 A7kalA] el wotok T

— BB ARo BRAA NN AARE e WETRolA 2 W)
7 b,

NABO INTERNATIONAL FISCAL FORUM 2013



21552k « Kim, Yu-chan

° 19974 o] A 9| N PAET THALE F7HEE A v]S:5 A svriel] 3l
Aok 20004 0]F 7| P AEL AFH 16.5% 2713t Ao H]slo] 7HA| L 5L
A 2.3% F7H2 AR ol wlit= 5

i HYRIIHLSEIIE AR |YLEETIE 243}
1975~1997 8.1% 8.2% 0.1%
2000~2011 2.3% 16.5% 14.2%

AR GG ol T, [F o ZHA - 71T 25 BEE BA, @4, 9l e, AR A9, 2012 12,

o £ 7|49 HAA HAEEL] F7HEE 19974 ol A 6% ol A
20004 0] & AT 14% = e,

o o] A[ollA -2l 7IFoNA A BT EHE A5 AlaE §ot
sto] FA] 7 H o) ARg-st= Alo] Ala7hA] €
A, AF2] 12t T2 R&D A 5A| 5 FARAI ) Hop o w2 FAIA
Ao opd ], & A2k Bt vlefof B w2 A ES 7PATFA

x| A7kel7) wejs) & = e} ok 2.

)
|
o,
)
o,
o
ox, ©
1)
N
r
)Y
F oot b

o FF71%19] o]2jo] 2J24¢1] of
3} 37 o] X Yo] 2 oJe 47: 18- A3}
AE, AAAY, B-&/01A1% 3
47
— BRI AT Fo] AT o]o] Yate] WANS Fotel HAT ulg F 72 5}

A Zatr e 7| Y asol AthH o st 4%

o
Hi
flo
I
|o
tu
r
2

ot L

Jo 2

_l%

NABO INTERNATIONAL FISCAL FORUM 2013 129






NABO INTERNATIONAL FISCAL FORUM

EES

Comment on Increasing Mandatory Spending
and Fiscal Soundness

kA 4= Park, Jhungsoo

ogtof Al etul w4

Professor, Ewha Womans University

e T - _j,._. E ..[7.
. L






HF4 2~ « Park, Jhungsoo

0

b
ru
&

-

2
a4

olgtofxtri ol

A

S35 IMPO) Ao A A7) 2] el ok AR Ho] X o] WA o 4= B
Q18t 4= QA% BAIA EA|(micro control)o| Al AAIH AgH EA|(macro ceiling
contro) 2] a4t Tfeirel Ak of A A AUt A oA F e
Blo] ol A A|7|5ha Qs Fkat 27 th A ke e AR Fatol A Fast B
B AL AU F 741 ARl T8 sl £t g,
AR sz A wel A7) A ol7o) Az, EA)
Az} peld 2olo) Aw sk Pu) g F4
& WA AR AT FEER THShE T Ya S4bgo
__?_ =

A|aL 1ol 71 A A5 H AXFA F el Higt
1=

Al

I
o

me o

At AN AAAA 2o U B AT P Bl
Fhek WL A TA itk FE AP A o aknbg of 20048 5]
AR U ek opAIThA ], 0o HEE B oAbyl 23] 9] gre
u]3) oS- mjoFalehis WHE WolsigU Tk o] Sge] o] X ]
o] u]ek FHtRro] HAlL obd Ut

N
20,
rr

o2 UZi’
ox &
Yo
2 N

12
ol
—_
i)
ulx
P

o] o] WelAtet T 4 Gl WA AT MPPINE AEE, 0529 ¢
RS FAERSAE €4 14011 AL FHAHCGL T 4 YA, T = B75m

NABO INTERNATIONAL FISCAL FORUM 2013 133



o ] AJy]

3 of2f =712 23]

[¢)

|

o
vl

Yt} o] 2

of vl

=
=

A 254

1
1

kel

iu
DS

Zut

=
H o
(housekeeping)

Eal

@) BAAZ2]

M| 2 « Session 2

3

=7k8e 187] 9

]

%
&

}

_Z_.A

it A 7s= =

ol
N

}

e

T
G

—

B

(@)

%

S|
S|

F 9, (@) AA

°

4

ol

FH

2008~2012¢ MTEPH-E 2012~2016d MTEPY]| 24 St H =

<|m
R

°)
ol

3]

2k

= 22 717 GDP] 30% 430 2 Tojuy

Z

Aol F7

s

3l

[

_?’]

