cutting through complexity

GOVERNMENT

Walking the
fiscal tightrope:

a framework for fiscal
sustainability in government

kpmg.com/government

KPMG INTERNATIONAL



www.kpmg.com/government

44

There are some who seriously try to
argue that additional spending and
borrowing will actually lead to less
debt in the end despite the fact that no
evidence supports this assertion ...
These arguments are just a way of
avoiding difficult decisions — the kind of
something for nothing economics that
got us into this mess, which is why no
indebted European country is taking
that path.

b

David Cameron
Prime Minister of the United Kingdom

44

| see considerable long-term tasks
ahead of us that have to do with
markets regaining confidence in
Europe and that have a lot to do with
reducing debt.

b

Angela Merkel
Chancellor of Germany

44

| found this national debt, doubled,
wrapped in a big bow waiting for me as
| stepped into the Oval Office.

’, Barack Obama
President of the United States
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Foreword

As the world continues to struggle with financial turmoil and sovereign debt concerns, the global
financial community is actively working to strengthen mechanisms that foster greater international
cooperation.

At the forefront of this activity are international and multilateral groups and bodies such as the Basel
Committee, the Financial Stability Board, the G20 Mutual Assessment Process and the International
Monetary Fund (IMF), which are increasingly focused on reshaping the international monetary
system in order to facilitate strong, sustainable growth and improved economic outcomes for all
nations.

But this burden of responsibility does not, and should not, lie solely on the shoulders of these larger
global financial groups. Indeed, building better international and regional institutions relies on the
ability of individual governments to ensure their own financial sustainability.

To achieve greater insight and understanding of the impacts of government debt and fiscal policy on
the global economy, KPMG conducted research on 19 of the G20 countries to see how their fiscal
policy settings held up within the context of the budgetary, economic and intergenerational cycles.

To achieve this, we sourced data from the System of National Accounts (SNA) and the Government
Financial Statistics (GFS) for the general government sector. The compiled data was assessed within
the context of each country’s fiscal policy settings in order to provide an independent and consistent
view of the state of each country’s government finances.

Our findings challenge the widely-held belief that the sovereign debt crisis was uniquely caused by
the recent global financial crisis (GFC). In fact, our research indicates that, in most cases, levels of
government debt were already reaching their limits prior to the onset of the crisis in 2007-08.

Ultimately, our paper suggests that it is the persistent lack of fiscal discipline and an inability to
achieve fiscal policy targets that make fiscal practice broadly inconsistent with the attributes of a
competent fiscal sustainability framework. In response, KPMG has developed an outline of the
essential characteristics and attributes of a fiscal sustainability framework for the public sector. We
believe that by identifying the existing challenges and providing a viable and practical framework for
facilitating fiscal sustainability, we can help government policy makers and national governments
adjust to the post-GFC world and create positive change for the world economy.

We encourage you to contact your local KPMG member firm or any of the contacts listed in the back
of this publication to learn more about applying this framework within your jurisdiction.

)

Nick Baker John Herhalt
Global Head Global Chair
Finance &Treasury Government & Infrastructure

Throughout this document, “KPMG " [“we,” “our,” and "“us "] refers to KPMG International, a Swiss entity that serves as a coordinating entity for a network of independent member firms operating under
the KPMG name, and/or to any one or more of such firms. KPMG International provides no client services.

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



I = T"'I"L‘* FF"""'"T'""TI" ""1 ”*'“*

ﬂ--ll-llll -----J Ji--i -

- . -.J-.-.-q_ ias

=5 mhal




Table of contents

Executive summary

A fiscal sustainability framework for the public sector 10
About government financial frameworks 12
Introduction to SNA, GFS and government sectors 12
Introduction to strategic financial frameworks 14

Fiscal sustainability framework 16
Country profiles 38
Overview of key fiscal indicators 40
Argentina 48
Australia 50
Brazil 52
Canada 54
China 56
France 58
Germany 60
India 62
Indonesia 64
Italy 66
Japan 68
Korea (Republic of South Korea) 70
Mexico 72
Russia 74
Saudi Arabia 76
South Africa 78
Turkey 80
United Kingdom 82
United States 84
Appendix A 86
About the SNA and GFS 86

" Appendix B 88
'i‘ Example government accounting framework 88
? References 92

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



V\/alking the fiscal tightrope

Executive summary

Introduction “

It seems not a week goes by without another dire warning about sovereign debt. The rise of sovereign
Indeed, ever since the GFC began to ‘'morph’ into what became known as the debt among many Of
eurozone debt crisis, the world has been keenly focused on sovereign debt. .

the G20 nations actually

Interestingly, and counter to popular opinion, the roots of the current sovereign

debt crisis do not lie solely in the GFC. In fact, according to our research, predates th.e G FC by
the rise of sovereign debt among many of the G20 nations actually some considerable time.
predates the GFC by some considerable time. ,,

To be clear, budget deficits are not necessarily a bad thing. Budget deficits actually
play an important macroeconomic role by providing stimulus when it is needed most
and fiscal support when the national interest requires it. Persistent and high levels of
debt, however, are another matter entirely. Not only does persistent debt erode a
nation’s ability to afford the deployment of automatic stabilizers when needed,
but it ultimately leads to intergenerational inequity.

Some observers would suggest that this era of deficit spending will turn around
in due course; that sovereign debt, deficit budgets and slow economic growth
are simply cyclical issues that will soon disappear. According to our research,
however, the challenges now facing government finance in many of the
world’s leading economies will likely not be solved in the short term.
Government indebtedness has taken some time to accumulate and it will take a
similar time frame to remedy.

The unhappy truth is that economic growth is likely to be stubbornly slow in

the nearterm, leading to further strain on what are already sizable quantities

of government debt. Perhaps more to the point, however, most, if not all,
governments will now also have to deal with the rising costs created by
intergenerational aging, which is already putting new pressure onto government
budgets, particularly in the areas of health, aged pensions and long-term care.

Improving fiscal sustainability frameworks

To better understand the extent of the challenge, we examined the fiscal policy
settings of 19 countries’ within the G20 group of countries across the budgetary,
economic and intergenerational cycles. We took a country-comparative perspective
in order to highlight some of the existing fiscal policy framework elements against
the trend perspective offered by each country’s relevant government financial
statistics. Across the board, we focused specifically on the general government
sector (GGS), allowing us to apply an ‘entity’ lens rather than a macroeconomic one.

Based on these findings, we then set about developing an outline of what a truly
competent fiscal sustainability framework might look like. Given the key findings
summarized on the following pages, we believe this framework provides a practical
and achievable road map to help governments around the world create a more
sustainable, effective and efficient national economy for generations to come.

" The G20 member country not included is Brussels (representing the remaining European Union (EU) member states). Since the UK, France, Germany and ltaly are included as
separate G20 countries in their own right, further representation from EU member states was deemed unnecessary, given that many fiscal policies are ‘Treaty driven'.

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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About the data

The data tables and much of the commentary included in this paper are
based on the extensive and ongoing work done by the IMF, World Bank
and Organisation for Economic Co-operation and Development (OECD).
Specifically:

e The data tables provided in both the budget and economic cycle sections were
sourced from the IMF World Economic Outlook database (April 2012 update).

e The data tables provided in the intergenerational cycle sections were sourced
from the United Nation’s World Population Prospects: The 2010 Revision
database.

Additional information was sourced from a wide range of websites, particularly
the government websites of relevant countries.

Online comparison tool .

Visit our website to explore data for the 19 countries studied in this report.
Compare up to three countries at once.
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Short-term thinking and
political expediency in
decision making tend
to trump considerations
of long-term fiscal
sustainability.

2

Governments’ ongoing struggles to achieve
fiscal sustainability

In addition to a clear need for updated financial frameworks, there are a number of
additional factors, notably an inability by governments to successfully implement
and sustain their fiscal policy targets, that have created today’s fiscal sustainability
issues within many of the G20 countries examined in our study:

¢ Short-termism and political expediency: \While fiscal sustainability is a
widely-held goal of most governments, our research suggests that, in general,
success has largely been diminished by the absence of a politically bipartisan,
committed and sustained program of implementation. This is not entirely
surprising. The path to restored fiscal health can rarely be achieved within the time
frames ordinarily afforded to elected leadership. As a result, short-term thinking
and political expediency in decision making tend to trump considerations of
long-term fiscal sustainability.

¢ Long streams of budget deficits predating the GFC: Our research finds that
during the 5-year period from 2002 to 2007, more than half of the countries had
posted unbroken streams of budget deficits. This may be acceptable for
developing nations during the investment cycle, but the countries in view here are
almost all developed countries. This suggests that in addition to short-termism,
there are problems with the fiscal policy settings of these governments.

e GFC-driven automatic stabilizers: Our research suggests that countries with
high levels of gross debt prior to the start of the crisis (in excess of 60 percent of
GDP) were not only severely limited in their ability to adequately respond to the
GFC, but are now also facing a longer and more difficult path back to sound
fiscal sustainability. So while the EU’s general government gross debt target of
60 percent is likely appropriate in times of economic growth, it is clear that by
carrying this level of debt into times of economic crisis, countries are less able
to absorb the effects of automatic stabilizers, accommodate shock events or
facilitate additional stimulus when needed. Simply put, if the levels of sovereign
debt in eurozone countries had been lower in the first instance, then the strength
and stability of the eurozone’s institutional mechanisms and fiscal arrangements
would probably never have been questioned.

e Slow return to economic growth: High levels of government debt will be
further exacerbated by the impact of intergenerational aging and the ongoing
shift toward the developing world, which will generally lead to continued
sluggish economic growth in developed markets. In turn, slow economic growth
will lead to sustained levels of high debt. As general government gross debt is
typically measured as a percentage of GDRE economies that are not able to grow
faster than the government can grow debt will see their debt ratios increase.

e Cost of debt: It is not just the size of debt relative to GDP that matters in fiscal
sustainability, but also the cost of that debt to the budget. The US and Japan, for
example, enjoy low cost access to funds which invariably means that the quantum
of debt remains manageable. However, should the cost of debt increase, then the
affordability of that debt will become a much graver concern. This relationship has
been made very clear throughout the eurozone debt crisis as countries’ borrowing
costs spiked due to investor concerns of default which, in turn, has made the level
of debt unmanageable.

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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The risk of inaction is real and present ¢
Even once current fiscal pressures subside, many of the G20 countries will find no The cha ||enge will also
respite due to the challenges created by: . .
be felt in developing
¢ Intergenerational impacts: All evidence suggests that another wave of fiscal stress Id tri n
has started, the result of budgetary pressures caused by intergenerational aging WO I’. coun r|_es, whnere
which, in turn, will further heighten the need for sustained fiscal policy action (such th e Iﬂ’[I’Od uction Of

as budget management ahd the restor§t|on of ba[ance sheet healf[h) over the next wider access to social
40 years. The challenge will also be felt in developing world countries, where the

introduction of wider access to social security and health coverage may combine security an d health
with rising age ratios to create challenging fiscal burdens for government. coverage may com bine

¢ Global economic interconnectedness: As economies become increasingly WIth risi ng age ratios to
interconnected, slow growth outlooks within any sizable portion of the world hall . fi |
economy will inevitably lead to fiscal challenges in other jurisdictions. But as the create challe nging risca
balance of trade shifts to the developing world, our research suggests it is the b u rd ens for governme Nt.
developed world economies that are creating the most significant sovereign ”

debt challenges. Indeed, of the debt that will have been accumulated by the 19
countries in our study by 2015, an estimated 86.5 percent will be held by the top
seven select developed countries (Canada, France, Germany, Italy, Japan, UK and
US). The eight developing countries in our study (Argentina, Brazil, China, India,
Indonesia, Mexico, South Africa and Turkey) will hold only 11.61 percent. This is not
a matter of comparative size. Both this select developed country group and the
developing country group will commmand 36 percent and 32 percent of world GPD
by 2015 respectively, making them roughly equal in their weighting within the global
economic order.
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| could end the deficit
In 5 minutes. You

just pass a law that
says that anytime
there is a deficit

of more than

3 percent of
GDRP all sitting
members of
Congress are
ineligible for
re-election. 99

Warren Buffett

44

Action speaks louder
than words but not

nearly as often.

b

MarkTwain

The solution: Better frameworks—and
an improved commitment to adhere to
them long term

With the rising visibility of sovereign debt over the past 5 years, coupled with the
growing fiscal pressure created by intergenerational aging, it is clear that action
must be taken to develop and implement a fiscal sustainability framework that
includes:

Balanced fiscal policies: A fiscal sustainability framework must ensure that
fiscal policy is balanced to achieve an objective of governing for the just and
common good of current and future generations within the constraints of
economic affordability, national security priorities, social cohesion imperatives
and environmental sustainability.

Defined targets: Ultimately, the framework must specify and use targets set
around key fiscal aggregates. While not foolproof, targets are nonetheless a well-
used approach among G20 countries.

A view across budgetary, economic and intergenerational cycles: There is
a clear and present recognition that government finances and budget settings
need a more complete consideration of fiscal sustainability that spans not only
the budget cycle (1-5 years), but also the economic cycle (6+ years) and the
intergenerational cycle (10+ years).

Success factors and key performance indicators (KPIs): Fiscal sustainability
frameworks must include measurable and defined KPIs that can be used to monitor
fiscal sustainability progress. These include the attainment of defined targets as
discussed above, as well as market-driven indicators such as the attainment of
government AAA credit ratings.

Committed and sustained implementation: There is a significant

difference between developing a fiscal sustainability framework and properly
implementing it, the latter being the bigger challenge. Achieving practical results
requires politically bipartisan commitment to prioritize and improve government
finances for both current and future generations. Governments must strive

to develop the appropriate mechanisms and institutional objectives to ensure
sustained implementation across the political cycle.

Coordinated regulatory, policy and financial frameworks: Fiscal sustainability
objectives are often better realized when robust regulatory and financial system
institutional frameworks, competent fiscal policy frameworks and rigorous fiscal
management implementation practices all work together.

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Conclusion

Ultimately, the fiscal sustainability of government
finances for both developed and developing
countries depends on how governments manage
the combination of:

¢ global economic shifts
e existing government debt levels
e slow world economic growth prospects

e impacts of intergenerational change upon
government finances.

Governments need to demonstrate a greater
commitment and capacity to control their own finances
and to live within their means. It is not about the size
of government spending, or the extent of social welfare
or the level of entitlement spending that a nation’s
citizenry wishes to embrace. It's about the affordability
of that embrace.

If restraint and sound fiscal management cannot be extracted
from the existing political and economic institutions of

a nation, then there may be a need to design further
mechanisms that separate a nation’s fiscal policy settings and
long-term fiscal responsibility obligations from the political
process. Such a pathway may become necessary for no
other reason than to ensure that short-termism and political
expediency do not unduly impact a nation’s fiscal legacy.

Thankfully, governments are increasingly recognizing
these challenges and, in some cases, responding, as
evidenced by the recent move (in March 2012) by eurozone
member countries to sign the so-called ‘Fiscal Compact’,
which requires member states to seek to place key fiscal
restraining limits into their national constitutions in order to
better ensure balanced budgets and the adherence to debt
ceiling protocols.
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We believe that it is
useful to consider seven
key interrelated elements
that make up a strategic
financial framework for
the public sector.

b

Fiscal sustainability frameworks: In context

Our findings as described in the previous pages highlight the imperative for a
disciplined approach to fiscal sustainability. As such, we have developed an outline
of what a truly competent fiscal sustainability framework might look like.

However, in proposing the attributes of an improved fiscal sustainability framework
for the public sector, it is necessary, at least initially, to put forward a more complete
model, whereby the full array of typical strategic financial frameworks can be
considered in context.

Clearly, outlining the strategic financial frameworks used by governments around the
world is not a straightforward process, particularly given the many and often varied
views of these frameworks that are held by key and knowledgeable stakeholders.

As a consequence, there is essentially no widely agreed upon strategic financial
framework structure that is universally promoted and/or accepted.

Notwithstanding this issue, and for the benefit of convenience in the context of
this paper, we believe it is useful to consider seven key interrelated elements that
make up a strategic financial framework for the public sector. These are discussed
in more detail in the following section.

1) Fiscal sustainability framework: sustaining public finances over the short,
medium and long term

2) Financial accountability framework: facilitating financial governance over
the executive government and its agencies

3) Budgeting framework: setting fiscal policy and measures within the constraints
of economic affordability, security imperatives, social cohesion aspirations and
environmental sustainability in order to appropriately resource the business of
government

4) Appropriation framework: authorizing the spending and borrowing of the
executive government of the day

5) Cash management framework: managing, controlling and reporting cash
flows (receipts and payments) and cash adequacy

6) Financial reporting framework: requiring the complete, timely, transparent
and independently audited financial results of government

7) Performance reporting framework: requiring the complete, timely and
transparent assessment of the performance results of government

Table 1 provides a summary of a suggested fiscal sustainability framework for
the general government sector.

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Table 1: Summary of a competent fiscal sustainability framework

Context: To set the budget within the context of fiscal sustainability.
Objective: To govern for the just and common good of current and future generations.
Defined: Afiscal sustainability framework helps ensure the balance of fiscal policies is constructed in such a way that the objective can

be maximized within the constraints of:

e economic affordability

e national security priorities

e social cohesion imperatives for citizen access and equity
e environmental sustainability.

Description: Budget cycle (1-5 years) or medium-term fiscal framework (MTFF)

Targets over the cycle are:

e aggregated net operating balance (NOB) to be either balanced (= 0) or in surplus
e aggregated comprehensive result (CR) to be either balanced (= 0) or in surplus.
Important to note the following:

e The net operating balance is the preferred MTFF fiscal sustainability measure, as it best equates to the accrual measure
of the ordinary ‘transaction’ business of government.

e The comprehensive result or change in net worth is the preferred, yet more challenging, MTFF fiscal sustainability
measure, as it best equates to the full accrual measure of the period.

Economic cycle (medium-term or 6+ years)

Targets over the cycle are:

e networth at zero or greater over the cycle

e gross debt and net debt meet target limits

e alignment of non-financial assets to interest bearing debt
e alignment of financial assets to non-interest bearing debt.

Intergenerational cycle (long-term or 10+ years)

Target is to address the fiscal pressures through:

e the preparation of intergenerational reports (IGR)

e the preparation of a national infrastructure priority plan (NIPP)
e the establishment of an insurer of last resort (ILR) provision.

Above all, a leading practice fiscal sustainability framework should encompass the bipartisan commitment to sustain or improve

government finances over the short, medium and long term.

Key fiscal sustainability framework objectives should be measureable by:

e the attainment and maintenance of government AAA credit ratings
e the attainment of MTFF budget cycle fiscal sustainability targets related to NOB and/or CR
e the attainment of economic cycle fiscal sustainability targets related to:

— networth

— gross debt and net debt
— alignment of non-financial assets to interest bearing debt
— alignment of financial assets to non-interest bearing debt.

e the attainment of intergenerational cycle fiscal sustainability initiatives, including:
— the preparation of periodic intergenerational reports

— the preparation of a national infrastructure priority plan

— the establishment of an insurer of last resort provision.

Source: KPMG International, 2013

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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About government financial frameworks

Introduction to SNA, GFS and
government sectors

The framework concepts and country profiles presented in this paper focus on
the general government sector (GGS) or budget sector data of 19 countries in the
G20 group of countries.

This data is routinely compiled under the System of National Accounts (SNA)
and Government Financial Statistics (GFS) standards used internationally by
country governments and centrally compiled and held by the International
Monetary Fund (IMF) in their World Economic Outlook (WEQ) database.

Figure 1 illustrates how the GGS relates to the overall institutional sector
classifications used by governments under the SNA. For a more complete
overview of these standards, please refer to Appendix A.

Figure 1: Public sector classifications (extract) per the SNA

Local

State/provincial

National/federal

Total public sector or
whole-of-government (WoG)
by jurisdiction

Total non-financial Public financial
public sector corporations (PFC) sector

Public non-financial
corporations
(PNFC) sector

General government
sector (GGS)

Source: KPMG International, 2013 (based on the System of National Accounts (SNA) 2008)

The key data sets used to assess the general government sector of the 19 countries
discussed in this paper include:

e general government revenue

e general government expenses

e general government net fiscal lending/borrowing
e general government gross debt

e general government net debt (where available).

For a more detailed explanation of these GFS accounting concepts, please
refer to Appendices A and B or the official GFS manual available for download at
various websites including www.imf.org.

To conduct our assessment, we also used country-specific data including GDP
growth (as a percentage of GDP), national unemployment rates, inflation rates and
population figures from the UN's World Population Prospects database.

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Introduction to strategic financial
frameworks ‘6

A key focus of this paper is to present the elements of a sound fiscal sustainability Thereis essentia”y no
framework. However, in outlining the attributes of a better practice fiscal

sustainability framework for the public sector, it is necessary, at least initially, Wldely _agr.eed L!pOﬂ

to propose a more complete model, whereby the full array of typical strategic Strateg IC fl nanC|a|

financial frameworks can be considered in context. fra mework structure that
Clearly, outlining the strategic financial frameworks used by governments around iS u mve rsa | |y promoted
the world is not a straightforward process, particularly given the many and

often varied views of these frameworks that are held by key and knowledgeable and/or aCCepted-
stakeholders. As a consequence, there is essentially no widely agreed upon ,,

strategic financial framework structure that is universally promoted and/or

accepted.

Notwithstanding this issue, and for the benefit of convenience in the context of

this paper, we believe it is useful to consider seven key interrelated elements that
make up a strategic financial framework for the public sector. The strategic
financial frameworks typically found in the public sector include:

1) Fiscal sustainability framework: sustaining public finances over the short,
medium and long term

2) Financial accountability framework: facilitating financial governance over the
executive government and its agencies

3) Budgeting framework: setting fiscal policy and measures within the constraints
of economic affordability, security imperatives, social cohesion aspirations and
environmental sustainability in order to appropriately resource the business of
government

4) Appropriation framework: authorizing the spending and borrowing of
the executive government of the day

5) Cash management framework: managing, controlling and reporting cash
flows (receipts and payments) and cash adequacy

6) Financial reporting framework: requiring the complete, timely, transparent
and independently audited financial results of government

7) Performance reporting framework: requiring the complete, timely and
transparent assessment of the performance results of government.