=
=

H=

3}

]_

A
LI

o
Y.

Ll
e

g

Lo
2

5HA]

°

_]:_

[¢}

A7 A
H7} 7}

s}

|

=

[}

2ol 27 EYTh

]_

)

A4t

]_

1=

[¢)

9

NABO INTERNATIONAL FISCAL FORUM 2013

=

A A A= Al

3y
o %7] A%

"

kel

=
=

=
=

o]
H =

1oL} Bubo] 1S

31 o))

s
/%]- i

~5o}:

& olA] N A A EHEUTh

.
14 3
5 70 95y

SECRASES

OFAs
]
=

2]
134

&



=

=

_?_

|

et

°

Park, Jhungsoo

HLaLA o wh

3t

EEEREE:

-

A
.

3z

of 79 7]t of

Z}+o
= 1

o] & F3ll BAI%7I
ur

o] o] o] Ao}

=
=

SHEE!

H

Al
ab

4% 52
ok )

<y

—

14 24
I A

[

%O

o A4 7hel 7} ThA] g

b1 9)

°
oAt & SFA|Zo] ZFAT HlF2 49.8% % S 2011

°

o R e s g [R5
E2] B]go] m7foflitol & Fo = Agskar gl yth

T sto] b B g 9 R o] 2]

=

(e}

o] o]

]_

S

BAE A
°

]_

o) AAAE7} ofe} S rmT)

1

T

= AlAl 589171014 3

SR Y9 Ao R
A& 7Hs

5o

[¢)
A%< 3yt 20108

of A 1712 ?
o] fo2 2~31 yio

o4
ol 4

=
=

ol B AFFU. oFA

=
o

Zo| yj

AN eFA Z} ZrobF I, 2012 FE o] %]

Bl

MEERERS

°

gzl

o
;"E_T—u

A
o

=
T

o

141 o)

0

A
=

E
AL HALE )

=0

1.

) N

F A =]

Fol =3

|

-

°

12]0]

24 7 XA of

1 1EElE o

Yt ¢
R AR Al ohe 2 A A& o] 29

%

A

o

=

AL AEBLGU E

2} WA

/1\_]__

0|
__OU

o

X7

1

135

NABO INTERNATIONAL FISCAL FORUM 2013



M| 2 « Session 2

Ay A &

A2

19 A 2002 AT

A%

3

_(I)__]

<|m
3

= 2]

Q]
=

<& NAME Aot &

Fod mo] 2] 42} Y

8/d0f tis

=
o

29)

’.:'_

A%t 7] o

]
=

al

—_
file]

7

—_
o

)

o

1)

N
Nlo

GDP thu] 27 vl o] Geiiee sEo8

=7t =, &

ofuje} th

o}

3t

of A

uhhU T,

=
=

S AR L} 0] o] Fo1A]7]

AR o

NABO INTERNATIONAL FISCAL FORUM 2013

136



HF4 2~ « Park, Jhungsoo

Comment on Increasing Mandatory Spending

and Fiscal Soundness

Park, Jhungsoo

Ewha Womans University

As we learned by two distinguished presentation this afternoon, Mr. Barry Anderson and Mr.
Kevin Page, budget paradigm shift from micro control to macro ceiling control trend is quite
universal. Those arguments raised by both presentations, I do not have major different voice, so,
I would like to comment generally about two issues which have important policy implications to
Korea. First, seriousness of the condition of the fiscal long-term expectation of Korea and sec-
ond, institutional arrangement of legislative body concerning macro financing policy agenda are
very much need to stress.

As matter of fact, the condition of demographics of aging population speed and continuous
low fertility ratio make us worry very much about long term fiscal sustainability and macro-
economic trends of Korea as warned by Mr. Anderson. Unlike the past pattern of MTEP,
Korea’s 2013-17 Fiscal Management Plan bears long-term challenges especially for social pension
and welfare expenditures, which is typical type of mandatory spending.

I would like to raise the issue “Can National Legislatures Regain an Effective Voice in mac-
ro Budget Policy? In Korea, NABO has been introduced in budget process from 2004. As you
know, the role of national assembly in budget process in Korea had been evaluated as quite weak
comparing to executive body through many years. This minor role of legislatures of Korea is not
quite unique.

As Dr. Allen Schick, who is one of the gru in this field, wrote, despite the modern legis-
latures are better organized and resourced than ever before, the decline of independence and con-
trol comes from three external developments: 1) the rise of disciplined political parties which set
the legislative agenda and compel legislators to vote the party line; 2) the enormous escalation in
public spending, and the concomitant shift away from spending on housekeeping and security
functions to spending on entitlements and income support which is main body of mandatory
spending; and 3) the rise in interest groups and corporatist political arrangements. In combina-
tion, these trends reduced many parliaments to debating clubs which have ample freedom to de-
liberate but not to decide.

Can the budget once again be the wedge that enables resurgent legislatures to reclaim the
budget powers? Legislators have to define a new role, that of promoting fiscal discipline, improv-

ing allocation of pubic money, and stimulating administrative entities to manage their operations
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more efficiently. Fulfilling these new roles requires: 1) enhancement of legislative capacity and re-
sources to deal with macro budget issues; 2) changes in both executive and legislative budgeting
to promote fiscal discipline, allocative efficiency and operational efficiency; 3) new tools for rec-
onciling long term commitments such as entitlements and other sticky expenditures with short
and medium-term budget objectives; 4) redefinition of relationships with the government that
recognizes the strong influence of political parties and interest groups on legislative behaviour.

In 2008-2012 through 2012-2016 MTEP, the Korean government said that she will con-
tinue to work on fiscal soundness: The amount of total revenue and total expenditure will be
strictly managed to achieve a balanced fiscal account, and the national debt will be reduced to 30
percent of GDP during the period. Fiscal spending will be focused on boosting the economy and
improving social security. Again, this promise could not be kept.

As the total revenue is expected to decrease compared with the original forecast due to eco-
nomic slowdown, the government step up efforts to make up for the decrease. Government-
owned properties and equities were not on sale to secure revenue, which include the government
share of the Korea Development Bank and the Industrial Bank of Korea and Incheon
International Airport corp. Total expenditures could not be strictly managed to achieve fiscal
soundness and meet an increase in mandatory spending.

Government spending is projected to fast increase with rising mandatory spending including
the four public pension plans. To most efficiently manage mandatory spending, the government
will strictly control a mandatory spending increase in a sustainable range by requiring ministries to
submit a financial plan when introducing a new program and by making a mid-term financial plan
for major mandatory spending such as the national pension plan and health insurance program.
As for discretionary budget spending, the government is supposed to adopt performance-based
budgeting and be more cautious about discretionary budget spending, while strengthening feasi-
bility study when starting a new project.

The widening sovereign debt crisis in Europe has put Korea’s fiscal management in the
spotlight again. Korea’s fiscal status is in better shape than other major economies, the govern-
ment stresses, mindful of growing global fears about the contagion of the European government
debt crisis. Still, there is the need to more prudently manage state finances in line with stimulus
spending and the growing welfare needs of Korea’s aging population.

Appropriate budget spending was required to support the economy, but we pay more atten-
tion to the soundness of the overall fiscal conditions. Korean government has spent an un-
precedented amount for the past years to overcome the global economic crisis. Korea may get
caught in a vicious circle where its revenues decrease as the government secks fiscal soundness
only through the means of cutting spending. We need to think about how we can increase rev-
enue to secure sound financial health without hampering reasonable growth.

Korea has proven its traditionally prudent fiscal policy stance during the recovery from the
global financial crisis, differentiating itself from many developed countries that are having diffi-
culty restoring fiscal discipline. However, a report released recently by the National Assembly

Budget Office warned of the growing welfare burden on state budget. The nation’s mandatory
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budget spending may overtake discretionary expenditures in a few years on the back of rising
fixed outlays to support an aging population and interest payments for government debt.