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Figure 2 illustrates how these frameworks interact with the budgeting and reporting
cycles of both central and line agencies. It is worth noting that, while this paper
focuses predominantly on the fiscal sustainability framework, it also takes into
account aspects of other frameworks where required.

Figure 2: Strategic financial frameworks in context

Fiscal sustainability Financial accountability

framework BT framework
government <
financial
framework
Performance Budgeting
framework framework
<—O
External External
reporting Cash budgeting
management
framework
Reporting Appropriation
framework framework

Internal
budgeting

Internal
reporting

Strategic financial frameworks

e Fiscal sustainability framework

e Financial accountability framework
e Budgeting framework

e Appropriation framework

e Cash management framework
e Reporting framework
e Performance framework

Source: KPMG International, 2013

Table 2 summarizes the essential characteristics of each of these seven frameworks
as they relate to governance, independence and accountability, as well as their
principal stakeholder needs and requirements.

Table 2: Essential characteristics of strategic financial frameworks

Strategic financial
framework

Governance, independence and accountability

Principal stakeholder needs and requirements

Fiscal sustainability

Financial accountability

Budgeting

Appropriation

Cash management

Financial reporting

Performance

Fiscal policy settings and fiscal governance

Setting the budget context for the short, medium and
long-term outlook

Financial governance over the executive
government, treasury and agency resources

Ensuring the economic, efficient, effective and
ethical use of agency resources

Publicly accessible budget statements

Setting the budget within the economic, security, social
cohesion and environmental context

Parliamentary/legislative governance over
government spending

Ensuring parliamentary/legislative scrutiny over
spending priorities and costs

Control of drawn down/spending limits and
monitoring of cash adequacy

Ensuring both timely and appropriate cash and
treasury management

Independently audited financial statements

Reviewing financial results achieved against the
original intent of government (as per the budget)

Accountability and control over the transparent
reporting of the results of government policy,
regulation and program operations (services)

Reviewing performance results achieved against
the original intent of government policy, regulatory
purpose and service targets

Source: KPMG International, 2013

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.




Wialking the fiscal tightrope

Fiscal sustainability framework

With the rising visibility of sovereign debt over the past 5 years, coupled with the
phenomenon that is intergenerational aging, many governments around the world are
increasingly focused on improving their fiscal sustainability frameworks. As such, this
paper places particular focus on the current and emerging fiscal policy settings and
frameworks used in establishing the fiscal sustainability framework of the 19 countries
in the G20 group of countries.

Indeed, there is a clear and present recognition that government finances

and budget settings need to include a more complete consideration of fiscal
sustainability that is short, medium and long term in its perspective. Some of
the approaches used by countries included in this paper demonstrate this trend.
For example:

e Thereis increasing implementation and use of medium-term fiscal frameworks

(MTFF) inclusive of the use of automatic fiscal policy stabilizers and fiscal targets.

e Many countries have, or are moving toward, accrual accounting to better capture
and assess both the flows and stocks that make up government business.

e The increasing preparation and use of long-term intergenerational reporting
demonstrates the need for countries to more fully consider the longerterm fiscal
consequences of the emerging pressures resulting from generational change,
nation-building challenges and the desire to progressively balance economic,
security, social and environmental policy aspirations.

Still, there are many and varied factors contributing to the fiscal policy settings and
fiscal governance arrangements that a national or state/provincial government may
pursue from time to time.

Table 3 outlines the structure adopted in this paper in order to present the essential,

defining and common attributes of a fiscal sustainability framework.
Table 3: Elements of a fiscal sustainability framework

Element Description and purpose

Where does a fiscal sustainability framework sit relative to the
other financial frameworks in place (e.g. for budgeting, financial
reporting, cash management and so on)?

Why have a fiscal sustainability framework?
What are the objective(s) of fiscal sustainability?
What s fiscal sustainability trying to do?

How should fiscal sustainability be defined?

What are the key fiscal sustainability issues, measures and
areas of focus for the budget cycle?

What are the key fiscal sustainability issues, measures and
areas of focus for the economic cycle?

What are the key fiscal sustainability issues, measures and
areas of focus for the intergenerational cycle?

How should success be measured? What are the KPls that
should be used to monitor fiscal sustainability?

Source: KPMG International, 2013
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1. Framework context

When considering where a fiscal sustainability framework sits relative to the
other financial frameworks used by government, it is important to appreciate that
fiscal sustainability is essentially an attribute or governing objective of fiscal policy.
It should, therefore, inform and provide perspective on current and future fiscal
pressures facing government, both in terms of its revenue sources and mix of
expenditure policies, as part of the budget process.

In this context, fiscal sustainability needs to consider both:

e the flows dictated by current revenue and expenditure policy settings
over the short, medium and long term

e the stock impacts associated with:
— reducing government debt

— replenishing government assets, including items such as the funding of
replacement or refurbished government assets

— provisioning of sufficient capital for the funding of nation-building projects
for both hard and soft infrastructure

— meeting emerging government liabilities such as public pensions

— providing sufficient funds for 50-year stress events such as natural
disasters, economic crisis events and other shock events associated
with the role of government as the ‘insurer of last resort’.

Itis worth noting that fiscal sustainability objectives are not solely realized
through the budget process. Rather, the objectives also influence other policy and
regulatory mechanisms that are established and maintained by a country in such
areas as national banking regulatory arrangements, corporate and financial market
regulation and so on.

However, in the context of the suite of frameworks that comprise the overall

strategic financial framework, the budget context becomes the crucial mechanism

whereby the influence of fiscal sustainability needs to be realized in practice.

In summary, it is most relevant to consider the fiscal sustainability framework
context as being:

To set the budget within the context of fiscal sustainability.

Walking the fiscal tightrope
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2. Objective and definition

There continues to be some debate as to whether governments need a fiscal
sustainability framework at all. Some would suggest there are already sufficient
constitutional or legislative mechanisms in place to ensure government
business is conducted in a fiscally sustainable manner such that a separate fiscal
sustainability framework is not necessary. Indeed, there is some evidence to
support this notion. For example:

e The recently-agreed (in March 2012) Fiscal Compact signed by all eurozone
countries seeks to enshrine fiscal sustainability targets for balanced budgets
within the national constitutions of member states.

e Brazil's Constitution, in no small part, addresses annual budgets, pluriannual plans
and budgetary directives, while the Brazilian Fiscal Responsibility Law essentially
acts as a supplementary law to the Brazilian Constitution.

However, it is more important to recognize that such framework implementation
approaches need to be seen in light of a government’s attempt to codify fiscal
responsibility and sustainability settings rather than ignore them. In other words, such
controls have been deemed necessary in the context of controlling the effects of
vested interests and/or minimizing the downside impacts of political nearsightedness
that often arise from the ‘cut and thrust’ of short-term politics and political self-interest.

Still, even when fiscal controls are seemingly in place and rock solid, there are
still instances where:

e the legislation or constitutional provision will be allowed to be overridden
or modified

e the provisions are incomplete or missing elements of a sound fiscal
sustainability framework

e the targets are expressed in terms which almost deliberately attract a wide
and undisciplined interpretation in practice.

These examples clearly highlight the need for a fiscal sustainability framework.
Moreover, the fact that countries will go so far as to provide a legal or constitutional
basis for such frameworks further emphasizes that a primary objective for such a
fiscal sustainability framework is bipartisan support and commitment from all sides
of politics. One of the key aims in such a codification is to put in place a degree of
fiduciary control over the executive government of the day in order to ensure that a
single-term government is not able to impair the fiscal legacy of future generations.

In this context, the objective of a sound fiscal sustainability framework is one
whereby fiscal policy setters and the government of the day are both informed and
have the fiduciary capacity:

To govern for the just and common good of current and future generations.
Considering this objective, it follows that:

A leading practice fiscal sustainability framework encompasses the bipartisan
commitment to prioritize and improve government finances for both current
and future generations.
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Pursuant to this objective and the defining attribute of a leading practice fiscal
sustainability framework, we have adopted the following definition of a fiscal
sustainability framework for the purposes of this paper:

A fiscal sustainability framework ensures that the balance of fiscal policies
is constructed in such a way that the objective of governing for the just and
common good of current and future generations can be maximized within

the constraints of:

e economic affordability
e national security priorities
e social cohesion imperatives for citizen access and equity

environmental sustainability.

A X
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3. Budget cycle (44

The predominant method among G20 countries studied in this paper includes an The MTF F iS frequently
approach to the budget cycle whereby a medium-term fiscal framework (MFTT) is .
used. In this respect, the concept of medium-term is typically considered to be in favored beca use It

the 3-5 year range. focuses on both the
The MTFF is frequently favored because it focuses on both the immediate iImmediate fiscal

fiscal imperatives, as well as medium-term fiscal issues; an orientation in fiscal : :
P . oS Imperatives, as well
emphasis that essentially suggests that longerterm fiscal issues are often too far

away to warrant undue attention. as medium-term fiscal
Consequently, typical budgeting models use a multi-year approach that includes ISSUES.
the budget year plus a number of forward estimate years. \While such an approach ,,

readily facilitates the short- to medium-term consideration of fiscal policy, emerging
better practice budgeting arrangements also include a consideration of policy
settings over the longer term.

That is, some G20 countries are starting to appreciate that there are, in fact, clear
benefits for government finances and fiscal sustainability in adjusting fiscal policy
settings decades before they become ever more onerous. Indeed, a number of the
G20 countries studied in this paper, such as the US and Canada, include the impact
of delay on fiscal sustainability in their long-term fiscal policy and strategy.

Fiscal sustainability framework settings over the budget cycle support
the need for a medium-term fiscal framework. Best practice is an

MTFF that accommodates the long-term fiscal issues brought on by
generational aging and the need to provision for nation-building
infrastructure, shock events and debt reduction.

What to measure for fiscal sustainability?

When discussing bottom line budget figures, there is almost always a clear political
and media focus on the deficit or surplus result of the general government budget.

However, there is some discrepancy in what is described as being included or not
included in this result. For example, some countries refer to a primary deficit/surplus
which excludes any consideration of interest payments; others to a structural deficit/
surplus; and some to one of a number of GFS measures, such as net fiscal lending/
borrowing (NFL/B), net operating balance (NOB) and GFS cash surplus/deficit.

For the purposes of consistency, we have adopted the terms and definitions that
are consistent with the SNA and, more particularly, the IMF's GFS 2001 manual.

It is important to note, however, that GFS 2001 fully supports accrual accounting for
government reporting purposes. That is, GFS accrual concepts can be used in both
budget reporting and financial (actual) reporting.

While G20 countries can adopt either a cash or accrual approach to preparing

their national accounts, the trend is moving toward accrual accounting where
governments can produce all three primary statements (usually the operating
statement/income statement, the balance sheet and the statement of cash flows),
thus providing a more complete assessment of the flows and stocks synonymous
with the SNA and GFS frameworks.
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The accrual approach not only provides the necessary cash information often used
by governments, it also produces additional operating statement and balance sheet
information. This additional information provides significant advantages when
assessing and reporting on fiscal sustainability. For example, those countries that
have done the most regarding long-term fiscal sustainability reporting (including
countries such as Australia, Canada and the UK) are also those that have access to
the accrual accounts of general government.

GFS 2001 also specifies the key fiscal aggregates that are most relevant to

policy advisors and government leaders, not only when considering revenue and
expenditure policy measures, but also for the assessment of aspects pertaining
to fiscal sustainability. For a more detailed explanation of the key concepts of GFS
2001, please refer to Appendices A and B.

Therefore, in order for a fiscal sustainability framework to have clarity and
transparency in the budget process, the framework needs to express fiscal targets
and settings that use these widely accepted key aggregate terms and concepts.

What to measure: Operating statement/income statement
perspectives

Itis important to recognize that GFS distinguishes between the economic
transactions that actually occur and the other economic flows that impact financial
statements as a result of changes in valuations and estimates.

Indeed, the SNA and GFS make an important distinction, namely, that transactions
actually impact other areas of the economy whereas other economic flows reflect
internal changes of economic value. In other words, while other economic flows are
still real and reflect economic value, they are yet to occur in the broader economy
until such a time as they are actually transacted. For example:

e asset revaluation reflects internal changes to asset worth as measured by
match-to-market valuation/estimation

e changes in actuarial estimates on provisions for pension funds reflect the most
current information on obligations but not the actual transaction amounts
that will ultimately be paid out; these will only become known when those
transactions actually occur.

In summary, the distinction between transactions and other economic flows is
important within GFS to ensure that financial information is recorded in such a way
that it readily integrates with the SNA which, in turn, makes the financial information
economically relevant in terms of measuring the impact of the government's fiscal
strategy on the rest of the economy.

Those familiar with GFS concepts will also be familiar with the following GFS key
fiscal aggregates:

Net operating balance (NOB)

GFS defines NOB as the summary measure of revenue and expense transactions
on net worth. Net worth is equivalent to equity in normal accounting vernacular. The
full change or impact on net worth in any one period is considered to be NOB plus
net other economic flows.

For the general government sector, NOB is calculated as general
government revenue (from transactions) less general government

expenses (from transactions).

Walking the fiscal tightrope
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Net fiscal lending/borrowing (NFL/B) “
GFS defines NFL/B as the financial resources that the government absorbs from, or ]
releases to, other sectors of the economy. Anim portante lement

of a fiscal sustainability
For the general government sector, NFL/B is calculated as NOB minus the fra mevvork iS that it must

ultimately specify and

It follows that if NOB contains only revenue and expense transactions and the use targets, particu |ar|y
financial impact of transactions related to non-financial assets is removed, then the targets set arou ﬂd key
residual accrual measure of assets and liabilities are financial in nature. This explains .

why NFL/B is also defined as being equal to the net acquisition of financial assets fiscal aggregates-

minus the net incurrence of liabilities. ,,

net acquisition (disposal) of non-financial assets from transactions.

Itis worth noting that, under the accrual version of GFS 2001, these operating
statement fiscal aggregates will measure transactions on an accruals basis and,

as aresult, the actual cash information under accrual accounting is reflected in the
statement of cash flows. For more information, please refer to Appendices A and B.

What to measure: Statement of cash flow perspectives

GFS cash surplus/deficit

GFS defines the cash surplus/deficit as the net cash inflow from operating activities
minus the net cash outflow from investments in non-financial assets.

Therefore, the GFS cash surplus/deficit aggregate excludes both net investing
cash activities arising from the sale or purchase of financial assets and net
financing cash activities.

For the general government sector, the cash surplus/deficit is calculated as

net operating cash plus net investing cash arising from the sale/purchase
of non-financial assets.

What to target?

An important element of a fiscal sustainability framework is that it must ultimately
specify and use targets, particularly targets set around key fiscal aggregates. While
not foolproof, they are nonetheless a well-used approach among G20 countries.

In recent years, the use of deficits by G20 countries (as measured by NOB, NFL/B or
GFS cash surplus/deficit) has occurred as a result of governments’ need to respond
to the GFC and provide support to their financial systems. Naturally, this has taken
varying forms in different countries and was subject to country or specific regional
circumstances as per the European Union (EU).

However, once this initial financial system support was in place, it was the downstream
impacts on country economic performance that caused the deployment of automatic
stabilizers which, in turn, continued to drive deficit budgets.

Predictably, slowing economic growth and the onset of recession in many

G20 countries led to a commensurate decline in government revenues and increase
in government expenditures such as unemployment benefits and other social safety
net mechanisms.
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While it is a crude indicator, it is interesting to note that:

e The aggregated 7-year average of deficits/surpluses (NFL/B) from 2002 to
2008 (inclusive) across the 19 countries in this study prior to the GFC was
—7.02 percent of GDP

e The aggregated 7-year average of deficits/surpluses (NFL/B) from 2009 to
2015 (inclusive) across the 19 countries in this study following the GFCis
estimated to be —21.02 percent of GDP

This equates to an aggregated (deficit) difference of —14 percent of GDP
between the two periods.

This analysis not only demonstrates the impact that shock events can have on
government finances, it also raises a number of broader fiscal sustainability
qguestions such as:

e Should governments be making better provisions for shock events?

e How are governments capping the extent (size) or duration (time) of
automatic stabilizers?

e Are the levels of entitlements and services in some G20 economies
becoming unsustainable?

e |sthe quantum of government revenue that is subject to the effect of automatic
stabilizers too large such that further taxation reform/adjustment is warranted?

e To what extent is the social safety netting of today detracting from the
government's longerterm capacity to provide a sustainable level of social
safety netting for tomorrow?

Achieving a balanced budget (typically expressed as either NOB = 0, NFL/B =0

or GFS cash surplus/deficit = 0) is understandably an important target for a fiscal
sustainability framework. And while a balanced budget result is rarely achieved every
year, there are often good reasons for this. Consequently, any fiscal sustainability
target related to an NOB, NFL/B or GFS cash surplus/deficit result needs to be
considered over a medium-term fiscal framework or other time frame.

This implies that a key fiscal sustainability target objective can be expressed
as either:

1) NOB should be at least zero or greater over the MTFF (or budget cycle), or
2) NFL/B should be at least zero or greater over the MTFF (or budget cycle), or

3) GFS cash surplus/deficit should be at least zero or greater over the MTFF
(or budget cycle).

However, before considering why a 3 to b-year budget cycle is a sufficient time
frame for NOB, NFL/B or GFS cash surplus/deficit to be at least equal to zero in
aggregate, it is worthwhile to consider the circumstances under which deficits are
typically used by governments in the first place. Indeed, why does a government
ever need to go into deficit at all? The following list, while illustrative only, provides
an overview of some of the circumstances that typically provide a basis for a deficit
budget position in any given year:

e Aneconomy isinan economic downturn or recession and the impact of
automatic stabilizers, such as weak revenue from declining tax receipts and
increasing expense pressure from unemployment benefits, drives a shortfall in
government funding.

Walking the fiscal tightrope
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e Aneconomic stimulus is deemed necessary in order to encourage economic
growth or minimize the downstream impacts of a weak or weakening economic
outlook, but the level of that stimulus cannot be directly met from within year
receipts. This stimulus may be focused on either revenue (in the form of tax cuts)
or expenses (in terms of new or amended program expenditures).

e Aneconomy deems that the funding of nation-building infrastructure is required
to facilitate sustained economic growth, improved national defenses, social
security or environmental outcomes and current government revenue streams
are insufficient to fund the investment required.

Clearly, so long as the rate of economic growth (as a percentage of GDP) is greater
than the deficits of government, all else being equal, then there is a sense that
perpetual deficits may, in fact, be sustainable.

Table 4 provides a simple assessment to illustrate this point. For each of the 19 countries
included in this paper, the table shows the difference between the GDP growth
percentage and government deficit (NFL/B in percentage of GDP terms) in order to
highlight the extent to which the yearly GDP growth percentage exceeds the deficit
percentage. Where a national government’s NFL/B was zero or in surplus, no
calculation was performed and this is reflected in the table by blank cells.

Table 4: GDP growth ‘coverage’ for deficits (as a percentage of GDP) of G19 countries from 2000-15

Estimates
start after

Argentina 440 1043 2676 464 606 762 758  6.57 5.95 271  7.58 558 115 1.82 175 348 2010

Australia -------- 171 2 28 223 os 285 32 [IER

Brazil 093 129 176 -405 284 037 041 340 378 340 473 013 069 176 173 180 [RENE
Canada B s« N s 2x 20 15 0% 03 09 K
China 516 550 613 758 860 992 1200 [ 975 612 816 799 6% 78 811 85 [REEAIN
France 235 014 234 320 128 110 028 052 354 -1020 571 362 409 286 120 029 [N
Germany B o 31 45 310 259 22 [ o5 82 om0 019 091 0ss 107 AR
India 485 649 55 272 004 235 405 58 01 32 146 442 146 0% 058 023 NN
Indonesia 217 0% 383 341 441 [ 53 60 287 4% 488 513 558 5% 603 [N
1086 268 352 429 184 112 046 [EEAK
1592 493 1082 795 702 633 629 [N
2010
09 124 055 122 150 170 125 [

Country 2000 2001 2002 2003 = 2004 = 2005 < 2006 | 2007 @ 2008 2009 2010 2011 = 2012 @ 2013 | 2014 @ 2015

Italy 2.80 122 254 35 181 342 -1.13 021 | -383
Japan -5.30 568 742 610 359 213 -196 010 | 515

Korea
Mexico 292 3. -0.88 2.69 1.80 415 2.07 0.08

Russia --- 4n o [ ¢ v 2% R
SaudiArabia [N - 455 | O N T

South Africa 258 151 2 _ . _ 683 -1, 143 162 025 08 151 2010
Turkey na  n/a 815 [ 302 1044 6. 819 056 119 217 271 2010

- - [~
United kingdom I 22 | 042 125 004 077 1475 7. 801 713 45 249 104 [
United States n/a 081 207 235 0% 012 06 | 083 1653 746 783 597 3% 202 112 |

I GGDP % growth > deficit %
C——"INot a deficit year
[ GDP % growth < deficit %

Source: KPMG International, 2013 (based on IMF sourced data)

The economy grows at a faster rate than the deficit.
This was not a deficit year.

The economy grows at a slower rate than the deficit.

Table 4 shows the extremes of countries such as China, which has had (or expects
to have) deficits in 14 of the 15 years covered by this analysis and yet is still able to
achieve (or expects to achieve) an excess of GDP growth percentage against the
deficit percentage in every year. This compares starkly to countries such as France,
Germany, India, Italy, Japan, the UK and the US, where GDP percentage growth is
(oris expected to be) less than the corresponding deficit percentage of that year
and for the majority of the years covered by this analysis.
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Not only does the foregoing analysis demonstrate the difficulties involved in formulating “
simple rules for fiscal sustainability related to NFL/B, it also suggests that other
information will be needed to place any key fiscal aggregate into a broader context. NF |_/B .. is of limited

This analysis suggests that a key fiscal sustainability target objective use as a measure
related to NFL/B can be modified and expressed as: for the purposes of

NFL/B should be at least zero or greater over the MTFF (or budget cycle) settl ng ta rg ets from

unless there are clear economic indicators to demonstrate that the growth a fiscal sustainabil |ty

prospects of the economy warrant further government investment. -
perspectlve.