Mandatory expenditures are those required by law, as opposed to budgets earmarked for
government use that are more flexible. The portion of mandatory spending, which was 49.8 per-
cent of the total budget 2010, it was equal that of discretionary spending year 2011 and made up
the majority from year 2012. Without measures to control mandatory spending, the country may
find it hard to secure fiscal soundness over the mid- to long-term perspective. Given the ex-
pected fiscal spending increase from the aging population, the government should be looking for
new tax revenue sources and finding a balance between tax income and spending.

In addition to these basic principles, Korean National Assembly tried to reform the format
of budget process to strengthening macro perspective through changing the status of budget
committee from non-standing (special) to standing one. And for the increasing expertise of the
member of the committee, they increase the term from 1 year to 2 years. Korean government al-
so tried to broaden the coverage of fiscal data from general government to public sector includ-
ing all public corporations.

I would like to thank again to Mr. Page and Mr. Anderson to share common view about the
importance of independent fiscal institution such as NABO and rigorous long term fiscal estima-
tion of mandatory spending. We fully agreed on alarming that the rising debt to GDP ratio, espe-
cially for ever rising demand of welfare service, pension burden for rapidly aging population and
declining fertility rates situation of Korea and reunification preparation plus defence budget.
Now, we expect much more checked and balanced power of purse between the government and
the legislative body especially about the mandatory spending of Korea, and other countries as
well.

Thank you for your kind attention!
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The Legal Aspects of Regulations on
Mandatory Spending

Kim, Do-seung

Professor, Mokpo National University

|. A fundamental solution for regulations on mandatory
spending

1. What is Mandatory Spending?

O The National Finance Act states that “A legislation causes a mandatory spending, of
which the size is determined by the legislation, and interest spending.

* A total of 150 programmes, amounting to 151.9 trillion won(46.7% of the total
spending), were mandatory spending in 2012 budget of Korea.

2. The dispute over mandatory spending is inherently dispute over
welfare spending.

© The principle of prohibiting under protection: Principles of legislation on Social
Constitutional Rights.
© It is a violation of the Constitution if a law meant for protection of Social

Constitutional Rights cannot even guarantee the attainment of a minimum standard

of living.

— Therefore, projects meant to guarantee the minimum standard of living such as the
‘basic livelihood guarantee pay’, mandates the government to guarantee certain
benefits to qualified citizens.

© For this reason, a large portion of social welfare spending (social insurance and so-
cial allowance) is takes the form of mandatory spending,.

— The welfare spending in the form of mandatory spending gives rise to excessive fi-
nancial burden.

1) Considered top priority in budget formulation

i) Continuous once in place
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3. Maintaining an appropriate level of welfare spending first needs to
be preceded by an agreed upon “Fiscal management Plan and
Spending Criteria” with binding power.

O Steady increase in Welfare Expenditure and Fiscal Soundness

© Since the 1997 financial crisis, Korean fiscal pressure increased due to worsening of
distribution structure, soaring demand for welfare, low birthrates and aging society.
=> The social consensus that regulation on welfare expenditure is necessary for the fis-
cal sustainability.
O There are, however, dissenting views:
— 'The quality of Korean social security falls short of that in advanced countries.

— Increase in welfare spending will cause redistributive effect and give impetus to so-

cial unification.

— The virtuous cycle between welfare and economy will have a positive effect on fis-

cal soundness in the long term.
O The fundamental problem in regulation on mandatory spending is coming to a so-
cial agreement regarding social security spending.
— Minimum guarantee on “social assistance”
— Maximum guarantee on the provision of social services

=> It is crucial to reach a consensus, for the fiscal sustainability.