While such a target rule facilitates the conditions under which sustained deficits ,,
might be justified, it raises the question of whether it demonstrates best practice

fiscal sustainability or merely ‘allowable practice’ fiscal sustainability. For example,

it can be argued that better practice fiscal suitability is the circumstance whereby

the funds required for expansionary economic investment are already held by

Treasury and there is no need to revert to a ‘borrow-to-build” mindset.

However, this raises an even more obvious issue to consider: Even under the
circumstance whereby Treasury provides the cash for nation-building infrastructure
without a need to borrow, the economic use of this cash, as typically expressed in
the purchase of non-financial assets, is still reflected in NFL/B. That is, NFL/B is not
designed to reflect the source of funding, since the transactional use of this cash
still reflects the financial resources the government absorbs from, or releases to,
other sectors of the economy.

In summary, while NFL/B is a very useful economic measure of the fiscal
impact that the government has on the broader economy, it is of limited use
as a measure for the purposes of setting targets from a fiscal sustainability
perspective because it does not distinguish between ‘debt sourced’ and
‘savings sourced’ capital, which is an important distinction for sustainability.

When considering whether NOB or GFS cash surplus/deficit is a more useful
basis for setting a fiscal sustainability target for the medium-term fiscal framework,
the following lessons from traditional accounting are useful:

e Theincome statement (a proxy relevant to NOB) is typically better structured to
show how the revenue of the period aligns to the expenses of the period including
consumption of assets. This matching principle typically provides a better measure
of the period expenses incurred in relation to the period revenue received. In
government vernacular, this means that a target related to NOB would help
determine whether the government receives sufficient revenues to cover the full
accrual costs of the expenses incurred in the provision of public goods and services.

e The statement of cash flows (a proxy relevant to GFS cash surplus/deficit) is
a better measure of the true liquidity position of government. In government
vernacular, a target related to GFS cash surplus/deficit would help determine
whether the government receives sufficient cash receipts to cover the cash and
capital payments incurred in the provision of public goods and services.

This implies that the remaining key fiscal sustainability targets can now
be expressed as either:

1) NOB should be at least zero or greater over the MTFF (or budget cycle).
This means that revenue over the MTFF must be sufficient to cover the
expenses over the MTFE

2) GFS cash surplus/deficit should be at least zero or greater over the
MTFF (or budget cycle). This means that cash receipts over the MTFF
must be sufficient to cover the cost of all operating cash payments and net
investments of non-financial assets over the MTFE
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However, since GFS cash surplus/deficit is calculated using net operating cash “
plus net investment in non-financial assets, a similar issue arises when using this

figure as a target as there is when using NFL/B. That is, the GFS cash surplus/deficit FOF the purposes
measure does not include any net cash flows from investments in financial assets.

As such, any cash contributions made from government cash holdings are either Of sefttl ng fISCa|

irrelevant or not included for the purposes of this measure. sustainabil |ty targets,
So while GFS cash surplus/deficit measures the cash consumed by the government the source Of the

in any one budget year, and is therefore still a very useful measure, it does not : H
indicate the extent to which the deficit has been funded from existing financial TU ﬂdl!’]g for any deﬂmt
assets or from an extension of government borrowings. In order to make this ISanim porta ntissue
determination, additional cash information in the statement of cash flows needs to 10 Consider.

be referenced. For the purposes of setting fiscal sustainability targets, the source

of the funding for any deficit is an important issue to consider. Deficit spending ,’

based around existing savings is a different sustainability consideration than deficit
spending based around increasing debt.

Consequently, this limits the usefulness of GFS cash surplus/deficit as a
target measure for fiscal sustainability purposes, thus leaving only NOB as
the ‘last man standing’.

Notwithstanding the limited usefulness of the GFS cash surplus/deficit measure
as it relates to fiscal sustainability reporting, because a full statement of cash
flows already exists in the various accrual accounting frameworks in place in G20
countries, there is the potential to modify this standard measure in order to make it
more useful for fiscal sustainability framework purposes.

For example, a measure which fully included all operating cash and investing cash
components could be used to set a target over the medium-term fiscal framework
(such as being equal to zero over the MTFF in aggregate) in order to ensure that
government borrowings are maintained at a specified limit. A gross debt measure
as per the balance sheet is also capable of providing or facilitating such a target.

In discussing the benefits of setting a fiscal sustainability target related to NOB, it is
useful to consider at the outset why the MTFF time frame of 3-5 years is an appropriate
time frame over which to expect a balanced budget rule to apply in aggregate.

As previously noted, NOB encompasses the accrual measurement of a
government'’s transaction revenues and expenses. For most G20 governments,
NOB still represents the greatest proportion of general government finances.
Moreover, as a measure, it avoids the consideration of those capital investment
components of government spending which can occur in uneven spending patterns
throughout the MTFF or budget cycle. However, as an accrual measure, NOB does
include the non-cash consumption of capital for the period in the traditional form of
depreciation and amortization expenses.

Importantly, NOB will typically pick up the automatic stabilizer effects of declining
tax revenues and increasing safety net expenditures as driven by the impact of a
country’s economic fortunes and the existing fiscal policy mix.

Clearly, if the fiscal operations of government, as measured by NOB, are

not able to adjust to a net balanced (aggregated) position over the MTFF or
budget cycle, then a serious question arises as to the fiscal sustainability of
the government’s fiscal settings. That is, missing such a target represents an
obvious trigger point for action.

In summary, the key fiscal sustainability target for the MTFF (or budget
cycle) should be:

NOB (aggregated) should be at least zero or in surplus over the
MTFF (or budget cycle).
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Important to note that this conclusion does not imply that other key fiscal aggregates
discussed previously are irrelevant. Rather, it concludes that NOB is the most

useful for fiscal sustainability target purposes over the budget cycle. Further, a zero
result under such a target implies that the government's fiscal policy settings are
appropriate over the medium-term fiscal framework. To the extent to which longer
term, or emerging fiscal sustainability measurement is captured in a government’s
other economic flows, NOB as a target will be incomplete. However, the extent of
this incompleteness will vary somewhat from jurisdiction to jurisdiction.

For those familiar with GFS accrual concepts, the use of NOB as a sustainability
target measure should not come as a surprise seeing as GFS views NOB as a key
tool for this purpose.

However, there remains one additional measure worth considering, which the
preparers of full accrual accounts can provide and which can be readily used
as a basis for target setting in a fiscal sustainability framework.

This measure relates to the change in net worth for the period. For the sake of
convenience, this measure may also be termed the comprehensive result (CR),
which includes the accrual measurement of revenues and expenses that arise
from both transactions and other economic flows.

Appendix B includes an example of how this is calculated using the Australian
standard AASB 1049, which is used for whole-of-government financial reporting
across all government sectors and has been adopted by both the federal
government and state/territory governments. Interestingly, AASB 1049 is
considered a harmonized standard, using both the Australian equivalents to the
International Financial Reporting Standards (IFRS) and GFS.

As noted above, the CR measure, which fully captures period revenues and
expenses, not only reflects the total change in net worth for the period, it also
provides a more complete picture of sustainability within the period. However, the
match-to-market valuation of liabilities and assets, as required by GFS, can cause
this type of measure to fluctuate somewhat from year to year. It is for this reason
that some argue against its suitability within a fiscal sustainability framework.

Nonetheless, when considering a fiscal sustainability framework over the MTFF or
budget cycle, the longer time frames mitigate most, if not all, of what is essentially
a temporary or short-term failing. Clearly, if it is deemed necessary under GFS to
bring market prices to the fore, then any measure which more completely captures
the changing values of assets and liabilities is likely worthy of greater attention
within a competent fiscal sustainability framework.

In summary, CR should also be considered as the basis for a fiscal
target for the MTFF (or budget cycle) in addition to the use of NOB.

If a government wants to be diligent about ensuring that the sustainability of
fiscal policy settings is as robust as possible (in other words, inclusive of a
more complete funding of the true fiscal position) then:

CR (aggregated) should be at least zero or greater over the MTFF
(or budget cycle).

A zero result under such a target implies that the government’s net worth
has not deteriorated over the MTFF (or budget cycle).

Walking the fiscal tightrope

66

... NOB is the most useful
for fiscal sustainability
target purposes over the
budget cycle.

b

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



Walking the fiscal tightrope

4. Economic cycle (44

While there is much room to debate what does or does not constitute the \Whi |€ govern ments
economic cycle, for the purposes of this paper, the economic cycle simply .

conveys a longer period of time than is encapsulated in the MTFF (or budget typlcally dO not bOl’I’OW
cycle) and over which the longerrun asset formation, capital investment and on a project_by_project or

debt management activities of the general government sector can be more
fully discussed.

asset-by-asset basis, the
extent to which interest

In the context of a fiscal sustainability framework, discussion related to the

economic cycle merely acknowledges that the processes of nation-building beari ng liabilities (as a
investment, large-scale capital developments and long-term debt management C|aSS Of Ilab|I|ty) align in
cannot readily be considered without also taking into account longer time frames .

and different key aggregates of the government'’s financial framework. terms Of depth (SIZG) and
The emerging issue in some G20 countries, specifically the indebted and durat|on (tlme) to the
developed world economies, is the view that levels of economic growth and qua ntum of non—ﬂ nancial

Qational productiyity are unlikely tQ return to trend any time soon. At thg same assets iS nonetheless
time, they are trying to come to grips with the dual challenge of managing

structural shifts to their economies as they compete for economic growth with the ~ €d sonable to assess
developing G20 countries, while simultaneously putting in place deficit reduction Wheﬂ Considering ﬂSCEﬂ|

strategies and addressing debt servicing and debt reduction demands sought by . .
financial markets. sustainability.

Ultimately, government finances are no different than those of corporations. ’,
The decision of how much to borrow and at what cost inevitably comes down

to an assessment of financial risks. Moreover, as has been made apparent by

the eurozone debt crisis, there is a limit to debt. Indeed, too much debt creates

the circumstance whereby a government has no real capacity to provide further

stimulus without risking more in terms of economic stability than is able to be

realized by that stimulus. When this point is reached, any stimulus will risk

becoming ineffectual.

When considering government debt or liabilities, there is typically a distinction
made between interest bearing debt and other balance sheet liabilities that need
to be met at some point in the future.

Moreover, a further consideration related to debt is the extent to which those
liabilities are linked to either non-financial assets (as is often the case with
infrastructure) or financial assets, such as investment portfolios aimed at meeting
the costs of emerging pension liabilities.

While governments typically do not borrow on a project-by-project or asset-by-asset
basis, the extent to which interest bearing liabilities (as a class of liability) alignin
terms of depth (size) and duration (time) to the quantum of non-financial assets is
nonetheless reasonable to assess when considering fiscal sustainability.

Therefore, it is worthwhile to consider the fiscal sustainability measures related to
debt, typically best gleaned from a balance sheet perspective.

What to measure: Balance sheet perspectives

There are a number of GFS fiscal measures that should be considered when
developing a fiscal sustainability framework. Not surprisingly, there are also a
variety of definitions in use across the G20 countries. Some countries use a
concept of total debt liabilities, including pension scheme liabilities, whereas
others use a narrower definition related to a borrowing or interest bearing debt
measure. Others have definitions in between.
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The following key balance sheet fiscal measures are based on the terms typically
encountered in either the SNA and/or the GFS frameworks:

Gross debt

The GFS 2001 manual defines the gross debt position as the stock of all liabilities
except shares and other equity and financial derivatives. In the IMF's 2011 guide
titled Public Sector Debt Statistics, gross debt (variously called total gross debt,

total debt or total debt liabilities) is defined as all liabilities that are debt instruments.
Debt instruments are further defined as a financial claim that requires payment(s) of
interest and/or principal by the debtor to the creditor at a date, or dates, in the future.

In summary, gross debt can be expressed as follows:

Gross debt is the stock of all debt instruments, whereby the present

obligation exists to make future economic sacrifices in the form of
either interest or principal.

Net debt

Strictly speaking, GFS does not define the concept of net debt, although a number
of G20 countries publish net debt as a key aggregate. The typical practice is to
define net debt as gross debt minus the key financial assets that relate directly to a
debt instrument.

The IMF's Public Sector Debt Statistics highlights this emerging definitional trend
related to gross debt and net debt. Table 5 reproduces their findings (from table 2.1
of chapter 2) with additional commentary.

Table 5: Calculation of net debt

Gross debt (GD) Financial asset Net debt

(a)

corresponding to GD (ND) Comments

(b) (c)=(a)-(b)

Special drawing rights
(SDRs)

Currency and deposits

Debt securities
Loans

Insurance schemes
Pension schemes

Standardized guarantee
schemes

Special drawing rights
(SDRs)

Currency and deposits

Debt securities
Loans

Insurance schemes
Pension schemes

Standardized guarantee
schemes

Not always included
Not always included

Not always included

Other accounts payable  Other accounts Not always included
receivable

Total gross debt Total financial assets Total net
corresponding to GD debt

Source: International Monetary Fund, Public Sector Debt Statistics Guide for Compilers and Users (2011).

Walking the fiscal tightrope
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In summary, net debt can be expressed as follows:

Net debt is equal to gross debt minus any corresponding financial
assets to a debt instrument.

Net financial worth and net worth

In addition to gross debt, GFS also provides broader measures for liabilities and
assets. In particular, two key measures that are often referenced are net worth
and net financial worth.

Net financial worth is the total stock of financial assets minus liabilities

and net worth is the total stock of assets minus liabilities.

What to target?

As suggested in previous discussion related to the budget cycle, an important
element of a fiscal sustainability framework is that it must ultimately specify and
make use of targets and, in particular, targets set around key fiscal aggregates
readily compiled in government financial reports.

Of the four analytical measures outlined above, gross debt is the measure that is

66

Of the four analytical
measures outlined
above, gross debt is
the measure that is
most widely used and
accessible. Typically,

it Is the key measure
referenced in any media
coverage of debates,
discussions and
commentary related to
government debt and
sovereign debt risk.

b

most widely used and accessible. Typically, it is the key measure referenced in any
media coverage of debates, discussions and commentary related to government
debt and sovereign debt risk. Notwithstanding the widespread accessibility and
use of gross debt, the measure of net debt is still favored by some G20 countries,
although it is not a fully prescribed GFS measure and, hence, not always publicly
available for every G20 country.

As noted previously, one of the issues with gross debt and net debt is the variance
in the country calculations of these measures. However, this may change in the
future as evidenced by recently produced publications by the IMF and other key
international stakeholders which seek to further refine the definition of these
measures.

When considering the construction of an appropriate debt target, some of the key
fiscal sustainability framework questions that typically arise include:

e \Why does a government need to carry any debt instrument liabilities in the
first place? That is, what is a legitimate reason for the creation of new debt
instrument liabilities?

e |fa government does have debt instrument liabilities, how much is too much?
That is, under what circumstances does the creation of new debt instrument
liabilities become too risky or unsustainable?

In practice, the general government sector typically only has two legitimate or
sustainable reasons for needing to create new debt instrument liabilities:

1) When governments wish to embark on nation-building investment

activities that require large amounts of capital investment over long
periods of time.

This type of debt is called hard debt or interest bearing debt. Increasingly, many

of these types of investments are structured as public-private partnership
arrangements. Moreover, while governments rarely specifically borrow for an
individual investment, it is nonetheless useful to consider how the stock of interest
bearing debt aligns to the stock and age of the asset base for which the debt was
originally incurred.
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The sustainability question here is the extent to which the length (time) and depth

(size) of the debt financing mirror or reflect the life of the corresponding asset base.

2) When governments need to record any increase in insurance,

pension or other scheme/policy arrangement whereby those
liability obligations extend over long periods of time.

For example, many G20 countries have defined benefit pension fund schemes

for their public sector employees, a type of debt instrument liability that is often
referred to as soft debt or non-interest bearing debt. Clearly, fluctuations within the
year of the actuarial estimate of these obligations will need time to be ‘smoothed’
throughout the economic cycle and eventually provided for. In such instances,

one would typically expect that the fiscal sustainability policies of the government
would be such that sufficient financial assets are set aside to help provide for any
increase in the general level of the liability, albeit over a longer time frame.

While it is obvious that governments create debt instrument liabilities for reasons
beyond the two stated above, this paper suggests that the reasons for such
additional debt are related more to the shortfalls of fiscal policy settings of the
past than any other factor. Simply put, had the fiscal policy settings of the MTFF
(or budget cycle) been set within a sound fiscal sustainability context, then the
existence of any residual debt liabilities on the balance sheet would have been
minimal or non-existent.

The foregoing discussion suggests that useful fiscal sustainability targets should
be established around the extent to which:

e the stock of interest bearing debt instrument liabilities are aligned to
non-financial assets (capital formation) in terms of depth (size of the debt)
and duration (time frames)

e the stock of non-interest bearing debt instrument liabilities are linked to
corresponding financial assets set aside to meet the emerging liability over time.

Fiscal sustainability discussions related to government debt will also typically raise
the issue of debt limits and debt-to-equity ratios, bearing in mind that the GFS
surrogate for equity is net worth. This leads to a reasonable sustainability question
for government: To what extent should national investment and capital formation
be undertaken from debt financing or the existing savings on the government’s
balance sheet?

However, one of the challenges to having an informed discussion about the
balance sheets of G20 countries is that not all G20 countries have balance sheets
in the first place. Moreover, of those that do, the balance sheet ‘story’ is often
not pretty. Most are in a negative net worth position. And while many of these
instances are the result of a long fiscal history, they do go to the heart of the
issue: Few governments truly focus on preparing budgets around concepts of
restoring balance sheet health.

Not surprisingly, this has become an area of emerging interest among policy
makers, particularly as sovereign debt has risen to unsustainable levels. These
issues also demonstrate why the move to accrual accounting has become a
greater focus for G20 countries seeking to provide a more informed perspective
on the state of government finances.

Importantly, the benefits of accrual accounting in providing a richer and more
informed view are strongly supported by key international stakeholder organizations
such as the IMF, OECD, World Bank and Eurostat, as demonstrated by their jointly-
sponsored SNA and GFS frameworks. Clearly, the intent is to ensure that balance
sheets, for an increasing number of governments, are in place in the long run.

Walking the fiscal tightrope
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For the sake of simplicity, this paper has limited the expression of fiscal
sustainability targets over the economic cycle to balance sheet measures. While
relevant for most G20 countries, for others these measures will not be available
until government balance sheets are introduced.

Consequently, an appropriate suite of fiscal sustainability targets for
the economic cycle includes:

1) For overall balance sheet stability, net worth is equal to zero or greater
over the economic cycle. This means that total assets either equal or
exceed total liabilities over the period.

It is worth noting that this is the same as the comprehensive result (CR) rule
of the budget cycle. However, while the time frames in a medium-term fiscal
framework might make hitting the CR target a challenge, the longer time

frames in the economic cycle provide greater flexibility for achieving targets.

2) For overall debt limit management, gross debt is subject to an overall
target upper limit (as measured on a basis of percentage of GDP) over
the duration of the economic cycle. This means that gross debt levels
must remain within the limit for the period. Under this target, gross debt
equates to the more complete and recent definitions of gross debt, which
include all debt instrument liabilities including all pension fund and insurance
obligations of the general government sector.

Each country should establish and agree to its own target within the context
of existing balance sheet health and fiscal capacity. This paper suggests a
target upper limit within the 25-45 percent of GDP range, but a simple rule

of thumb is to set the maximum level of gross debt to be no more than

100 percent of general government revenue for the year. Some jurisdictions,
such as the EU, use a 60 percent of GDP cap for gross debt and, if exceeded,
require member countries to pay down debt over a 20-year time frame. Other
G20 countries also use the concept of a debt limit, which typically requires
legislature/parliament approval in order to be exceeded.

3) For overall alignment of nation-building capital formation to interest
bearing debt raisings, non-financial assets less debt instrument liabilities
(interest bearing) is equal to zero or greater over the economic cycle. This
means that the stock of non-financial assets has grown at a commensurate
rate compared to the stock of debt instrument liabilities (interest bearing) over
the period. Further information about sustainability could also be gleaned by
producing a maturity schedule of both the interest bearing debt and non-
financial assets (for example, over b-year intervals).

For overall provisioning of the current obligations to non-interest
bearing liabilities, debt instrument liabilities (non-interest bearing)
less corresponding financial assets is equal to zero or improved

over the economic cycle. This means that the stock of debt instrument
liabilities (non-interest bearing) has not grown over the period without a
commensurate response in the stock of corresponding financial assets set
aside to meet the obligation.

For overall provisioning of financial assets against total gross debt, net
debt is subject to an overall target upper limit (as measured on a basis
of percentage of GDP) over the duration of the economic cycle. This
means that net debt levels must remain within the limit for the period.

Each country should establish and agree to its own target, with reference
to the target set for gross debt above. This paper suggests that the target
upper limit should otherwise require that there is no deterioration in the net
debt position over the economic cycle.
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5. Intergenerational cycle

In the context of this paper, the intergenerational cycle intends to capture the
long-term implications of the government’s current policy settings within the
context of demographic change, sustaining and improving the country’s national
infrastructure (both hard and soft) and provisioning for long-term (50-year) shock
events that may arise due to natural disasters and other unforeseen causes,
thereby facilitating the government'’s role as being the ‘insurer of last resort’".

In summary, the purpose of a fiscal sustainability framework discussion related
to the intergenerational cycle (10+ years) is to facilitate consideration of the fiscal
pressures brought on by:

e intergenerational change
e |ong-term infrastructure provisioning and replenishment

e the necessity to maintain sufficient fiscal capacity to absorb long-term
(50-year) shock and risk events.

Unlike the budget and economic cycles, the consideration of these fiscal pressures
is not readily obtained from either the key fiscal aggregates and financial reports
routinely produced for the budget and forward estimate years or end of financial
year reporting.

This difficulty arises because future tax revenues and future program expenditures
are such that the government of the day is neither currently entitled to receive
those tax revenues, nor is it currently obliged to make those program payments.

Consequently, such future obligations are not captured in the documentation
typically produced under an MTFF regime or budget cycle or in the balance sheet

of the general government. In recent years, G20 fiscal policy makers have typically

addressed this challenge through a flow assessment, effectively extrapolating
them out over the long time frames encompassed in the intergenerational cycle.
Countries that have done the most in this area include Australia, Canada, the US
and the UK.

Understandably, such modeling requires planners to make a range of assumptions,

including:
e the current fiscal policy mix and settings will remain constant

e escalators for pensions, health, aged care and housing expenditures
appropriately reflect increases in both price and demand

e escalators for major revenue streams are appropriately modeled using long-run

assumptions regarding the performance of the economy, workforce participation

rates and productivity.

Walking the fiscal tightrope
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In this way, a formal intergenerational report (IGR) detailing the results of this
modeling can be developed to help both policy makers and the government of the
day make appropriate adjustments in order to mitigate the downstream impacts on
government finances. These adjustments can take various forms, including:

e undertaking changes to policy settings on expenditure programs (for example,
extending retirement ages if population life expectancy rates are increasing or
mandating national pension fund schemes to ensure that a greater proportion of
the population will be self-funded in retirement)

e introducing arrangements that effectively encompass the ‘health annuation’ of
citizens in order to better manage rising public health expenditures

e providing mechanisms to assist lower socioeconomic groups buy and maintain
residential property in order to further minimize pressures on public housing

e introducing taxation reforms in order to minimize the relative erosion of the
income tax base that results from generational aging

e reducing the levels of entitlement that are currently in place in order to better
accommodate the fiscal capacity of the government to maintain priority safety
nets over other program expenditures.

While the range and appropriateness of any particular fiscal policy shift will
be dependent on country-specific circumstances, it is critically important that
governments aim to ensure generational equity in the process of adjustment.

In this respect, the UK stands out as a best practice according to our research.
Their IGR includes a table showing the relative intergenerational burden incurred
at b-year age intervals, a simple but effective measure of the spread of the
intergenerational burden.

In summary, a best practice fiscal sustainability framework for
the intergenerational cycle includes the routine preparation of an
intergenerational report (IGR).

It must be noted that the term ‘routine’ implies both a periodic and
consistent time frame for producing an intergenerational report. Some
countries prepare such reports annually whereas others prepare them over
a longer cycle of 5 years. Experience indicates that while these reports are
not trivial to compile, once completed, the effort in updating them is less
onerous. This suggests that more frequent updates may, in fact, be easier
to manage than longer period updates. For example, while Australia has a
legislative requirement to prepare an IGR every 5 years, they are currently
preparing them every 2 years.

In addition to the preparation of an intergenerational report, better practice fiscal
sustainability frameworks should also consider the long-term capital formation/
nation-building infrastructure requirements of the government through the
preparation of a national infrastructure priority plan (NIPP).
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The NIPP serves a number of purposes, including:

e attracting bipartisan political commitment and sustained fiscal support over the
long term through the identification of a country’s priority infrastructure needs,
which is the plan's primary objective

e providing a mechanism for federated governments to harmonize state/provincial
priorities within a national context

e facilitating effective stimulus more readily in times of economic downturn,
enabling government spending to be efficiently directed towards ‘shovel-ready’
projects

e providing fiscal policy planners with a more informed view of the
downstream fiscal needs of government when preparing the MTFF (or
budget cycle) settings.

In summary, a best practice fiscal sustainability framework for the

intergenerational cycle includes the routine preparation of a national
infrastructure priority plan (NIPP).

The final element in the intergenerational cycle addresses the need to consider
how best to protect government finances from shock events. As mentioned
previously, shock events can occur in various guises including natural disasters,
economic disruptions, financial crises, security events, social dislocation and
environmental disasters. Moreover, their effects can be felt nationally, regionally
or even globally.

Since most governments perform the role of the ‘insurer of last resort’, it is
suggested that, in the context of a robust fiscal sustainability framework,
governments need to do more in terms of thinking like an insurer.

In addressing these types of risks, governments have traditionally implemented

a range of mechanisms such as central bank prudential supervision and financial
system regulation, market regulation and insurance industry regulation, all of
which play an important role. Moreover, these mechanisms typically operate
through either national or international arrangements. Further, at the international
level, key sovereign risks are also managed through organizations such as the IMF
and World Bank.

Notwithstanding the appropriateness of these arrangements, there is still a

need to ensure that the fiscal capacity of the government includes appropriate
provisions to manage the residual risks not otherwise captured by the institutional
and regulatory arrangements in place.

Ultimately, the level of provisioning for such shock events will depend on the
geographical, political, economic, social and environmental circumstances of
individual countries.

In summary, a best practice fiscal sustainability framework for the
intergenerational cycle also includes the routine provisioning for shock
events subject to the residual risks and long-run risk experience relative

to each country. This ‘insurer of last resort’ (ILR) provision should be
established and built up over the long term and used only for defined
events and subject to appropriate legislative/parliamentary control.

Walking the fiscal tightrope
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6. Success factors and KPls

Key fiscal sustainability framework objectives should be measured by:
e the attainment and maintenance of government AAA credit ratings

e the attainment of MTFF budget cycle fiscal sustainability targets related to
NOB and/or CR

e the attainment of economic cycle fiscal sustainability targets related to:
— networth
— gross debt and net debt
— alignment of non-financial assets to interest bearing debt
— alignment of financial assets to non-interest bearing debt.

e the attainment of intergenerational cycle fiscal sustainability initiatives, including:

— the preparation of periodic intergenerational reports (IGR) to better prepare
for the impacts of generational change and ensure intergenerational equity
objectives

— the preparation of a national infrastructure priority plan (NIPP) to guide long-
term nation-building infrastructure

— the establishment of an insurer of last resort (ILR) provision for the purpose of
building up the fiscal capacity of government to absorb 50-year shock events.

L o i ol -
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Table 6: Summary of a competent fiscal sustainability framework

Context: To set the budget within the context of fiscal sustainability.

Objective: To govern for the just and common good of current and future generations.

Defined: Afiscal sustainability framework helps ensure the balance of fiscal policies is constructed in such a way that the objective can
be maximized within the constraints of:

e gconomic affordability

e national security priorities

e social cohesion imperatives for citizen access and equity
e environmental sustainability.

Description: Budget cycle (1-5 years) or medium-term fiscal framework (MTFF)

Targets over the cycle are:

e aggregated net operating balance (NOB) to be either balanced (= 0) or in surplus
e aggregated comprehensive result (CR) to be either balanced (= 0) or in surplus.
Important to note the following:

e The net operating balance is the preferred MTFF fiscal sustainability measure, as it best equates to the accrual measure
of the ordinary ‘transaction’ business of government.

e The comprehensive result or change in net worth is the preferred, yet more challenging, MTFF fiscal sustainability
measure, as it best equates to the full accrual measure of the period.

Economic cycle (medium-term or 6+ years)

Targets over the cycle are:

e networth at zero or greater over the cycle

e gross debt and net debt meet target limits

e alignment of non-financial assets to interest bearing debt
e alignment of financial assets to non-interest bearing debt.

Intergenerational cycle (long-term or 10+ years)

Target is to address the fiscal pressures through:

e the preparation of intergenerational reports (IGR)

e the preparation of a national infrastructure priority plan (NIPP)
e the establishment of an insurer of last resort (ILR) provision.

Above all, a leading practice fiscal sustainability framework should encompass the bipartisan commitment to sustain or improve
government finances over the short, medium and long term.

Key fiscal sustainability framework objectives should be measureable by:

e the attainment and maintenance of government AAA credit ratings

e the attainment of MTFF budget cycle fiscal sustainability targets related to NOB and/or CR
e the attainment of economic cycle fiscal sustainability targets related to:

net worth

— gross debt and net debt

alignment of non-financial assets to interest bearing debt

alignment of financial assets to non-interest bearing debt.

e the attainment of intergenerational cycle fiscal sustainability initiatives, including:
— the preparation of periodic intergenerational reports

— the preparation of a national infrastructure priority plan

— the establishment of an insurer of last resort provision.

Source: KPMG International, 2013
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Overview of key fiscal indicators

Table 7 and Figure 3 show the general government (GG) net fiscal lending/borrowing from 2000-15 of the 19 countries in the
group of G20 countries studied in this paper. The ‘thermal mapping’ table highlights annual general government net fiscal
lending/borrowing impacts.

Table 7: General government net fiscal lending/borrowing by G19 countries (as a percentage of GPD) from 2000-15

Country 2000 | 2001 2002 | 2003 | 2004 = 2005 = 2006 | 2007 @~ 2008 | 2009 @~ 2010 @ 2011 2012 | 2013 | 2014 @ 2015 Ets;er::teesr

Argentina 361 602 1587 4% I7l 158 EEPIREEIVE 216 | 247 | 081 2010
Australia 174 100 163 207 244 18 128 MM 411 477 427 BEXERERY RV R R

Brazil 33 IR 42 520 JEGR 35 35 EER KNVl 281 | 261 233 227 231 2m
Canada Tl 066 -0 : ] 155 157 158 [EEEN 489 55 455 365 NEXZREEXTEERY ST

China Sl 230 2% | 2 . Y NE 309 130 014 200
France 328 400 38 [EREEEA 33% 75 709 53 45 387 305 [RCACHEEE

Germany 122 Il 313 406 380 32 [EEREEEETN 2 42

India 1001 1038 1012 957 763 668 548 417 719 980 917 866 832 821 812
Indonesia 203 087 137 06 063 023 103 000 176 121 158
Italy Nl o AR s 3w 43 3n EEREELE 53 44 3%
Japan 755 604 771 779 535 343 365 [EACR 41 1033 93 1007
Korea 433 | 272 364 | 171 114 232 164 LA 165 22 2 : : : 2010
Mexico 306 317 35 VB Y/l 23 | 215 | 211 | 206 2010
Russia 333 321 Rl 145 4% 86 833 675 | 488 | 631 851 156 . 1,

SaudiArabia | 617 323 | 881 | 550 1244 2187 2462 1576 3444 | ABA 655 1523 1658 1009 665

SMOEUCR 158 1.6 141 186 | 122 0. Bl s RN 530 485 458 427 370 340
Turkey na  n/a [-1381 -1003 393 240 Y

UnitedKingdom ~ 1.35 331 338 3u [EEREEEN 45 038 9% 866 7% 65 504 2010
United States  1/a 389 489 439 319 [EAVEMNENEN 669 1304 1049 95 808 632 493 4 2010
Average: 175 I 2. : . . . Pl 562 42

Total NFL/B
pre-GFC:
Total NFL/B
post-GFC:
ILEETRNEFEE \When comparing the average levels of net fiscal lending/borrowing of G19 countries (in percentage of GDP terms), the GFC impact

GFC-related on general government expenditures equates to -14 percent GDP. This assessment has not been weighted against the relative size of
‘effort”: these economies.

2011
2010

SN v/l 284 | 235 | 217 | 199 | -183

[N G net fiscal borrowing >—3.0% of GDP I GG netfiscal lending between +1.0% and +3.0% of GDP
1 GG netfiscal borrowing between —1.0% and —3.0% of GDP I GG net fiscal lending >+3.0% of GDP
1 GG netfiscal lending/borrowing between +1.0% and —1.0% of GDP

Source: KPMG International, 2013 (based on IMF sourced data)
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Figure 3: Cumulative effect of general government net fiscal lending/borrowing by G19 countries from 2000-15
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Walking the fiscal tightrope

Table 8 and Figure 4 show the general government (GG) gross debt from 2000-15 for the same group of G20 countries. The
‘thermal mapping’ table shows the annual general government gross debt balance of these countries. The orange setting, as
shown in the legend at the bottom of the table, has been set at 60 percent of GDP This is the maximum level target for general
government gross debt used by the European Union (EU).

Table 8: General government gross debt (as a percentage of GDP) by G19 countries from 2000-15

Estimates

start after
Argentina 5369 RIRARE RPN REN AT 5852 5870 4910 4420 4327 4191 4160 4006 2010
Australia 1953 1714 1508 1323 1197 1082 1001 971 1178 1687 B 2011
Brazi 6665 7024 7980 7478 7076 6917 6668 6519 6354 6692 6515 6618 6510 6312 6145 [ ANNELLL
Canada 8213 8266 8055 7656 7260 7160 7026 6652 7108 8359 8506 8495 8468 819 8042 7877 [EELGR
China 1645 1771 1894 1925 1854 1764 1619 1959 1696 1767 1938 1709 1484 JPNTE
France 6315 6514 6674 6390 6420 6827 7899 8239 8626 8302 9075 9064 8961 [END
Germany 60.18 JEERLN 6075 6443 6620 6851 6792 6520 6670 7442 321 8151 7887 7745 7584 7439 |JEENGK
India 7273 7785 8220 8430 8406 8176 7849 7544 7472 7497 6943 6805 6757 6677 6624 6581 JEAID
Indonesia 9.0 8016 6780 60.52 1918 1763 [EAID)
Italy 10851 10817 10515 10391 10344 10543 106.10 10308 10581 11606 11865 12011 12336 12380 12340 12226 AN
Japan 140.15 15364 16399 16957 18066 18644 186.00 18301 19181 21025 21530 22977 23583 24115 24561 24974 [N
Korea VARERORREE] 2162 2463 2866 3112 3066 30.11 3377 3343 3414 3288 3083 2871 2674 2010
Mexico 4258 4197 4569 4558 4142 3984 3835 3783 4311 4458 4287 4381 4285 4295 4295 4306 2010
Russia LGSR R 1424 905 851 783 1096 1169 960 837 791 902 974 IR
SaudiArabia 8718 9370 9689 8203 6504 JEREEEY 1850 1316 1594 988 752 594 521 45 393 RN

Country 2000 = 2001 | 2002 @ 2003 | 2004 = 2005 2006 & 2007 | 2008 @ 2009 & 2010 | 2011 | 2012 2013 @ 2014 | 2015

South Africa 4332 4349 3695 3691 3588 3462 3261 2829 2736 3153 3526 3877 3998 4080 4150 4066 2010
Turkey 51.56 [Fmiels SRR S GAE 5961 5271 4652 3992 4002 4612 4221 3944 3604 3455 3352 3281 2010

United Kingdom  [RI0K: N VAVA IICY VS IR R IV N OV SR VAR SR Yyl 6837 7512 8250 8837 9137 9279 9224 2010
United States GUGTARRWERERTAVAS 6043 6827 6787 6663 67.16 76.14 8988 9852 102.94 106.60 110.17 111.90 112.48 2010
Average: 61.16 6280 68.68 6591 63.88 PEEAIRERCEIMEEENENNNGEIN 6149 6308 6387 6411 6391 6360 62.86

BN GG gross debt >=60% of GDP I GG gross debt is between 10% and 20% of GDP
"1 GG gross debt is between 40% and 60% of GDP M GG gross debt is <10% of GDP
1 GG gross debt is between 20% and 40% of GDP

Source: KPMG International, 2013 (based on IMF sourced data)
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Walking the fiscal tightrope

Figure 4: Cumulative effect of general government gross debt by G19 countries from 2000-15
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Source: KPMG International, 2013 (based on IMF sourced data)
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Walking the fiscal tightrope

Table 9 and Figure 5 show the 2015 estimate (in USD) of general government (GG) gross debt for the same group of G20 countries.
The table is sorted by size of debt, from largest to smallest.

Table 9: 2015 estimate (in USD) of general government gross debt for G19 countries as sorted from largest to smallest

Country

(a)

GG gross
debt as a
% of GDP

(b)

Country
GDPin USD
(billions)

(c)

% of
world
GDP

(d)=(a) * (b)

GG gross
debtin USD

(billions)

% of total
(d)

GG gross
debtas a
% of total

Select developed
countries (highest
indebtedness)

GG gross
debtas a %

of total

% of
world
GDP

All developing

GG gross
debtas a
% of total

% of
world
GDP

All developed

GG gross
debt as a
% of total

% of
world
GDP

United States 112.48% $17784 18.34% $20,003 35.91% 35.91% 18.34% 35.91% 18.34%

Japan 249.74% $6,372 5.29% $15,914 28.57% 28.57% 5.29% 28.57% 5.29%

Germany 74.39% $3,741 3.62% $2,783 5.00% 5.00% 3.62% 5.00% 3.62%

France 89.61% $2,984 2.59% $2,674 4.80% 4.80% 2.59% 4.80% 2.59%

Italy 122.26% $2,158 2.05% $2,638 4.74% 4.74% 2.05% 4.74% 2.05%

United Kingdom 92.24% $2,8561 2.69% $2,630 4.72% 4.72% 2.69% 4.72% 2.69%

Brazil 59.88% $2,872 2.89% $1,720 3.09% 3.09% 2.89%

Canada 78.77% $2,001 1.68% $1,576 2.83% 2.83% 1.68% 2.83% 1.68%

China 14.84% $10,581 16.35% $1,570 2.82% 2.82% 16.35%

India 65.81% $2,384 6.21% $1,569 2.82% 2.82% 6.21%

Mexico 43.06% $1,416 2.09% $610 1.09% 1.09% 2.09%

Korea 26.74% $1,430 1.97% $382 0.69% 0.69% 1.97%

Australia 19.65% $1,773 1.14% $348 0.63% 0.63% 1.14%

Turkey 32.81% $1,044 1.33% $343 0.62% 0.62% 1.33%

Russia 9.74% $2,659 3.03% $259 0.47% 0.47% 3.03%

Indonesia 17.63% $1,394 1.54% $246 0.44% 0.44% 1.54%

Argentina 40.06% $541 0.91% $217 0.39% 0.39% 0.91%

South Africa 40.66% $483 0.69% $196 0.35% 0.35% 0.69%

Saudi Arabia 3.93% $703 0.89% $28 0.05% 0.05% 0.89%
62.86% $65,172 75.30% $55,705 100.00% 86.56% 36.27% 11.61% 32.01% 88.39% 43.29%

Source: KPMG International, 2013 (based on IMF sourced data)

M

)
3

()

(5)

(6)

7

8
9

(10)

62.86 percent is the 2015 estimated average general government gross debt (as a percentage of GDP) for the G19 countries
studied in this paper.

$65,172 is the 2015 estimated GDP in USD (billions) represented by the G19 countries studied in this paper.

75.30 percent is the 2015 estimated proportion of world GDP represented by the G19 countries studied in this paper.
$86,548 is the 2015 estimated size of total world GDP as extrapolated from the figures provided at (2) and (3).

It is estimated that by 2015, $55,705 USD (billions) in general government gross debt will be held by the G19 countries
studied in this paper.

This level of gross debt represents 85.47 percent of GDP as measured on a weighted basis for the G19 countries studied
in this paper.

This level of gross debt represents 64.36 percent of world GDP as measured on a weighted basis for the G19 countries studied
in this paper.

The top seven indebted developed countries carry 86.56 percent of the total general government gross debt of these
G19 countries.

Yet they represent, in percentage of GDP terms, only 36.27 percent of world GDP.

This compares with the eight developing countries group, which carries only 11.61 percent of the total general government
gross debt of these G19 countries.

Yet they represent, in percentage of GDP terms, 32.01 percent of world GDP.

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



Walking the fiscal tightrope

Figure 5: 2015 estimates (in USD) of general government gross debt and GDP for G19 countries

GDP in USD (billions)
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Size of
20,000 economy
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$2,783 Germany

$2,674 France

$1,720 Brazil
$259 Russia $2,630 UK $2,638 ltaly
‘ . Aust;lii;az K $610 Mexico
orea $1,569 India
. $1,576 Canada
° $246 Indonesia ‘ 217 Argentina
$28 Saudi Arabia $343 Turkey $196 South Africa
0.00% 50.00% 100.00% 150.00%

Source: KPMG International, 2013 (based on IMF sourced data)
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Walking the fiscal tightrope

The nine countries in the shaded area of this
chart represent over 45% of world GDP.

(Note: This excludes EU countries that are not
represented in the G20 in their own right, such as Spain,
Greece, Portugal, Ireland and others)

@ ¢ Size of gross debt — @

$15,914 Japan

General government gross debt -
(impact expressed as a percentage of GDP) Larger

200.00% 250.00% 300.00%
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¥y \\alking the fiscal tightrope

Country profile:

Argentina

Introduction

rgentina is a federal democratic republic. Under its current constitution, last reformed in 1994, the president is both head of

state and head of the government. Executive power is exercised by the president and both the president and vice president are

elected by national elections. The legislative branch is comprised of a bicameral Congress which has a 72-member Senate and a
257-member Chamber of Deputies. There are 23 provinces and one autonomous district (federal capital) in Argentina.

Each of the 23 provinces and the Autonomous City of Buenos Aires has its own constitutions and governments, albeit they must

comply first and foremost with national constitutional arrangements.