Q  Spending Review 2010 of the U.K.
(The Chancellor of the Exchequer, The Spending Review Framework, 2010)

O The UK recently took measures to resolve its deficit problem through Spending
Review, based on the government’s values of responsibility, freedom and equity.
* The UK’s debt reaches 11% of its GDP, the highest of the G7 and G20 countries.
O The Spending Review is purposed to assess programs of each government sectors
from a long-term aspect and provides an opportunity for restructuring.
— The Spending Review sets the departmental expenditure limits (DEL) and consid-
ers the government’s comprehensive condition of the government’s spending.
© In countries with parliamentary cabinet systems like the UK, because the decision
of the cabinet is also accompanied by the approval of the legislature, formulation of

the budget has the same effect as the budget review.
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* In contrast, the budget review by the legislature is a powerful mechanism to regulate
the administration’s budget formulation responsibility in countries with presidential

systems, where the final determination of the budget is done by the legislature.

4. With the “Fiscal Management Plan and Spending Criteria,” which is
similar to the UK’s Spending Review 2010, it is important to derive
a method of securing taxation, such as agreements on methods
and limits on spending by sector and especially, securing welfare
spending to guarantee fiscal sustainability.

O The regulations on mandatory spending is inherently the regulations on welfare
spending.
O In Korea, where the budget formulation responsibility is separated from the budget

review and approval responsibility, a fiscal management criteria, agreed upon by the

budget authorities(legislature and administration) is necessary.

O (France) Ditferent policies, such as requiring the budget proposal to be agreed
upon by the legislature and the administration, are in place to induce coopera-
tion between the two parties.

© An agreement on policies regarding mandatory welfare spending(mostly in the form
of social allowance) must be reached.
— In other words, the social security laws of France determines 10 sections of man-
datory social security spendings, and the debate regarding the budget is focused on
its size.

* Discussions on increase in spending must be accompanied by discussions regarding

tax increase to secure require finances.
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Il. Fiscal rules taking into consideration the characteristics of

mandatory spending from the technical aspects of legislation.

1. To ensure the effectiveness of regulations on mandatory spending,

a

Q

Q

we need to consider the characteristics of authority distribution
around budget, based on the Constitution of Korea.

The Constitution of Korea requires that the government formulates the budget

process, and the National Assembly evaluates and approves the budget.

© The National Assembly can cut the budget formulated by the government, but can-

not increase the budget nor create a new item without the government approval.

Analysis on mandatory spending from the aspects of the budget authorization.

O The legislature determines whether a spending is necessary through parliamentary
legislation.
— 'The size of the budget is determined by the administration through executive
legislation.
© Mandatory spending is a way for the legislature to directly participate in the budget
formulation process, and through deciding the size of the mandatory budget, the
legislature can participate in the process even more directly.
— From this aspect, in Korea, where the budget does not carry the weight of legis-
lation, mandatory spendings make up for limited authority of the legislature during

the budgeting process.

Case Study: US

O In the United States, the Congtress is responsible for budget legislation, as well as
budget formulation and approval. The legislation of mandatory spending and its

size is determined in the enactment of the budget law(approval of the budget).

Case Study: UK

O In the parliamentary system of the UK, where the cabinet(the government) and the

legislature(the House of Commons) are interconnected, the legislation for man-
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datory spending and determining the size of the budget are both the responsibilities

of one branch.

O In Korea, the legislation basis for mandatory spending is enacted first. Then, af-
ter a certain period of time, the mandatory spending is reflected in the budget by

the administration.

O In Korea, the legislature determines the budget obligation, and the size is de-

termined by the administration.

=> Therefore, to effectively regulate mandatory spending, there needs to be two sepa-
rate regulation mechanisms for regulation of legislation of mandatory spending and

regulations of budget formulation.

2. Drawing up a basic legal system to control mandatory spending

2.1. Legislation of PAYGO as a Fiscal Rule.

O PAYGO is the most compelling and direct control mechanism requiring new

spending to secure revenue of the same amount.

© In the 1980s, while suffering from “T'win Deficit” of fiscal and current account, the
US enacted PAYGO Rule as a part of the Budget Enforcement Act of 1990 and set
Spending Caps on discretionary spending,.

O Introduction of PAYGO rule during the legislation process (Amendments in
the National Assembly)

O A new legislation that requires mandatory spending is not allowed unless it neu-
tralizes the budget by reducing another mandatory spending or securing new sout-
ces of revenue.

— Ways to offset the fiscal spending must be submitted when proposing a new direct
spending bill.