Budget cycle

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 if:r:":;f
Fiscal trends 6G revenue
_ S 2461 | 2364 | 2304 | 26.02 | 29.03 | 29.42 | 2991 | 3152 | 3340 | 3429 | 37.20 | 3668 | 3636 | 36.74 | 36.76 | 36.77 | 2010
Budget cycle data shows that since the debt
default crisis of late 2001, Argentina has iggpem 2821 | 2966 | -38.90 | -30.34 | 31.88 | 3098 | -30.79 | -3360 | 3421 | 37.92 | -38.78 | -39.97 | 3943 | 38.90 | -20.23 | 37.58 | 2010
maintained net fiscal borrowing in the range of
-4.32 percent of GDP (2003) and -0.89 percent of NetGGR/E | -361 | 602 |-1587 | -432 | -285 | -156 | -0.89 | 208 | -081 | -362 | -158 | 329 | 307 | 216 | -247 | 081
GDP (2006). The forward estimate years 2011-16 | SSNAB. | 6, | 605 | 1507 | a3 | 285 | 156 | 089 | 208 | 081 | 362 | 158 | 329 | 307 | 216 | 247 | 081| 2010
show a continuing deficit-reduction effect with (RHS)
general government net fiscal borrowing falling &?(':&S/F -361 | -963 | -2550 | -29.82 | -3267 | -3423 | 3512 | 37.20 |-38.01 | -41.63 | -4321 | -4650 | -49.57 | 5173 | -54.20 | -55.01
from an estimated -3.29 percent of GDP (2011)
t0-0.81 percent of GDP (2015) as the economy Source: International Monetary Fund, World Economic Outlook Database, April 2012
is managed through the budget cycle.
Fiscal policy and strategy General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
In recent G20 communiqués, Argentina has 7aof GOP 7o of GOP
stated that its key fiscal policy objective is to 70 7 r 100
ensure a primary fiscal result that is aligned to 50 r 80
the objective of decreasing the government r 60
gross debt-to-GDP ratio. It is anticipated that 30 L 40
such a policy posture would at least be in place L 20
for the 2011-15 time frame. 0
-20
-40
-60
-80
70 4 L -100

2000 2001
GGrevenue(LHS)
[ GGexpenses (LHS)

GG = General government

LHS = Left-hand side of the chart

RHS = Right-hand side of the chart

Net GGR/E = Net general government revenue/expenses
NFL/B = Net fiscal lending/borrowing

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

2012 2013 2014 2015

— GG net fiscal lending/borrowing (RHS)
- - GG NFL/B (accumulated)(RHS)

NFL/B (A) = Net fiscal lending/borrowing (accumulated)
GDP = Gross domestic product

WA =Working age

IR = Inflation rate

RAWA = Ratio of aged-to-working age

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.




Economic cycle

Fiscal trends

Following the country's debt default period of
2001-02 when general government gross debt
peaked at 164.97 percent of GDP, Argentina

has sought to reduce government debt (in
percentage of GDP terms) and reconnect itself
with the world's capital markets, a process which
is still continuing. Economic cycle data shows
that since the default period, Argentina has
reduced the level of gross debt to 49.1 percent
of GDP in 2010. Over the forward estimates
period, Argentina is targeting to reduce general
government gross debt from an estimated

44.2 percent of GDP (2011) to 40.06 percent of
GDP (2015). Net debt figures were not available.

Fiscal policy and strategy

Argentina put in place a Fiscal Responsibility
Lawin 1999 and a new updated law in 2004
which sought to extend fiscal rules to provincial
level governments, including the requirement to
putin place a 3-year rolling budget plan.

The fiscal trends summarized above are
consistent with the government'’s stated fiscal
policy objective of decreasing the government
gross debt-to-GDP ratio. As a policy focus,
gross debt appears to have taken priority over
addressing inflation. Indeed, inflation remains
high compared to other G19 countries in this
study, with the period from 2010-15 showing
that inflation is estimated to remain within the
band of 9.78 percent to 11.0 percent.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 16.4 percent to
19.6 percent. This rise in the ratio over this
time frame is considered manageable.
However, over the long term, the growth of
pension entitlement spending is estimated
to increase by 4.5 percent of GDP by 2050
(over 2010 levels). This level of impact is not
dissimilar to health spending increases over
the same time frame.

Fiscal policy and strategy

Argentina’s overarching fiscal challenge
regarding pension entitlement spending
growth centers on its relative overall
percentage of primary government spending.
Long-term risk pressures include the extent to
which entitlement coverage may increase over
time and the extent to which low labor force
participation rates occur in future decades. As
such, the extent to which these risks emerge
will determine the selection of future fiscal
policies needed to address their impact.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2000 2001 2002 2003 2006

2007 2008 2009 2010 2011 2013 2014 2015

GG gross debt (LHS) | 45.00 | 53.69 | 164.97 |139.46 {127.03 |87.13 | 76.46 | 67.10 | 58.52 |58.70 [49.10 | 44.20 |43.27 |41.91 | 4161 |40.06 2010

*GG net debt (LHS) 0.00 | 0.00 000 | 000 | 00O | 000 | 0.00 | 0.00| 000 | 0.00| 0.00| 0.00| 000 000 0.00| 0.00

GDP growth

% of GDP) (RHS) 079 | 44

-1090 | 896 | 891 | 918 | 847 | 865 | 676 [ 085 | 9.16 | 887 | 422 | 398 | 422 | 429 2010

Unemployment

% of WA) (RHS) 1713 | 19.21 | 2245 | 17.25 | 1363 1158 | 10.18 | 848 | 7.88 | 868 | 7.75 | 7.15 | 666 | 632 | 6.16 | 6.00 2010

IR (% increase) (RHS) | -0.94 | -1.07 | 25.87 | 13.44 | 442 | 964 | 1090 | 883 | 859 [ 6.27 (1046 | 9.78 | 9.95 | 9.94 | 10.99 |11.00 2010

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 A 25.00
100 20.00
75 7 15.00
50 10.00
25 r5.00
0 r0.00
25 -5.00
50 -10.00

N
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
I GG gross debt (LHS) — GDP growth (% of GDP) (RHS)
. *GG net debt (LHS) Unemployment (% of working age) (RHS)

= = Inflation rate (% increase) (RHS)

*No GG net data available

National population and working age profile

2011 2012

Population

(LHS) 40.52 | 40.87 | 41.22 | 4157 | 41.93 | 42.29 | 42.62 | 42.95 | 43.29 | 43.63 | 43.97 | 4427 | 4458 | 44.88 | 45.19 | 45.50 |(inmillions)

Aged0-14(%) [24.9% [24.7% (245% (24.2% |24.0% |238% |(23.6% |23.5% |23.3% |23.2% |23.0% |22.8% |22.6% |22.4% |22.2% |22.0%

Aged 15-64(%) [64.5% [64.6% |64.7% |64.8% |64.9% |65.0% |65.0% |65.0% |65.0% |65.0% |65.0% |65.0% |65.1% |65.1% |65.2% |65.2%

Aged 65+ (%) |10.6% |10.7% |10.8% |11.0% |11.1% |11.2% |11.4% [11.5% [11.7% [11.8% [12.0% [12.2% [12.3% [12.5% |12.6% |12.8%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% cm:/;ge
RAWA (RHS)  [16.4% [16.6% [16.8% [16.9% |17.1% |17.2% |17.5% |17.7% |18.0% |18.2% |18.5% |18.7% [18.9% [19.2% [19.4% [19.6% [SEAF
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
50 - - 20%
45 4
0 | - 19%
35 4 - 18%
30 4
25 - 17%
20
15 4 - 16%
107 - 15%
5 -
0 = 14%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
100
90
80
70
60
50
40
30
20
10
0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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Country profile:

Australia

Introduction

ustralia operates under a federal system of government comprising a federal (central) government and a number of state and

territory governments. By constitutional convention, the majority of taxes are levied and collected by the federal government.

Each government jurisdiction has a parliament, operates their own treasury and produces an annual budget (including forward
estimates) for the purposes of funding government goods and services.

Nationally, various mechanisms exist to facilitate horizontal and vertical fiscal integration and cooperation between governments,
such as the Commonwealth Grants Commission, the Council of Australian Governments (COAG) and the Australian Loan Council.
The Grants Commission performs a horizontal fiscal integration role between states by balancing transfer payments, state revenues
and needs. The Loan Council is long-standing (circa 1927) and its role has been subject to change over time. It currently performs a
coordination, oversight and advisory role regarding borrowing by federal, state and territory governments.

B U d g e.t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
2000 2011 2012 if:r't":::
Fiscal trends =
revenue

. 3642 | 3563 | 3538 | 3620 | 3637 | 36.58 | 3647 | 3553 | 3369 | 3347 | 32.00 | 32.33 | 3386 | 3407 | 3396 | 3400 | 2011
Budget cycle data shows that Australia has (LHS)
mamt.amed net fiscal lending/borrowing at ﬁﬁg;pgﬂses 3469 |-3077 | 3438 | 3457 | -34.30 | -34.14 |-3464 | -34.24 | -34.49 | -37.58 |-36.77 | -36.60 | -36.33 | -34.71 |-3421 | -3381 | 2011
sustainable levels. The years 2000 through to
the onset of the GFC (2007) show moderate NetGGR/E | 174 | 086 | 101 | 163 | 207 | 244| 184 | 129| -080 | -411| 477 | 427 | 248 | 064 | -026 | 0.19
surpluses. The years 2008-15 show a firm 6N
deficit-driven stimulus effect, followed by an ) 174 086 | 101| 163| 207 | 244| 184 | 128 | -080 | -411 | -477 | -427 | 248 | 065 | -026 | 019 | 2011
Qstlmated return to surplus as the economy &G)(%LS/)B 174 | 260 | 361 | 524 | 731 | 975 1159 | 1287 | 1208 | 7.97 | 320 | -1.07 | -355 | -419 | -4.45 | -4.26
is managed through the budget cycle.

- - Source: International Monetary Fund, World Economic Outlook Database, April 2012
Fiscal policy and strategy

The federal government has a policy target to

. ; General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
return the budget to surplus in 2012-13 with 9 v garea P 9 v

. . % of GDP % of GDP
all Australian governments (in aggregate)
estimated to achieve a return to surplus 70 r 100
by 2015. L 80
50
- 60
30 L 40
L 20
10 1
L0
-10 7 L 20
-30 1 L -40
- -60
50 + -80
70 - L -100
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GGrevenue (LHS) — (G net fiscal lending/borrowing (RHS)
[ GGexpenses(LHS) - - GGNFL/B (accumulated)(RHS)
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Australia has
(and is estimated to maintain) a level of gross debt
below 25 percent of GDP and a level of net debt
below 10 percent of GDP throughout the entire
period under review. On a percentage of GDP
basis, the levels of gross debt and net debt are
tracking to be at the same level in 2015 as they
were in 2000.

Fiscal policy and strategy

In 1998, the federal government introduced the
Charter of Budget Honesty Act which, inter
alia, set out the agreed principles of sound
fiscal management. These principles target
medium-term fiscal sustainability and require
the government of the day to:

e manage financial risks prudently, having
regard to economic circumstances,
including by maintaining general
government debt at prudent levels

e ensure thatits fiscal policy contributes to
both achieving adequate national savings and
moderating cyclical fluctuations in economic
activity, taking into account national
economic risks and the impact of those risks
on the government's fiscal position

e pursue spending and taxing policies that
are consistent with a reasonable degree of
stability and predictability in the level of the
tax burden

e maintain the integrity of the tax system

e ensure thatits policy decisions consider
their financial effects on future generations.

Financial risks are defined to include excessive net
debt, erosion of the tax base, commercial risks
arising from public enterprises and risks arising
from the management of assets and liabilities.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 19.8 percent to
28.5 percent.

Fiscal policy and strategy

The Charter of Budget Honesty Act includes the
economic considerations of future generations
as a principle element of a fiscal sustainability
policy framework. The Charter also requires
that the government of the day produce an
intergenerational report (IGR) every 5 years.
Currently, this report is being updated every

2 years. Earlier versions of this report estimated
that the impact of intergenerational aging
would rise to 5 percent of GDP by 2042.

Policy adjustments and revised estimates

place this rising fiscal impact at approximately
3.75 percent per year by 2050, although this
projected impact is continually being monitored.
Productivity growth is viewed as becoming an
increasing challenge to the Australian economy
over the medium to long term. Under the
‘population, participation and productivity’

(or 3Ps) model, GDP growth will be heavily
reliant on productivity growth.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates

2002 2005 2006 2007 start after

2008 2009 2010 2011 2012 2013

2014 2015

GG gross debt (LHS)

953 [ 17.14 | 15.08 | 1323 | 11.97 |10.82 | 10.01 | 9.71 [11.78 |16.87 |20.41 | 22.86 | 24.02 | 23.26 | 22.07 | 19.65 201

GG net debt (LHS) 794 | 469 | 277 | 075 -124 |-382 | -635|-7.29 | 529 |-056 | 439 | 7.81 | 954 | 962 | 921 | 752 2011

GDP growth

% of GDP) (RHS) 315 | 261 394 ( 314 408 | 311 | 268 | 468 [ 250 | 1.37 | 254 | 204 | 303 | 350 | 350 | 3.51 201

Unemployment

(% of WA} (RHS) 627 | 677 | 638 | 594 | 539 | 506 | 480 | 437 | 427 | 559 | 523 | 510 | 519 | 520 | 483 | 470 201

IR (% increase)(RHS) | 4.48 | 438 | 300 | 277 | 234 | 267 | 354 | 233 | 435 | 1.82 [ 285 | 339 | 2.69 | 305 | 277 | 2.86 201

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 10.00
r5.00
r0.00
25 -5.00
-50 -10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) — GDP growth (% of GDP) (RHS)
I GG net debt (LHS)

-~ Inflation rate (% increase) (RHS)

Unemployment (% of working age) (RHS)

National population and working age profile

m:a;‘amn 2245 | 22.75 | 23.05 | 23.36 | 23.67 | 23.98 | 24.26 | 24.55 | 24.84 | 25.13 | 2543 | 2569 | 25.96 | 26.22 | 26.49 | 26.77 |(inmillions)
Aged 0-14(%) |18.9% |18.9% |19.0% |19.0% |19.1% |19.1% |19.2% [19.2% [19.3% [19.3% [19.4% [19.4% [19.3% [19.3% [19.2% |19.2%

Aged 15-64(%) |67.7% |67.3% |67.0% |66.6% |66.3% |65.9% |65.6% |65.2% |64.9% |64.5% |64.2% [63.9% [63.7% |63.4% [63.2% |62.9%

Aged 65+ (%) | 13.4% |13.7% |14.0% |14.4% |14.7% |15.0% |15.3% [15.6% [15.8% [16.1% [16.4% [16.7% [17.0% [17.3% [17.6% |17.9%

%

100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Cha:Ige
RAWA (RHS) 19.8% |20.4% |21.0% |21.6% |22.2% |22.8% |23.3% |23.9% |24.4% |25.0% |25.5% |26.1% |26.7% |27.3% |27.9% |28.5% [WLEXF
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
30 o - 30%
2% - - 25%
20 + - 20%
15 o F 15%
10 F 10%
57 F 5%
0 = 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)
Age composition of population, years 2010-25
100 +—
90— —
80
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. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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Country profile:

Brazil

Introduction

razil is a federal republic comprising a federal government, 26 state governments (broken down into 5,565 municipalities) and

one federal district (Brasilia). The president of Brazil is both head of state and head of the government. The federal (central)

government is comprised of executive, legislative and judicial branches. The legislature is bicameral in nature, comprising a
Federal Senate and a Chamber of Deputies. Brazil's current constitution, ratified in 1988, has broad reach in terms of setting budget
process rights for the National Congress, prescribing administrative arrangements for states and covering off areas such as taxes and
social security. Under these constitutional arrangements, the states operate autonomously with their own constitutions, inclusive of a
unicameral legislature with executive power being exercised by a governor who is elected for a 4-year term.

Budget cycle

Fiscal trends

Budget cycle data shows that Brazil has
maintained net fiscal lending/borrowing at
sustainable levels for a developing economy.
The years 2000 through to the onset of

the GFC (2007) show moderate deficits of
between -2.60 percent of GDP (2001) and
-5.2 percent of GDP (2003). The years 2008-15
show a continuing moderate deficit-driven
strategy of between -1.39 percent of GDP
(2008) and -3.08 percent of GDP (2009)

as the economy is managed through the
budget cycle.

Fiscal policy and strategy

Article 165 of the constitution provides that
‘Laws of the initiative of the Executive Power’
establish the pluriannual plan, the budgetary
directives and the annual budgets. The
Planning, Public Budget and Control Combined
Committee (CMO) of the National Congress

is responsible for formulating and reviewing
budget laws. It also exercises the budget
execution follow-up and control. The CMO is
composed of 40 senior members, 30 from the
Chamber and 10 from the Senate.

Article 166 of the constitution also provides
that the Congress/CMO has budgetary process
power to examine or amend the bill of the
annual budget (or bills which modify it) provided
such amendments:

e are compatible with the pluriannual plan and
the law of budgetary directives

e specify the necessary funds, “allowing
only those resulting from the annulment of
expenses”

e exclude amendments related to personnel,
debt servicing and constitutional tax
transfers to the states, the municipalities
and the federal district.

The article also provides that amendments may
relate to “the correction of errors or omissions”
or “the provisions of the text of the bill of law”

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Estimates
start after

‘GLEiSVE“UE 3191 | 3388 | 35.11 | 34.03 | 3478 | 3577 | 35.94 | 3565 | 3632 | 35.01 | 3663 | 3621 | 3626 | 36.36 | 36.42 | 36.48 | 2011
ﬁﬁg;pe”m 43529 | -36.48 | 3952 | -39.23 | -37.65 | -39.30 | -39.49 |-38.34 | -37.71 | -38.09 | -39.44 |-38.82 | -3859 | -38.76 |-38.68 |-38.79 | 2011
NetGGR/E | -338 | 260 | -442 | 520 | 287 | -353 | -355 | -269 | -1.39 | -308 | -281 | 261 | 234 | -239 | 227 | 231
gigﬂm 338 | 260 | -442 | 520 | -287 | 353 | -355 | -269 | -139 | -3.08 | -281 | -261 | 234 | 239 | -227 | 231 | 20m
(f;[;gFL/B(A) -338 | 598 [-10.39 | -1559 |-1847 | 2199 |-2554 | -28.24 | -2963 | -32.70 | -3551 | -38.12 | -4045 | -42.85 | -45.12 | -47.43
Source: International Monetary Fund, World Economic Outlook Database, April 2012
General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
% of GDP % of GDP
70 7 ~ 100

L 80
50 1

L 60
30 1 L 40

L 20
10

L0
-10 7 L -20
30 r 40

L -60
-50 1 L 80
70 - L -100

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

GG revenue (LHS)
[ GGexpenses (LHS)

GG = General government
LHS = Left-hand side of the chart
RHS = Right-hand side of the chart

Net GGR/E = Net general government revenue/expenses
NFL/B = Net fiscal lending/borrowing

— GG net fiscal lending/borrowing (RHS)
- = GG NFL/B (accumulated)(RHS)

NFL/B (A) = Net fiscal lending/borrowing (accumulated)
GDP = Gross domestic product

WA = Working age

IR = Inflation rate

RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Brazil is
estimated to reduce the level of gross debt
below 60 percent of GDP and the level of net
debt below 32 percent of GDP by 2015. This will
be a solid outcome given that these levels of
debt were approximately 80 percent and

60 percent of GDP respectively in 2002.

Fiscal policy and strategy

Brazil enacted the Fiscal Responsibility Law

in 2000 as a supplementary law to the Brazilian
constitution. This law consolidates previous
directives and consists of a comprehensive
set of provisions to ensure fiscal responsibility.
The law limits personnel expenditure to

50 percent of federal spending and 60 percent
of state and municipal spending and facilitates
the establishment of debt limits on public debt,
federal securities and credit operations for all
levels of government. Other provisions include:

e estimated revenue for credit operations

must not exceed the capital expenditures
included in the draft Annual Budgetary Law

budget transparency and reporting
requirements, including reports at 4-month
intervals with a detailed account of budget
execution and compliance

if debt ceiling limits are breached, the debt
has to be brought back under the prevailing
limit over a 12-month period and borrowing
(other than for refinancing) is not permitted
until that is achieved.

Intergenerational cycle

Fiscal trends

Brazil enjoys a young population relative to
other countries and, in the period from 2010-25,
the ratio of aged persons (over 65) to those

of working age (15-64) will only rise from

10.4 percent to 16.6 percent.

Fiscal policy and strategy

Importantly, the Brazilian constitution places the
needs of intergenerational equity clearly in the
view of budget policies. Article 165, Paragraph

7 states that, “The functions of the budgets set
forth ... shall include the function of reducing
intergenerational inequalities, according to
population criteria”

General government sector, debt shown alongside national economic indicators, years 2000-15

2002 2003 2006 2007 2008 2009
GGgrossdebt(LHS) | 66.65 | 70.24 | 79.80 | 7478 | 7076 |69.17 | 66.68 | 65.19 | 63,54 |66.92
GGnetdebt(LHS) | 47.75 | 5223 | 60.64 | 54.92 | 5058 [48.21 | 46.96 | 45.12 | 38.05 |41.53
gji?&%";}?ws’ 431 | 132 266 115| 571|316 | 396 | 610 | 517 |-033
ﬁz%’:&%mg 700 | 1127 | 1167 | 1230 | 1147 | 982 | 997 | 929 | 7.90 | 808
IR(% increase) (RHS) | 7.04 | 684 | 845 | 1472 | 660 | 687 | 418 | 364 | 568 | 489

65.15

39.15

753

6.74

5.04

66.18

36.41

273

597

6.64

65.10

36.03

3.03

6.00

517

63.12

34.47

4.15

6.50

497

61.45

33.15

4.00

7.00

477

59.88

31.93

412

7.00

450

Estimates

start after

201

201

201

2011

2011

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 r10.00
25 r5.00
0 0.00
25 -5.00
-50 -10.00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS) = = Inflation rate (% increase) (RHS)
. GG net debt (LHS) Unemployment (% of working age) (RHS)
National population and working age profile
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
m’su;am" 19325 194.88 [196.51 |198.16 [199.83 |201.51 |202.90 |204.30 |205.71 |207.13 |208.56 |209.68 |210.81 |211.95 |213.10 |{214.25 |(inmillions)
Aged 0-14(%) | 25.5% | 25.0% |24.5% |24.1% [23.6% [23.1% |22.6% |22.1% |21.7% |21.2% |20.7% |20.4% [20.1% [19.9% |19.6% |19.3%
Aged 1564(%) | 67.5% | 67.8% |68.0% |68.3% |68.5% [68.8% |69.0% |69.2% |69.3% |69.5% |69.7% |69.6% |69.5% |69.4% |69.3% |69.2%
Aged65+(%) | 7.0% | 7.2% | 74% | 7.7% | 7.9% | 81% | 84% | 87% | 9.0% | 9.3% | 9.6% |10.0% |10.4% |10.7% |11.1% [11.5%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/;ge
RAWA (RHS) [ 10.4% |10.7% |10.9% |11.2% | 11.5% [11.8% |12.2% [12.6% |13.0% [13.4% |13.8% [14.3% |14.9% |[155% |16.0% |16.6% P4
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
250 r 18%
- 16%
200 | F 14%
F12%
150 o + 10%
L g9
100 &%
- 6%
504 L 4%
= 2%
E - 0%
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. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)
Age composition of population, years 2010-25
100
90 -
80 —
70 -
60
50
40 -
30 -
20
10 -
0 . : : . . . . . :
2010 2011 2012 2013 2014 2015 2016 2017 2018
. Percentage aged 0-14 (%)

2019
. Percentage aged 15-64 (%)

2020

20:

21

2022

Percentage aged 65+ (%)

2033

2024 2025

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.