O In the legislation process, the need for the new mandatory spending is first verified.

— It is determined by the agreed upon “fiscal management Plan and spending

criteria.”
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— It determines whether mandatory spending is inevitable even when new spending
can be legislated.

Even if establishment of a mandatory spending is inevitable, verification of

PAYGO, which bars the legislation itself, is conducted. (Similar with PAYGO Rule

of the U.S))

— PAYGO as a congressional rule under the PAYGO Rule in the U.S.

— The Budget Committee’s Budget Resolution, which sets the spending ceiling of the
mandatory spending legislation, or point of order during parliamentary procedure,
which prohibits exceeding the spending ceiling, can be used as references.

However in case of Korea a standing committee has the right to review over bills,

therefore legislative power will be significantly restricted when the standing com-

mittee without or with small amount of direct spending makes attempt to imple-
ment new bill for new mandatory spending.

— Therefore it is needed that ‘the budget and account committee’” decides increased
amount of expenditure and a mandatory spending ceiling and then within the set
limits the committee needs to review whether to legislate bills for new direct spend-
ing through having coordination among standing committees by subject.

A few things to be cautious about:

— When PAYGO excessively restricts the legislative power, disputes over its uncon-
stitutionality could arise.

— PAYGO without proper exemptions would be unconstitutional due to its possible
violation of “the principle prohibiting under-protection” in the field of social
security. (an issue of the omission of legislation in the social security sector)

— The quorum required for disabling point of order in parliamentary procedure can

cause issues of that almost all of welfare spendings would be made by the ruling

party.

O Implementation of mandatory adjustment procedure against PAYGO violation

during a budget planning process. (Amendments of the National Finance Aci)

o

In order to effectively block the negative impact of mandatory spending on the fis-

cal health, it is necessary to limit the spending amount.

For reference, we can use PAYGO which is part of the Budget Enforcement Act of
the U.S. in 1990 and the Statutory Pay-as-you-go Act of 2010.

A sequestration is issued when it was fail to fulfill plans for neutralizing budget defi-

cit proposed during the new legislation process when the government plans a budg-
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et bill including new direct spending.

— The president who is the head of state has the right to issue a sequestration: issuing

a sequestration is stipulated as both the right and the obligation of president.
O Measures to reduce the existing mandatory spending based on the agreed upon
principles will be useful to induce restructuring of direct spending.

— This will contribute to alleviating the issue of current out-of-control mandatory
spending which is the limit of PAYGO Rule.

© When making mandatory spending cut, there should be amendments made on the
administrative legislation which provides grounds for the direct spending,.

— Therefore when submitting the budget bill to the National Assembly, modified
standards (proposed amendments of administrative legislation) which decides the

amount reduced based on the same estimation should also be sent after attaching it
to the bill.

2.2. Review and approval of a budget bill in the National Assembly

O The National Assembly reviews the adequacy of sequestered spending cuts by

the president and then approves the sequestered amount.

O Considering that the president has the constitutional right to draw up the budget,
there would be criticism that the rights to set the budget would be excessively con-
centrated if the right to issue a sequestration is given to the president. Therefore
conditions should be made to virtually guarantee the National Assembly’s right to

review and approve the budget.

© In addition political consensus should be made on the amendments to admin-
istrative legislation introduced for a sequestration and it will be handled with the

budget bill except for when laws need to be amended.

lll. Remaining issue: binding force

0 As PAYGO Rule applies to a budget, the outcome of politics, violation of the

Rule 1s different from violation of laws.

© Decisions over whether violations occur or not can generate considerable heat, and
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even if it is decided that the Rule is violated there are no mandatory measures avail-

able to offset the violation or effective methods to give disadvantages

O In this respect, independent financial bodies are in great need.

© To secure the credibility of PAYGO Rule, it is greatly needed to have an in-
dependent financial body in charge of monitoring of ex-ante and ex-post com-
pliance with the Rule; suggesting objective standards to apply; and deciding whether

it is appropriate to make exceptions

O Legislating fiscal rule such as PAYGO means an expression of financial decision

makers’ willingness to work for fiscal soundness.
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