¥ \\alking the fiscal tightrope

Country profile:

Introduction

anada is a constitutional monarchy which operates under a federal system of government comprising a federal (central)

government, 10 provincial governments and three territorial governments. The relative powers of provincial government are

constitutionally prescribed. Both the federal and the provincial legislatures may impose taxes, borrow money and operate
their own treasury for the purposes of funding government goods and services.

Nationally, various mechanisms exist to facilitate horizontal and vertical fiscal integration and cooperation between federal and
provincial governments including federal-provincial-territorial meetings of ministers and deputy ministers and a range of major federal
transfer arrangements. These arrangements include the Equalization Program, which is used for equitable service alignment across
all provincial governments and several transfer payment arrangements in key policy areas such as health (the Canadian Health Transfer
(CHT)) and social services including education (the Canadian Social Transfer (CST)). Territories are also recipients of Territorial Formula
Financing (TFF), which provides transfer payments to territories so that residents receive equivalent access to government services.
Territories are also subject to centrally controlled borrowing limits.

B U d g et CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
2009 2010 Estimates
. tart aft
Fiscal trends start after
Budget cycle data shows that successive ﬁi;’venue 4353 | 4218 | 4081 | 4073 | 4059 | 40.75 | 40.84 | 40.74 | 3966 | 39.17 | 38.26 | 38.12 | 38.06 | 38.39 | 3879 | 3911 | 2011
Canadlan governments have mal_ntamed net ﬁag;pe”ses 4059 | -4152 |-4090 | -40.81 |-3973 | -39.20 | -3927 |-39.16 |-3954 |-44.06 | -43.82 |-4266 |-41.71 |-4131 |-40.92 |-4057 | 2011
fiscal lending/borrowing at sustainable levels.
The years 2000 through to the onset of the Net GGR/E 295 | 066 | 009 | 008 | 086 | 155 | 157 | 158 | 013 | -489 | 555 | -455 | -365 | 292 [ -2.14 | -146
GFC (2007) show a well-moderated series of GG NFLB
general government results within a range of vt 295 | 066 | -009 | 008 | 086 | 155| 157 | 158 | 013 | -489 | 556 | -455 | -365 | -292 | -2.14 | -146 | 2011
+2.95 percent Of.G.DP (2000) to -0.09 percent ‘GHGHE‘)FUB W1 995 | 30| 351 | 343 | 429| 584 | 740 899 | 911 | 423 | 133 | 588 | -953 |-1245 |-1458 | -16.04
of GDP (2002). Similar to other developed
GZO countries Of Comparab‘e SiZe, the years Source: International Monetary Fund, World Economic Outlook Database, April 2012
2009-15 show a firm deficit-driven stimulus
effect as the economy is mana_ggd through General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
the budggt cyc\e.The_peak deficit year (2009) % of GOP % of GOP
saw net fiscal borrowing at -5.56 percent
of GDP while the estimated 2015 target of 707 r 100
-1.46 percent of GDP supports the view that a 50 4 80
budget surplus will be readily achievable over - 60
the medium term. 30 7 40
20
Fiscal policy and strategy 0
According to recent G20 fiscal policy 20
commitments, Canada has a fiscal policy focus 40
on reducing departmental spending, adjusting 50
various public sector pension plan arrangements 80
(including retirement ages and contribution 100
. . - 70 - L -
levels) and strengthening the sustainability 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008 2010 2011 2012 2013 2014 2015
of transfer arrangements. ) ) .
GGrevenue (LHS) —— GG net fiscal lending/borrowing (RHS)
[ GG expenses (LHS) - = = GG NFL/B (accumulated)(RHS)
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Canada has
(and is estimated to maintain) a level of gross
debt below 85 percent of GDP and a level of net
debt below 47 percent of GDP throughout the
entire period under review. On a percentage of
GDP basis, the levels of gross debt and net debt
are tracking to be at a slightly lower level in 2015
than they were in 2000.

Fiscal policy and strategy

While other sources of fiscal sustainability
exist, Canada’s most comprehensive work in
this area is conducted by the Parliamentary
Budget Officer (PBO). In 2010, the PBO
released its first Fiscal Sustainability Report
(FSR 2010). The current FSR 2011, which
extended the long-term analysis beyond the
federal government and made use of GFS
data from Statistics Canada, now provides an
assessment of the sustainability of the federal
and provincial-territorial governments' fiscal
structure over the long term. In preparing the
FSR 2011, the Canadian PBO:

e utilized the construct of “fiscal gap’, which
represents the gap between the maintenance
of current debt levels and the present value
(PV) of future operating balances (OB),
where OB is defined in terms of revenue less
(non-interest) program expenditure

e calculated baseline long term OB projections
under the key assumption that the current
revenue and expenditure fiscal policy mix
would remain stable over a 75-year horizon

e modeled arange of ‘what if’ scenarios in
order to reflect parameter and assumption
variability.

Importantly, the FSR 2071 does not intentionally:

e postulate what a government's long-term
debt-to-GDP objective should be

e model the interaction between government
debt levels and economic activity

e assess the implications for intergenerational
fairness.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 20.3 percent to
32.8 percent.

Fiscal policy and strategy

The FSR 2011 report estimates that the fiscal
gap (including the impact of intergenerational
aging) requires a permanent adjustment equal
to 2.7 percent of GDP annually. Moreover, PBO
modeling of the delays in policy action of 5, 10,
20 and 30 years will increase this requirement
to 3.0 percent, 3.4 percent, 4.4 percent and
5.8 percent of GDP respectively.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates

2000 2001 2002 2003 2005 2006 start after

2007 2008 2009 2010 2011 2013 2014

GG gross debt (LHS) | 82.13 | 82.66 | 80.55 | 76.56 | 72.60 |71.61 | 70.26 | 66.52 |71.08 {83.59 (85.06 | 84.95 | 84.68 | 81.96 | 80.42 |78.77 201

GG net debt (LHS) 46.23 | 4426 | 4265 | 3867 | 3521 |31.01 | 26.30 |22.92 |22.59 |28.27 |30.45 | 33.33 | 35.44 | 36.89 | 37.49 | 37.36 201

GDP growth

% of GDP) (RHS) 523 | 178 | 293 | 188 | 312 | 302 | 282 | 220 | 069 (-277 | 322 | 246 | 206 | 216 | 237 | 242 201

Unemployment

% of WA) (RHS) 683 | 727 | 767 | 758 | 718 | 676 | 630 | 6.06 | 6.15 | 829 | 798 | 747 | 736 | 7.26 | 7.08 | 6.87 20m

IR (% increase) (RHS) | 2.74 | 251 228 | 274 | 184 | 223 | 202 | 213 | 239 ( 030 | 178 | 289 | 216 | 196 | 1.99 | 2.01 20m

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00

75 r15.00

50 r10.00
25 r5.00
0 - r0.00
25 -5.00
-10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
I GG gross debt (LHS) —— GDP growth (% of GDP) (RHS)
I GG net debt (LHS) Unemployment (% of working age) (RHS)

= = Inflation rate (% increase) (RHS)

National population and working age profile

rL‘LpS”)‘a“"" 3407 | 3439 | 3470 | 3502 | 3535 | 3567 | 3597 | 36.28 | 3659 | 36.90 | 37.21 | 37.49 | 37.77 | 38.06 | 38.34 | 3863 |(inmilions)
Aged 0-14(%) |164% [16.4% |164% |16.3% |16.3% |16.3% |16.3% |164% [16.4% |16.5% |165% |16.5% |165% [165% |16.5% |165%

Aged 15-64(%) [69.5% [69.1% [68.8% |68.4% |68.1% |67.7% |67.2% |66.8% |66.3% |65.9% |65.4% |64.9% |64.4% [63.9% [63.4% [62.9%

Aged65+(%) [14.1% [14.5% [14.9% [15.2% |15.6% |16.0% |16.4% |16.8% |17.3% |17.7% |18.1% |18.6% [19.1% [19.6% [20.1% |20.6%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/:lge
RAWA (RHS)  [20.3% [20.9% [21.6% |22.3% |23.0% |23.6% |24.4% (25.2% |26.0% |26.8% (27.7% [28.7% [29.7% |30.7% |31.7% |32.8% [SIEY/3
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
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Country profile:

Introduction

he People's Republic of China is a single-party state governed by the Communist Party of China (the Party). It exercises
jurisdiction over 23 provinces, five autonomous regions, four directly controlled municipalities including its capital city of Beijing
and two primarily self-governing special administrative regions (Hong Kong and Macau). The highest-leading body of the Party
is the National Congress and the Central Committee elected by it. The National Party Congress, held once every 5 years, is convened
by the Central Committee. The Central Committee is elected for a term of 5 years and implements the resolutions of the National
Congress and represents the Party internationally. The current structure of governance in China allows for fiscal decentralization via
a hierarchy in which each level of government reports to the next highest level (from top to bottom: central, provincial, prefectural,
county level and township level).

B U d g e.t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
Estimates
- tart aft
Fiscal trends w santater
revenue
. 1378 | 15.11 | 1593 | 16.16 | 1665 | 17.22 | 18.23 | 19.80 | 1966 | 20.01 | 20.19 | 2234 | 2284 | 22.97 | 23.07 | 2327 | 2011
Budget cycle data shows that China has (LHS)
maintained net fiscal lending/borrowing at ﬁa;rpe”ses 1705|1791 |-18.88 |-1860 |-1814 |-1861 |-1891 |-18.90 |-20.04 |-2310 |-22.47 | 2358 | 2414 | -23.94 |-2369 |-2340 | 2011
sustainable levels for a developing economy.
The years 2000 through to the onset of the NetGGR/E | -3.27 | -280 | -2.95 | -2.45 | 149 | -1.39 | -068 | 090 | 038 | -309 | -228 | -1.24 | 130 | 097 | -062 | -0.13
GFC (2007) show moderate deficits/surpluses GG NFLB
of between -3.27 percent of GDP (2000) rising AHS) 327 | 280 | 295 | -245 | -149 | 139 | -068 | 080 | -0.39 | -309 | 228 | -1.24 | -130 | 097 | -062 | -0.14 | 2011
t0+0.90 percemof.G.DP(v2007).Theyears (GREIQ')FUB‘A’ 327 | 607 | 902 [-1147 |-1296 |-14.35 [-1503 |-1413 |-1451 |-17.60 |-1989 |-2113 |-22.43 |-2340 |-24.03 |-24.16
2008-15 show a deficit-driven response to the
GFC which peaked at-3.09 percent of GDP Source: International Monetary Fund, World Economic Outlook Database, April 2012

(2009) and was subsequently accompanied by
a reducing deficit stream which trails off to an

’ ) General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
estimated -0.14 percent of GDP in 2015 as the

) % of GDP % of GDP
economy is managed through the budget cycle.
70 1 -~ 100
Fiscal policy and strategy L 80
: N L - 50
While China’s fiscal decentralization policies saw L 60
the ratio of total government revenue-to-GDP 30 L 40
decline from 28.4 percent to approximately 0 L 20
12.6 percent over the period 1979-93, the L o
period from 2000-15 will see the ratio of 10 4 = - - N L 20
total government revenue-to-GDP rise from | 0
13.78 percent to 23.27 percent. Some of this 30 | 0
shift (in percentage of GDP terms) in the levels 50 4 %
of general government revenue is readily
explained by China’s many years of double-digit 70 - -1
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GDP growth. The more recent trend growth a6 LHs 66 net fiscal lendina/b o RHS
also reflects a fiscal policy focus whereby: revenue LHS) net fiscal lending/borrowing (RHS)
[ GGexpenses (LHS) - - GGNFL/B (accumulated)(RHS)
e general government revenue grows through
the continuing processes of taxation
reform and efforts to expand household
consumption
e general government expenditures are
optimized, prioritized and expanded in
focus areas such as agriculture, rural
development, education, science and
technology, healthcare, low-income
housing, energy conservation and emission
reduction.
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that China has
maintained the level of gross debt below

35 percent of GDP throughout the entire

period under review. On a percentage of GDP
basis, the level of gross debt is tracking to be
approximately the same level in 2015

(14.84 percent) as it was in 2000 (16.45 percent).
Net debt figures were not available.

Fiscal policy and strategy

China implemented policy in 1980 to separate
central and local budgets and adopted

tax sharing reforms in 1994 that created a
framework of fiscal relations between central
and local governments. In a further effort to
strengthen its budget operations, the Ministry
of Finance introduced the Budget Lawin 1994
to achieve the following objectives:

e strengthen the distribution and supervisory
function of the budget

e improve the budget management
of the state

e intensify the micro-scope regulation
and control of the state

e ensure sound socioeconomic development.

Recent G20 fiscal policy commitments include
further structural improvements to tax policies
and the objective of strictly controlling new
debts of local government.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 11.3 percent to
19.9 percent. This may be a potentially large
impact as social services increase.

Fiscal policy and strategy

China’'s well documented 'one-child’ policy
(which has relaxed somewhat in recent years),
coupled with a desire for continuing and
expanding social services reform in areas such
as health and housing, provides the basis for
potential intergenerational fiscal pressures
and raises the question of whether China

will get old before it gets wholly prosperous.
Notwithstanding such views, China’s low levels
of fiscal deficits and government debt, coupled
with sound prospects for continuing levels of
GDP growth, albeit at a reduced rate, provide
the ready means to manage through the
intergenerational cycle.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2002 2005 2006 2007

2008 2009 2013 2014 2015

GG grossdebt (LHS) | 16.45 | 17.71 | 18.94 | 19.25 | 1854 (17.64 | 16.19 [ 19.59 | 16.96 [17.67 [33.54 | 25.84 | 22.03 | 19.38 | 17.09 |14.84 201

*GG net debt (LHS) 000 | 000 | 000 | 000| 000 | 000 0.00| 0.00| 000 | 0.00]| 0.00| 0.00| 0.00 | 000 | 0.00 | 0.00

GDP growth

% of GDP) (RHS) 843 ( 830 | 908 [ 1003 | 10.09 |11.31 | 12.68 [ 1416 | 964 | 921 |10.45 | 924 | 823 | 879 | 873 | 870 2011

Unemployment

(% of WA} (RHS) 310 | 360 | 400 | 430 | 420| 420 | 410 | 400 | 420 | 430 | 410 | 400 | 400 | 400 | 4.00 | 4.00 201

IR (% increase)(RHS) | 040 | 073 | -077 | 1.17 | 390 | 1.82 | 1.47 | 477 | 590 |-0.68 [ 3.33 | 542 | 332 | 304 | 3.00 | 3.00 201

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 /\¥ .

-25 -5.00

-10.00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS)
I GG net debt (LHS)

~ = Inflation rate (% increase) (RHS)

Unemployment (% of working age) (RHS) *No GG net data available

National population and working age profile

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Population

(LHS) 134141 1347.0| 1352.7 | 1358.4 | 1364.1

1369.8| 1373.4| 1377.0 | 1380.5 | 1384.1 | 1387.7 | 1389.2 | 1390.8 | 1392.3 | 1393.8 | 1395.4 |(inmillions)

Aged0-14(%) | 19.5% | 19.2% | 18.8% | 18.5% | 18.1% | 17.8% | 17.6% | 17.4% | 17.2% | 17.0% | 16.8% | 16.6% | 16.3% | 16.1% | 15.8% | 15.6%

Aged 15-64(%) | 72.3% | 72.4% | 72.5% | 72.5% | 72.6% | 72.7% | 72.4% | 72.1% | 71.8% | 71.5% | 71.2% | 71.0% | 70.9% | 70.7% | 70.6% | 70.4%

Aged 65+ (%) 82%| 85% | 87% | 9.0%| 92%| 95%]| 10.0% | 10.5% | 11.0% | 11.5% | 12.0% | 12.4% | 12.8% | 13.2% | 13.6% | 14.0%

%

100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Change

RAWA (RHS) | 11.3% | 11.7% | 12.0% | 12.4% | 12.7% | 13.1% | 13.8% | 14.6% | 15.3% | 16.1% | 16.9% | 17.5% | 18.1% | 18.7% | 19.3% | 19.9% [S¥EKk]

Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm

Population and profile of aged-to-working age ratio, years 2010-25

Population (in millions) Ratio (%)
1600 ~ 25%
1,400 |
1,200 |
1,000 -
800
600 | - 10%

- 20%

- 15%

400
200

0 — 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

- 5%

. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
100
90
80
70
60
50
40
30
20
10
0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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] \Walking the fiscal tightrope

Country profile:

France

Introduction

rance is a constitutional republic which operates under a unitary system of government led by a president who shares

executive power with a presidentially appointed prime minister. The parliament comprises both a National Assembly and a

Senate. French citizens democratically elect the president, members of the National Assembly and local government officials.
Members of the Senate are appointed from the large pool of local government officials. As a founding member of the European
Union (EU), as well as being a significant eurozone economy, some of France's constitutional sovereignty is subject to the provisions

of EU treaties and policies.

Budget cycle

Fiscal trends

The problems of the eurozone sovereign debt
crisis are well known. Not surprisingly, budget
cycle data shows that successive French
governments have been running net fiscal
borrowing at unsustainable levels. The years
2000 through to the onset of the GFC (2007)
show a series of general government deficits
within a range of -1.562 percent to -4.09 percent of
GDR Further, the years 2009 and 2010 both show
annual deficits of more than -7 percent of GDP
While forward estimates show a continuing run
of deficits through 2015, recent commitments

by eurozone countries to more critically address
deficits, sovereign debt and fiscal sustainability
concerns are likely to redress this trend.

Fiscal policy and strategy

In March 2012, all eurozone countries signed the
Treaty on Stability, Coordination and Governance
of the Economic and Monetary Union (the
so-called ‘Fiscal Compact’). As stated by European
Council President Herman Van Rompuy during the
signing ceremony, "It [the Treaty] has been drafted
with care, because the stakes are high. It has
been drafted with speed, because a crisis requires
a swift response. Yet once this Treaty enters into
force, its effect will be deep and long-lasting”

Under Article 3, Paragraph 1 (a) and (b), all Treaty
signatories are required to set the general
government budgetary position to either be in
balance or in surplus. ‘Balanced’ in this context
refers to the “annual structural balance of the
general government [being] at its country-specific
medium-term objective, as defined in the revised
Stability and Growth Pact, with a lower limit of

a structural deficit of 0.5 percent of the gross
domestic product at market prices” Under
Protocol (No. 12) Article 2, ‘deficit’ is defined to
mean “net borrowing as defined in the European
System of Integrated Economic Accounts”

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Estimates

Ziogpaa start after

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GG revenue
(LHS)

GG expenses
(LHS)

50.11 | 49.98 | 49.55 | 49.28 | 49.72 | 50.66 | 50.56 | 49.85 [ 49.98 | 49.15 | 49.58 | 50.98 | 51.26 | 51.43 | 51.39 | 51.40 2010

-51.64 | -51.63 | -52.84 | -53.37 | -563.34 | -53.63 | -52.93 | -52.60 |-53.33 | -56.73 |-56.67 | -56.32 | -55.82 |-55.30 | -54.44 | -53.59 2010

Net GGR/E -152 | -165 | -328 | -409 | -362 | -297 | -237 | 275 | -335 | -757 | -7.09 | 534 | -456 | -387 | -3.05 -2.19

((;i’s\l)FL/B -152 | -165| 328 | -409 | -362 | -297 | -237 | 275 | -335| -757 | -7.09 | -534 | -456 | -387 | -3.05 | -2.19 2010
GG NFL/B
(A) (RHS) <152 | -318 | -6.46 | -10.55 | -14.17 |-17.14 | -1951 | -22.26 |-25.61 | -33.18 | -40.27 | -45.61 | -50.17 |-54.04 | -57.10 | -59.29

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

% of GDP % of GDP
70 - 100
L 80

50 5
30 L 40
L 20
0

-20

-40

60

-80

70 4 L -100

2000 2001
GGrevenue (LHS)
[ GGexpenses (LHS)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

— GG net fiscal lending/borrowing (RHS)
- - GG NFL/B (accumulated)(RHS)

GG = General government

LHS = Left-hand side of the chart

RHS = Right-hand side of the chart

Net GGR/E = Net general government revenue/expenses
NFL/B = Net fiscal lending/borrowing

NFL/B (A) = Net fiscal lending/borrowing (accumulated)
GDP = Gross domestic product

WA = Working age

IR = Inflation rate

RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that France has
(and is estimated to continue to have) high
levels of gross debt (approximately 90 percent
of GDP) and high levels of net debt (between
83 percent and 85 percent of GDP) throughout
the forward estimates period (2012-15). These
levels of debt are significantly higher than the
levels at the start of the GFC in 2007 when they
were 64.20 percent and 59.54 percent of GDR,
respectively.

Fiscal policy and strategy

The Fiscal Compact has also sought to
strengthen the controls over the size of eurozone
country-specific debt. Under Article 4 of the
Treaty, “When the ratio of a Contracting Party’s
general government debt to gross domestic
product exceeds the 60 percent reference

value referred to in Article 1 of the Protocol

(No. 12) on the excessive deficit procedure ... that
Contracting Party shall reduce it at an average
rate of one twentieth per year as a benchmark ...
Protocol (No. 12) Article 2 defines ‘debt’ to mean
“total gross debt at nominal value outstanding

at the end of the year and consolidated between
and within the sectors of general government”

A further element of the Treaty in the area of
general government debt management is that
Contracting Parties are reminded to “refrain

from any measure which could jeopardize

the attainment of the Union’s objective in the
framework of the economic union, notably the
practice of accumulating debt outside the general
government accounts”’

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 25.9 percent to
35.8 percent.

Fiscal policy and strategy

In the European Commission’s 2009

Ageing Report, France's fiscal impact of
intergenerational aging on government
expenditure was projected to be (net)

2.7 percent of GDP by 2060, comprising
pensions (1.0 percent), health (1.2 percent),
and long-term care (0.8 percent). Approaches
for addressing this impact for all EU countries
“will require determined policy action along
the three-pronged strategy decided by the
Stockholm European Council in 2001, i.e.

(i) reducing debt at a fast pace; (ii) raising
employment rates and productivity; and (iii)
reforming pension, healthcare and long-term
care systems”

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2002 2003 2005 2006 2007 2008 2009 2010 2011 2013 2014

GG gross debt (LHS) | 57.35 | 56.91 | 59.00 | 63.15 | 65.14 66.74 | 63.90 | 64.20 | 68.27 (78.99 (82.39 | 86.26 | 89.02 | 90.75 | 90.64 |89.61 2010

GG net debt (LHS) 51.38 | 51.28 | 53.08 | 56.72 | 58.75 |60.81 | 59.60 | 59.54 | 62.33 |71.97 |76.56 | 80.43 | 83.19 | 84.92 | 84.81 |83.78 2010

GDP growth

% of GDP) (RHS) 387 | 179 | 084 | 089 | 235| 187 | 266 | 223 |-0.20 [-263 | 138 | 1.72 | 048 | 1.01 | 1.85 | 190 201

Unemployment

% of WA) (RHS) 908 | 839 | 891 | 890 | 923 | 929 | 924 | 837 | 781 | 950 | 980 | 968 | 993 | 10.06 | 9.80 | 9.44 2010

IR(% increase)(RHS) | 1.83 | 178 | 1.94 | 217 | 234 | 1.90 | 191 [ 161 | 3.16 [ 0.10 [ 1.74 | 229 | 1.95 | 1.63 | 1.85 | 1.90 20m

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00

75

50 4

25 4

0
25
50 -10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS)
. GG net debt (LHS) Unemployment (% of working age) (RHS)

= = Inflation rate (% increase) (RHS)

National population and working age profile

ﬁ“ﬁs“)‘m” 6280 | 6312 | 6344 | 6376 | 64.09 | 64.42 | 64.71 | 65.00 | 6529 | 6558 | 65.88 | 66.14 | 6641 | 6667 | 66.94 | 67.21 (inmillions)
Aged0-14(%) |18.3% |18.3% |183% |184% |184% [18.4% [18.3% [18.3% [18.2% |18.2% |18.1% |18.0% |17.9% |17.9% |17.8% [17.7%

Aged 15-64(%) |64.9% |64.5% |64.1% |63.8% |63.4% |63.0% |62.7% |62.4% |62.2% |61.9% |61.6% |61.4% [61.2% [61.0% |60.8% |60.6%

Aged 65+ (%) | 16.8% [17.2% [17.5% |17.9% |18.2% |18.6% [18.9% [19.3% |19.6% |20.0% |20.3% |20.6% |20.9% |21.1% |21.4% [21.7%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% c.“:/:'me

RAWA (RHS) 25.9% [26.6% [27.3% [28.0% (28.8% (29.5% (30.2% |30.9% |31.6% |32.3% |33.0% |33.5% |34.1% |34.7% |35.2% |35.8% (LIS
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
80 - - 40%
70 4 - 35%
60 - 30%
50 - 25%
40 4 - 20%
30 + - 15%
20 - 10%
10 A - 5%

B ~ 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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§)f \Walking the fiscal tightrope

Country profile:

Germany

Introduction

ermany is a democratic parliamentary republic which operates under a federal system of government under a constitution that

is led by a president who generally serves a ceremonial role inclusive of significant reserve powers. The president chooses

the chancellor, who in turn chooses the federal cabinet, which forms the executive branch of government. The two houses of
parliament (the legislature) comprise a directly elected house (the Bundestag) and a second house representing regional states (the
Bundesrat). As a founding member of the European Union (EU), as well as being a significant eurozone economy, some of Germany's
constitutional sovereignty is subject to the provisions of EU treaties and policies.

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Budget cycle

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Ef:r't":f::f

Fiscal trends 66 revenue

) (LHS] 46.76 | 4498 | 4461 | 4479 | 4362 | 4380 | 4395 | 4374 | 4399 | 44.89 | 4359 | 4458 | 44.28 | 4415 | 44.08 | 4391 | 2011
The problems of the eurozone sovereign debt
crisis are well known. Budget cycle data shows ﬁﬁgm”ses 4544 | -47.82 | -48.34 | -48.86 | -47.42 | -47.22 | -45.56 | -43.51 | -44.05 | -48.10 | -47.87 | -4563 | -45.09 | -44.71 | -44.39 | -44.14 | 2011
that successive German governments have
been running net fiscal lending/borrowing at NetGGR/E | 132 | -284 | 373 | -406 | 380 | -342 | 161 | 024 | -006| -321 | -428| -1.05 | 081 | -056 | -031 | 023
manageable levels. The years 2000 ffhrough tothe GRGHQ')FUB 132 284 | 373 | -406| 380 | 342 | 161 | 024 | 006 | 321 | 427 | -1.05 | 081 | 056 | -031 | 023 | 2011
onset of the GFC (2007) show a series of general ‘
government spending results within a range of g?(’;%ﬁ 132 | 4151 | 525 | -931 |-13.11 [-1653 |-18.14 |-17.90 | -17.96 | -21.17 | -2544 | -26.49 | -27.30 | -27.86 | -28.17 | -2839
+1.32 percent to -4.06 percent of GDR Moreover,
while the years 2009 and 2010 both show annual Source: International Monetary Fund, World Economic Outlook Database, April 2012
deficits of more than -3 percent of GDF the
forward estimates show a reversion close to General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
surplus by 2015. Further, recent commitments % of GDP % of GDP
by eurozone countries to more critically address 70 ~ 100
deficits, sovereign debt and fiscal sustainability L 80
concerns are likely to reinforce this trend to 50 7 | 60
surplus despite slow growth risks. 20 4 0
Fiscal policy and strategy 20

0
20
-40

In March 2012, all eurozone countries signed the
Treaty on Stability, Coordination and Governance
of the Economic and Monetary Union (the
so-called ‘Fiscal Compact’). Under Article 3, -60
Paragraph 1 (a) and (b), all Treaty signatories -80
are required to set the general government 70 4 L -100
budgetary position to either be in balance or 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

in surplus. ‘Balanced’ in this context refers to GGrevenue(LHS) —— GG net fiscal lending/borrowing (RHS)

the "annual stru;tural balance of the ge_ﬁeral I GGexpenses(LHS) - - - GG NFL/B (accumulated)(RHS)
government [being] at its country-specific

medium-term objective, as defined in the
revised Stability and Growth Pact, with a lower
limit of a structural deficit of 0.5 percent of the
gross domestic product at market prices” Under
Protocol (No. 12) Article 2, 'deficit’ is defined to
mean “net borrowing as defined in the European
System of Integrated Economic Accounts”

Article 109 of Germany'’s constitution also
provides for a balanced budget rule which, while
facilitating exceptions for natural disasters or
unusual emergency situations, also requires
(per Clause 3) that “for such exceptional

regimes, a corresponding amortization plan
must be adopted”’ GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



Economic cycle

Fiscal trends

Economic cycle data shows that Germany has
(and is estimated to continue to have) high

levels of gross debt (in the range 74 percent to
79 percent of GDP) and high levels of net debt

(in the range 52 percent to 55 percent of GDP)
throughout the forward estimates period
(2012-15). These levels of debt are manageably
higher than the levels at the start of the GFC in
2007 when they were 65 percent and 50 percent
of GDP respectively.

Fiscal policy and strategy

The Fiscal Compact has also sought to
strengthen the controls over the size of eurozone
country-specific debt. Under Article 4 of the
Treaty, “When the ratio of a Contracting Party’s
general government debt to gross domestic
product exceeds the 60 percent reference value
referred to in Article 1 of the Protocol (No. 12)

on the excessive deficit procedure ... that
Contracting Party shall reduce it at an average
rate of one twentieth per year as a benchmark ..."
Protocol (No. 12) Article 2 defines ‘debt’ to mean
“total gross debt at nominal value outstanding
at the end of the year and consolidated between
and within the sectors of general government”
A further element of the Treaty in the area of
general government debt management is that
Contracting Parties are reminded to “refrain
from any measure which could jeopardize

the attainment of the Union's objective in the
framework of the economic union, notably

the practice of accumulating debt outside the
general government accounts”

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of aged
persons (over 65) to those of working age
(15-64) will rise from 30.9 percent to

40.7 percent.

Fiscal policy and strategy

In the European Commission's 2009

Ageing Report, Germany's fiscal impact

of intergenerational aging on government
expenditure was projected to be (net)

4.8 percent of GDP by 2060, comprising
pensions (2.3 percent), health (1.8 percent),
and long-term care (1.4 percent). Approaches
for addressing this impact for all EU countries
“will require determined policy action along
the three-pronged strategy decided by the
Stockholm European Council in 2001,

i.e. (i) reducing debt at a fast pace; (ii) raising
employment rates and productivity; and

(iii) reforming pension, healthcare and
long-term care systems'

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2000 2001 2002 2003 2004 2005 2006

2007 2008 2009 2010 2011 2012 2013

GG gross debt (LHS) | 60.18 | 59.14 | 60.75 | 64.43 | 66.20 68.51 | 67.92 | 65.20 | 66.70 (74.42 (83.21 | 81.51 | 78.87 | 77.45 | 75.84 |74.39 201

GG net debt (LHS) 4112 | 4235 | 4481 | 4856 | 50.82 |53.48 | 53.03 | 50.37 |50.00 |56.65 |56.80 | 56.06 | 54.14 | 53.41 | 52.43 | 52.43 201

GDP growth

% of GDP) (RHS) 330 | 164 | 003 | -039| 070 | 083 | 383 | 339 | 081 [-508 | 356 | 306 | 062 | 147 | 1.26 | 129 20m

Unemployment

% of WA) (RHS) 800 | 788 | 870 | 978 | 1052|1121 | 1019 | 878 | 760 | 7.74 | 7.06 | 598 | 558 | 548 | 530 | 527 20m

IR (% increase) (RHS) | 1.40 | 190 | 136 | 1.03 | 179 | 192 | 178 | 228 | 275 [ 023 | 1.15 | 248 | 1.91 | 1.75 | 1.90 | 2.00 20m

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75
50 4
25 4
0
-25
50 -10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

I GG gross debt (LHS)
I GG net debt (LHS)

—— GDP growth (% of GDP) (RHS) ~ = Inflation rate (% Increase) (RHS)

Unemployment (% of working age) (RHS)

National population and working age profile

2010 2011 2012

m_:a;‘amn 81.76 | 81.59 | 81.43 | 81.27 | 81.10 | 80.94 | 80.85 | 80.75 | 80.65 | 80.55 | 80.46 | 80.33 | 80.20 | 80.07 | 79.94 | 79.82 |(inmillions)
Aged 0-14(%) |13.5% |13.4% |13.3% |13.2% |13.1% |13.0% |13.0% [13.1% [13.1% [13.2% [13.2% [13.3% [13.4% [13.4% [13.5% |13.6%

Aged 15-64(%) |66.1% |66.0% |65.9% |65.7% |65.6% |65.5% |65.2% |64.8% |64.5% |64.1% |63.8% [63.3% [62.8% [62.4% [61.9% |61.4%

Aged 65+ (%) |20.4% |20.6% |20.8% |21.1% |21.3% |21.5% |21.8% |22.1% |22.4% |22.7% |23.0% |23.4% |23.8% |24.2% |24.6% |25.0%

%

100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Charonge
RAWA(RHS)  |30.9% |31.3% |31.6% |[32.0% |32.4% |32.8% |33.5% [34.1% [34.7% |35.4% |36.1% |37.0% (37.9% [38.8% |39.8% |40.7% [Wik:i/3
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
0 ~ 45%
80 - 40%
70 4 - 35%
60 - 30%
50 - 25%
40 4 - 20%
30 + - 15%
20 - 10%
10 A 5%
0 - 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
100
90—
80
70
60
50
40
30
20
10
0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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(¥ \\alking the fiscal tightrope

Country profile:

Introduction

ndia’s constitution describes the government as a sovereign socialist secular democratic republic operating under a federal

system of government comprising a central (federal) government, 28 state governments and seven union territory governments.

The constitutional arrangements reflect elements from both the Westminster and republican models of government. The president
as head of state (elected via a parliamentary electoral college system) may exercise all executive powers of the government. However,
itis generally regarded as a largely ceremonial role, as it is the presidentially appointed prime minister and the Council of Ministers
that exercise executive power. The Indian central government is bicameral, having both a directly elected lower house (House of the
People), from which the prime minister and Council of Ministers are appointed by the president, and an indirectly elected upper house
(Council of States). The Council of States is restricted in terms of legislative power on matters of supply.

Each state and territory government has a legislative assembly, some of which are also bicameral, and each may operate their own
financial arrangements for the purposes of funding state and territory goods and services. Nationally, various mechanisms exist to
facilitate horizontal and vertical fiscal integration and cooperation between governments, with the predominant mechanism being

the constitutionally prescribed powers of the central government over state and territory governments.

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

B d | Estimates
udget cycle
- GG revenue
Fiscal trends (LHS) 16.98 | 17.05 | 17.62 | 18.17 | 18.86 | 19.10 | 2019 | 2181 | 2030 | 1952 | 1882 | 1846 | 1879 | 19.06 | 19.14 | 19.16 | 2010
Bludgetcycleldata showsthatlndla has set net Gﬁgxpe”s“ -26.99 | 2743 | -2773 | -27.74 | -26.49 | -25.79 | 2567 | -25.98 | 2750 | -29.32 |-27.98 | -27.13 | -22.11 | -27.27 | -27.26 | -27.10 | 2010
fiscal borrowing at unsustainable levels despite (LHS)
areduction in the size of deficits after the 2003 NetGGR/E |-1001 |-1038 |-1012 | 957 | 7.63 | -668 | 548 | 417 | 720 | 080 | 017 | 866 | 832 | 822 | 812 | 7.4
introduction of The Fiscal Responsibility and SONFLE
Budget Management (FRBM) Act. The years S) 41001 |-1038 |-1012 | 957 | 763 | -668 | -5.48 | -417 | 719 | 980 | 917 | 866 | 832 | 821 | -812 | 794 | 2010
2001 through to the onset of the GFC (2007) GG NFL/B

S . -1001 | -2039 | -3050 | -40.07 |-47.70 | -54.38 | -59.86 | -64.03 | 7122 |-81.02 | 8019 |-98.85 |-107.16 |-115.38 |-123.50 |-131.44
show a moderate decline in deficits from (A)RHS)
'1038 percent Of GDP (2001 ) to _417 percent Source: International Monetary Fund, World Economic Outlook Database, April 2012

of GDP (2007). This FRBM-driven program to
reduce deficits was not sustained through 2008

L L General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
and 2009, resulting in deficits rising to a peak of

-9.80 percent of GDP as stimulus was provided 7 of GOP % of 6OP
in response to GFC impacts. The years 2010-15 70 7 - 100
show an intent to achieve minor deficit reduction, 50 4 - 80
which is estimated to fall to -7.94 percent of GDP 60
by the end of the budget cycle in 2015. High 30 L 40
deficits continue, however, driven in part by 0 L 20

subsidies in diesel, liquid petroleum gas (LPG), L o
Fiscal policy and strategy -30 -0

e
—————_ - 60

The central government policy target as outlined 50 4 -
in Section 4 (1) of the FRBM was to eliminate \‘\\\ r 8o
revenue deficit (defined as “the difference 70 - T - -100
. 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
between revenue expenditure and revenue _ _ _
receipts which indicates increase in liabilities of GGrevenue (LHS) — GG netfiscal lending/borrowing (RHS)
the central government without corresponding [ GG expenses (LHS) --- GG NFL/B (accumulated)(RHS)
increase in assets of that government”) by
31 March 2008 and thereafter build up adequate
revenue surplus. Allowable deviations from this
commitment are provided for in the FRBM, both
in particular or special circumstances, with the
GFC being one such exception that would readily
satisfy the requirement. } ; ;
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



1 General government sector, debt shown alongside national economic indicators, years 2000-15
Economic cycle g ‘

Estimates
start after

2000 2001 2002 2003

Fiscal trends
) ) GG gross debt(LHS) | 7273 | 77.85 | 8220 | 84.30 | 84.06 (8176 | 7849 | 7544 |74.72 |74.97 |69.43 | 68.05 |67.57 |66.77 | 66.24 6581 | 2010
Economic cycle data shows that India has (and

is estimated to) reduce the level of gross debt “GGnetdebt(LHS) | 0.00 | 000| 000| 000 | 000| 000| 0.00| 0.00 | 0.00 | 000 | 0.00| 0.00 | 0.00 | 000 | 0.00 | 0.00
from approximately 84.3 percent of GDP (2003) pe—
t0 65.81 percent of GDP (2015). Net debt data % ofﬂéﬂnv;tHHHs] 516 | 389 | 456 | 685 | 759 | 903 | 953 | 9.99 | 6.19 | 658 {1062 | 724 | 686 | 729 | 755 | 772 | 2011

figures were not available. Unemployment

% of WA) (RHS) 0.00 | 000 | 000 | 000| 000 | 000| 000 | 0.00| 000 | 000 | 0.00| 000 | 000 | 0.00 | 000 | 0.00 2010

Fiscal policy and strategy

. 4 IR (%i RS | 391 | 367 | 447 | a7 | 389 | 39 | 627 | 637 | 835 |1088 |1199 | 863 | 816 | 7.35 | 550 | a%8| zom
The 2003 introduction of the FRBM (and the 2004 bl Rl

Repon‘ of the Task Force on /mplementation of Source: International Monetary Fund, World Economic Outlook Database, April 2012
the FRBM Act) set out the responsibility of the
central government to ensure intergenerational

A General government sector, debt shown alongside national economic indicators, years 2000-15
equity in fiscal management and long-term

. . . % of GDP Refer to table above
macroeconomic stability. These require the 5
government to: 150 3000
e achieve sufficient revenue surplus (by 125 2500
reducing the revenue deficit by 0.5 percent 100 20.00
GDP each year)
75

e pursue prudent debt management

) L L 50 -
consistent with fiscal sustainability
. 25 4
e ensure greater transparency over the fiscal
operations of government 0+
e conduct fiscal policy in a medium-term 25 5.00
framework. - 1000
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS) -~ Inflation rate (% increase) (RHS)
I *GG net debt (LHS) Unemployment (% of working age) (RHS) *No GG net data available

| n .te rg e n e ra .t | O n a | CyC | e National population and working age profile

2010 2011 2012 2013 2014 2015 2018 2019 2020 2021 2022 2023 2024

Fiscal trends Rﬂ:;\ation 1190.5 |1206.2 (1222.2 (12383 [1254.6 |1271.2 |1286.1 |1301.1 |1316.3 |1331.7 [1347.3 [1360.9 |1374.7 |1388.6 |1402.6 | 1416.8 |(inmillions)
In the period from 2010-25, the ratio of aged

persons (over 65) to those of working age
(15-64) will rise from 7.6 percent to 10.9 percent. |, iiceao [saso |sa8% |650%
This is one of the lowest aged ratios of any
G20 country. AgedB5+(%) | 4.9% | 50% | 5.1% | 52% | 53% | 5.4% | 56% | 58% | 5.9% | 6.1% | 63% | 65% | 67% | 69% | 7.1% | 7.3%

Aged0-14(%) |30.6% [30.2% [29.9% [29.5% [29.2% |28.8% |28.5% |28.1% |27.8% |27.4% [27.1% [26.8% |26.5% |26.1% |25.8% |25.5%

65.3% [65.5% |65.8% |66.0% |66.1% |66.3% |66.4% [66.6% |66.7% |66.8% |67.0% |67.1% |67.2%

%

Fiscal policyandstrategy 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Change

The FRBM cites the government's
responsibility for intergenerational equity in

RAWA (RHS) 76% | 7.7% | 7.8% | 80% | 8.1% | 8.2% | 85% | 8.7% | 9.0% | 92% | 95% | 9.7% (10.0% [10.3% [10.6% |10.9% [MCEXFA

fiscal management but provides little specific Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm

articulation about how such responsibility will

be met other than through achieving sufficient Population and profile of aged-to-working age ratio, years 2010-25

revenue surplus, pursuing debt reduction and Population (in millions) Ratio (%)

setting fiscal policy within a medium-term 1600 iz

framework. This short to medium term fiscal 1400 7 - 10%

focus is likely to remain for some time, as much 120 1 L g%

of what was outlined or intended in the FRBM 1000 4

and its accompanying implementation strategy 800 - 6%

still needs to be realized in practice. jgg ] - 4%
200 2%

04 = 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
. Population (in millions) (LHS) . Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
100
90
80
70
60
50
40
30
20
10
0

2010 20M 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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5Z¥ \\alking the fiscal tightrope

Country profile:

Indonesia

"’l’..\~~..4"’ =5
~ . ‘/

Introduction

ndonesia is a democratic republic comprised of executive, legislative and judicial branches of power. The executive branch consists

of the president (head of government and chief of state) elected by direct popular vote. The legislative branch is the People’s

Consultative Assembly (MPR), which includes the 560-member House of Representatives and the 132-member Council of Regional
Representatives, both elected to 5-year terms. The judicial branch consists of the Supreme Court which is the final court of appeal,
while the Constitutional Court has power of judicial review.

Indonesia’s national government operates in conjunction with sub-national governments, the highest level being that of the province.
Indonesia has 33 provinces and each has their own local government, with executive power being exercised by a governor and
supported by a legislative body.

B U d g et CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
Estimates
2012

. start after
Fiscal trends =

revenue
Budget cycle data shows that Indonesia has e 1461 | 19.30 | 1767 | 1834 | 19.31 | 1938 | 20.35 | 19.29 | 2128 | 1650 | 17.02 | 17.41 | 17.89 | 1752 | 17.15 | 1689 | 2010
mamtlamed net fiscal Iendlng/bqrrowmg at BGewpenses | e es | 200 |-1874 | 1972 | -19.83 | 1875 | 2012 | 2033 | 2128 | -18.26 | -18.23 | -18.99 |-18.6 | -1855 |-18.12 | 1786 | 2010
sustainable levels for a developing economy. (LHS)
The years 2000 through to the onset of the NetGGR/E | 203 | 270 | -087 | 137 | 062 | 063 | 023 | -1.03| 000 | 176 | 121 | 58| 097 | 102 | 08| 097
GFC (2007) show moderate deficits/surpluses SoNFLE
of between -2.70 percent of GDP (2001) and i) 203 | 270 | 087 | 137 | 062 | 063| 023 | -103| 000 | 176 | -121 | -158 | 097 | -1.02 | 098 | -097 | 2010
+0.63 percent of GDP (2005). The years GG NFL/B
2008-15 show a continuing string of small ] 203 | 473 | 560 | -697 | 760 | -696 | -674 | 777 | -7.78 | 954 |-1075 |-12.32 |-13.29 | -1432 | 15.29 | -1626

deficits of between -1.76 percent of GDP
(2009) declining to -0.97 percent of GDP
(2015) as the economy is managed through

Source: International Monetary Fund, World Economic Outlook Database, April 2012

the budget cycle. General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
% of GDP % of GDP
Fiscal policy and strategy . o
Indonesia introduced two key reforms in the 0 | 0
area of budgetary and financial management 50 L &
to increase accountability of local and regional 204 | 10
governments. Peraturan Pemerintah (2005)
related to new government accounting 10 r 2
standards and Permendagri (2006) introduced = e - = r 0
new performance-based budgeting standards. 107 ) 20
Permendagrimandates that the budget must 30 4  -40
specify all expenditures at the activity level and L -60
give details of functions, government affairs, 507 L 80
organizations, and programs. Importantly, state 70 J L -100
finance law limits the deficit the government 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
can have to less than 3 percent of GDP GG revenue(LHS) —— GG net fiscal lending/borrowing (RHS)
[ GG expenses (LHS) - - - GG NFL/B (accumulated)(RHS)

GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)

LHS = Left-hand side of the chart GDP = Gross domestic product

RHS = Right-hand side of the chart WA = Working age

Net GGR/E = Net general government revenue/expenses IR = Inflation rate

NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



Economic cycle

Fiscal trends

Economic cycle data shows that Indonesia has
significantly reduced the level of gross debt
from approximately 95.1 percent of GDP (2000)
to 27.38 percent of GDP (2010). This gross

debt reduction trend is anticipated to continue
throughout the economic cycle to an estimated
level of 17.63 percent of GDP in 2015. Net debt
figures were not available.

Fiscal policy and strategy

Part of the focus on fiscal sustainability in
recent years has been on fiscal integration
with Indonesian regional governments. In this
regard, the laws related to regional autonomy
and fiscal responsibilities have played an
important role. These laws include the Law on
Regional Governance (2004), which focuses on
administrative and political decentralization and
includes guidelines for delegation of expenditure
responsibilities, and the Law on Fiscal Balance
(2004), which governs the distribution of
resources across regions.

Indonesia also has a number of key laws which
govern budgeting, accounting and financial
reporting including the Law on State Finances
(2003), which provides treasury and audit rules for
local governments and the Law on State Treasury
(2004), which provides the legal framework for a
unified budget and prescribes a variety of financial
management functions.

Reducing gross debt has also been a particular
focus of fiscal policy over recent years.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of aged
persons (over 65) to those of working age
(15-64) will rise from 8.3 percent to

12.3 percent. This is one of the lower aged
ratios of any G20 country.

Fiscal policy and strategy

Indonesia’s entitlement spending increase on
health and pensions is estimated to be

1.5 percent and 3 percent respectively from
2010-50, which is less than the median

figure of 4.8 percent across 22 emerging
economies.

General government sector, debt shown alongside national economic indicators, years 2000-15

GG gross debt (LHS)

*GG net debt (LHS)

GDP growth
(% of GDP) (RHS)

Unemployment
(% of WA) (RHS)

IR (% increase) (RHS)

2000

95.10

0.00

420

6.08

377

2001

80.16

0.00

3.64

8.10

11.50

2002

67.80

178

2003

60.52

0.00

478

9.50

6.77

55.83

0.00

5.03

9.86

6.06

2006

46.35 | 38.99

0.00

5.69

11.24 | 10.28

1046 | 13.10

0.00

5.50

35.05

0.00

6.35

9n

6.66

33.24

0.00

6.01

839

9.78

2007 2008

481

2864 |27.38

0.00 | 0.00

463 | 6.20

513

25.03

0.00

6.46

6.56

5.36

2323

0.00

6.10

6.40

6.19

21.05

0.00

6.60

6.30

5.97

19.18

0.00

6.90

6.00

5.10

Estimates
start after
17.63 2010
0.00
7.00 2011
5.50 2010
470 2011

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 10.00
25 r5.00
0 0.00
25 -5.00
-50 -10.00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

I GG gross debt (LHS)

I GG net debt (LHS)

— GDP growth (% of GDP) (RHS)

Unemployment (% of working age) (RHS)

National population and working age profile

-~ Inflation rate (% increase) (RHS)

*No GG net data available

2010 2011 2012 2018 2019 2020 2021 2022
Populati
(L[:];alon 237.64 |239.97 |242.32 (24470 |247.09 |249.52 |251.59 |253.68 |255.78 |257.90 |260.04 {261.86 |263.70 |265.54 |267.40 |269.27 |(inmillions)
Aged0-14(%) | 27.0% | 26.7% | 26.4% |26.0% |25.7% |25.4% |[25.0% |24.6% |24.3% |23.9% |235% |23.1% |22.8% (22.4% [22.1% |21.7%
Aged1564(%) | 67.4% |67.6% |67.9% |68.1% |68.4% |68.6% |68.8% |69.0% [69.1% |69.3% |69.5% |69.5% |69.6% |69.6% |69.7% |69.7%
Aged65+(%) | 5.6% | 57% | 58% | 58% | 59% | 6.0% | 6.2% | 6.4% | 6.6% | 68% | 7.0% | 7.3% | 7.6% | 8.0% | 83% | 86%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/;ge
RAWA (RHS) | 8.3% | 8.4% | 85% | 86% | 87% | 87% | 90% | 93% | 95% | 9.8% |10.1% |105% |11.0% [11.4% [11.9% |[12.3% [RCLEY/S
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
300 + - 14%
250 ~ 12%
L 109
200 10%
- 8%
150
r 6%
100
- 4%
50 2%
- = 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS)

@ Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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90
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0

2010 2011
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2012

2013

2014

2015

2016

2017

. Percentage aged 15-64 (%)

2018

2019 2020

2021

2022

Percentage aged 65+ (%)

2023

2024

2025

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



8§ \Walking the fiscal tightrope

Country profile:

Introduction

taly is a democratic republic which operates under a constitution, in effect since 1948, which established a bicameral parliament

comprising a Chamber of Deputies and a Senate. The central system of government also encompasses 94 provinces and

20 regions. The president, who is elected for a 7-year term by the parliament, nominates the prime minister who in turn chooses
other ministers. ltalian citizens democratically elect the houses of parliament. As a member of the European Union (EU), as well as
being a significant eurozone economy, some of ltaly’s constitutional sovereignty is subject to the provisions of EU treaties and policies.

B U d g et CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

2010 2011 2012 ':f;::“:f::f
Fiscal trends =
The problems of the eurozone sovereign ‘LH;VE“”E 45.04 | 4466 | 4415 | 4456 | 43.99 | 4357 | 4514 | 46.13 | 4594 | 4652 | 46.01 | 46.01 | 48.28 | 49.00 | 49.08 | 4914 | 2011
debt crisis are well known.Notsurprlslmeg, CB ox0enses | yc oo | 4775 | 4714 | 4809 | 4753 | 47.92 | -48.46 | -4761 | -4861 | 5189 | 5050 | -49.95 | -5066 |-5054 | 5070 | 5060 | 2011
budget cycle data shows that successive (LHS)
Italian governments have been running net NetGGR/E | 086 | 309 | 299 | -353 | 354 | 435 | 333 | 148 | 267 | 537 | 449 | 395 | 238 | 155 | 162 | -1.46
fiscal borrowing at unsustainable levels. The OB
years 2000 through to the onset of the GFC . 086 | 308 | -299 | -353 | -354 | -435 | 333 | -148 | -267 | 537 | -449 | 395 | -238 | -155 | -162 | -1.46 | 2011
(2007) show a series of general government GG NFL/B
deficits within a range of -0.86 percent of GDP T -086 | -394 | -694 | 1046 | -1401 | -18.36 | -2168 | -23.16 | -25.83 | -31.20 | -35.69 | -3964 |-42.01 |-43.56 | -45.18 | -46.64

(2000) to -4.35 percent of GDP (2005). Further,
the years 2009 and 2010 show high annual
deficits of -5.37 percent and -4.49 percent

of GDP respectively. The forward estimates
show a continuing run of deficits through
2015. However, recent commitments by 70 1 r 100
eurozone countries to more critically address L 80
deficits, sovereign debt and fiscal sustainability 501 L 60
concerns may further redress this trend. 30 1 L 40

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
% of GDP % of GDP

20
0
-20
-40
-60

Fiscal policy and strategy

In March 2012, all eurozone countries signed
the Treaty on Stability, Coordination and
Governance of the Economic and Monetary
Union (the so-called ‘Fiscal Compact’). As
stated by European Council President Herman ’ 80
Van Rompuy during the signing ceremony, 70 - L -100
"It [the Treaty] has been drafted with care, 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
because the stakes are high. It has been drafted GG revenue(LHS) —GG et fiscal lending/borrowing (RHS)

with speed, because a crisis requires a swift [ GGexpenses (LHS) = = = GG NFL/B (accumulated)(RHS)

response. Yet once this Treaty enters into force,

its effect will be deep and long-lasting”

Under Article 3, Paragraph 1 (a) and (b), all Treaty
signatories are required to set the general
government budgetary position to either be in
balance orin surplus. ‘Balanced’ in this context
refers to the “annual structural balance of the
general government [being] at its country-
specific medium-term objective, as defined in
the revised Stability and Growth Pact, with a
lower limit of a structural deficit of 0.5 percent
of the gross domestic product at market prices”
Under Protocol (No. 12) Article 2, ‘deficit’ is

defined to mean “net borrowing as defined in
. GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
he Eur n m of Integr: Economi 9
the Europea Syste © teg ated Economic LHS = Left-hand side of the chart GDP = Gross domestic product

Accounts: RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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h General government sector, debt shown alongside national economic indicators, years 2000-15
Economic cycle

Estimates
start after

2001 2002 2005 2006 2007 2010 2011 2012 2013 2014 2015

Fiscal trends

ECOnOmlCCyCle data shows that Ital\/ is GG gross debt (LHS) | 10851 [108.17 [105.15 (10391 (103.44 (10543 |106.10 | 103.08 |105.81 | 116.06 | 118.65 | 120.11 | 123.36 | 123.80 | 123.40 | 122.26 20

estimated to continue to maintain extreme levels

GG net debt (LHS) 9311 | 9247 | 8930 | 88.43 | 88.04 | 88.90 | 89.33 | 86.89 | 88.78 | 97.13 | 99.04 | 99.56 |102.26 |102.63 | 102.49 | 101.55 20m
of gross debt (over 120 percent of GDP) and net
debt (over 100 percent of GDP) throughout the FVEEEE‘E“;"';HHS‘ 365 | 185 | 045 005 | 173 | 093 | 220 | 168 | 116 | 543 | 180 | 043 | 91| 029 | om0 | 100| 2010
forward estimates period (2012-15). These levels
of debt are higher than the levels at the start of (li/”‘;m%‘mﬁegé) 1010 | 910 | 861 | 845 | 802 | 77| 678 | 612 | 679 | 779 | 838 | 837 | 950 | 972| 983 | 942 | 20m
the GFC in 2007 (when they were 103.08 percent
and 8689 percent, respectively) and remain the IR (% increase) (RHS) 258 232 261 281 227 22 222 2.04 3.50 0.76 1.64 2.90 2.50 1.84 1.20 1.30 201
biggeSt Cha”enge to fiscal SUStainabi“ty for the Source: International Monetary Fund, World Economic Outlook Database, April 2012
[talian government.
Fiscal policy and strategy General government sector, debt shown alongside national economic indicators, years 2000-15
The Fiscal Compact has also sought to strengthen % of GDP Refer to table above
the controls over the size of eurozone country- 150 30.00
specific debt. Under Article 4 of the Treaty, 125 | e 00
“When the ratio of a Contracting Party's general
government debt to gross domestic product 100 20.00
exceeds the 60 percent reference value referred 75 15.00
toin Article 1 of the Protocol (No. 12) on the
excessive deficit procedure ... that Contracting 5 1000
Party shall reduce it at an average rate of one 25 5.00
twentieth per year as a benchmark ... Protocol 0 000
(No. 12) Article 2 defines ‘debt’ to mean “total
gross debt at nominal value outstanding at the 2 ~ -5.00
end of the year and consolidated between and 50 10,00
within the sectors of general government”! 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Afurther element of the Treaty in the area of I GG gross debt (LHS) —— GDP growth (% of GOP) (RHS) - = Inflation rate (% increase) (RHS)
general government debt management is that [ GG net debt (LHS) Unemployment (% of working age) (RHS)

Contracting Parties are reminded to “refrain

from any measure which could jeopardize

the attainment of the Union's objective in the
framework of the economic union, notably the
practice of accumulating debt outside the general

government accounts. National population and working age profile

Population

Intergenerational cycle |**

Aged 0-14(%) | 14.1% |14.1% |14.1% [14.1% |14.1% [14.1% [14.1% |14.0% | 14.0% | 13.9% |13.9% |13.8% |13.7% [13.7% [13.6% [13.5%

60.34 | 60.48 | 60.62 | 60.76 | 60.90 | 61.04 | 61.05 | 61.06 | 61.07 | 61.09 | 61.10 | 61.06 | 61.02 | 60.99 | 60.95 | 60.92 |(inmillions)

Fiscal trends
) ) Aged 1564(%) | 655% |65.2% |65.0% [64.7% |64.5% [64.2% |64.0% |63.8% |63.7% |63.5% |633% |63.1% |629% |62.7% |62.5% |62.3%
In the period from 2010-25, the ratio of aged

persons (over 65) to those of working age Aged 65+ (%) | 204% |20.7% |20.9% [21.2% |21.4% [21.7% |21.9% |22.1% |22.4% |226% |22.8% |23.1% |234% |236% |239% |24.2%
(15-64) will rise from 31.1 percent to 7
38.8 percent. 100% | 100% | 100% | 100% | 100% |100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% [NSSEHES
Fiscal policy and strategy RAWA (RHS) |31.1% |31.7% [32.2% [32.7% [333% (33.8% |342% |347% |35.1% |356% [36.0% [36.6% |37.1% |37.7% |38.3% |388% [NPLNEA
In the European Commission’s 2009 Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm

Ageing Report, Italy’s fiscal impact of

intergenerationa| aging on government Population and profile of aged-to-working age ratio, years 2010-25

expenditure was projected to be (net) Population (in millions) Ratio (%]
1.6 percent of GDP by 2060, comprising 07 [ %
pensions (-0.4 percent), health (1.1 percent), 60 i;‘g;
and long-term care (1.3 percent). Approaches 50 - L W:
for addressing this impact for all EU countries 4 L 259
“will require determined policy action along %0 - 20%
the three-pronged strategy decided by the 20 | - 15%
Stockholm European Council in 2001, i.e. 0 - 10%

(i) reducing debt at a fast pace; (ii) raising - 5%
employment rates and productivity; and ’ W0 w00 202 2013 2014 2015 2016 2077 2018 | 2019 200 2021 2022 2023 2024 2025

(iii) reforming pension, healthcare and

W . Population (in millions) (LHS) @» Ratio of aged-to-working age (%) (RHS)
Iong-term care systems”.

Age composition of population, years 2010-25
100
0-— — —~ — —— =
80
70
60
50
40
30
20
10
0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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§5] \Walking the fiscal tightrope

Country profile:

Introduction

apan is a constitutional monarchy with a parliamentary system of government. The Japanese constitution was promulgated in

1946 and the parliament is known as the Diet. It is bicameral in nature comprising both a House of Representatives

(480 members) and the House of Councillors (242 members). The members of the Diet are elected by the Japanese people.
The prime minister is elected by the Diet and heads the Cabinet. The prime minister also appoints ministers of state who are usually
members of the Diet. In Japan, the Ministry of Finance is responsible for the budget preparation and other fiscal responsibilities.

Budget cycle

Fiscal trends

The years 2000 through to the onset of

the GFC (2007) show a series of general
government deficits within a range of

-7.55 percent of GDP (2000) to -2.09 percent
of GDP (2007).The years 2008-15 show a
continuing deficit-driven response to the

GFC (and a sluggish economy) which peaked
at-10.39 percent of GDP in 2009. This deficit
peak is accompanied by a continuing and
significant deficit stream which is estimated to
remain as high as -7.58 percent of GDP in 2015.

Fiscal policy and strategy

Despite past efforts such as the Fiscal Structural
Reform Act of 1997 & 1998, which sought,
among other things, to maintain deficits

below 3 percent of GDP, Japan has continued

to introduce economic stimulus packages to
support the economy’s faltering growth while
continuing to support the increasing social
security and health payments of an aging
society.

Recent G20 fiscal policy commitments would

see the Japanese government target to halve

the 2010 primary deficit-to-GDP ratio of

-9.36 percent by no later than 2015. This would
effectively reduce the current estimated 2015

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Estimates
startafter

‘GLEISVE”“S 2924 | 3033 | 2892 | 2842 | 2791 | 29.30 | 3084 | 31.22 | 3162 | 2959 | 29564 | 3061 | 3114 | 3161 | 3184 [ 3195 | 2010
‘GLSSE’X‘E”SES 3679 | -36.37 |-36.62 | -36.21 |-33.85 |-32.73 |-34.49 | -3331 | -35.73 |-39.98 | -39.00 | -40.68 |-41.13 |-40.34 | 3870 | -3954 | 2010
NetGGR/E | -7.55 | -6.04 | -7.71 | -7.79 | 595 | -343 | -365 | -2.09 | -4.11 [-1039 | -9.36 |-1007 | 999 | -873 | -787 | -7.58
&ig}FL/B 755 | -604 | 771 | 779 | 595 | -343 | -365 | -2.09 | -411 [-1039 | -9.36 |-1007 | -999 | -873 | 787 | -7.58 | 2010
GG NFL/B
A RHS) -755 |-1359 [-21.30 | -29.09 |-35.03 |-38.47 |-42.12 | -44.20 | -4831 [-58.71 |-68.07 |-78.14 |-88.12 |-96.85 |-104.72 |-112.30
Source: International Monetary Fund, World Economic Outlook Database, April 2012
General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
% of GDP % of GDP
70 - 100

L 80
50 -

L 60
30 L 40

L 20
10 4

L0
10 + -20
-30 - L -40

—— L -60
50 Tteel L 80
70 4 N L -100
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GGrevenue(LHS) — GGnet fiscal lending/borrowing (RHS)

[ GGexpenses (LHS)

- - GGNFL/B (accumulated)(RHS)

deficit of -7.58 percent of GDP to approximately
-4.68 percent of GDP

GG = General government
LHS = Left-hand side of the chart
RHS = Right-hand side of the chart

Net GGR/E = Net general government revenue/expenses

NFL/B = Net fiscal lending/borrowing

NFL/B (A) = Net fiscal lending/borrowing (accumulated)
GDP = Gross domestic product

WA = Working age

IR = Inflation rate

RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Japan has (and
is estimated to continue to have) extreme levels
of gross debt and net debt throughout the
period from 2000-15. Gross debt will rise from
140.15 percent of GDP (2000) to an estimated
249.74 percent of GDP (2015) and net debt will
rise from 59.6 percent of GDP (2000) to an
estimated 155.0 percent of GDP (2015). These
levels of debt are unsustainable and only remain
affordable given the Japanese government's
unigue access to the low-cost private sector
savings of its people.

Fiscal policy and strategy

Japan’s general government ratio of gross
debt-to-GDP and net debt-to-GDP are the
highest of any country in the G20. Despite past
efforts to address fiscal sustainability, Japan has
continued to run sizeable deficits and further
increase the ratio of government debt-to-GDP.

Recent G20 fiscal policy commitments seek
to put in place a stable reduction in the ratio of
public debt-to-GDP as of 2021. From 2012-21,
the focus appears to be on reducing deficits
through social security and tax reforms (for
example, by increasing consumption taxes to
10 percent).

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 35.5 percent to
50.3 percent. This ratio is the highest of any
G20 country and is one of the key factors to
understanding the long declining state of
Japan's public finances.

Fiscal policy and strategy

The rate of population aging in Japan has further
compounded its fiscal sustainability problem.

For example, until the 1990s, the major
contributing factor to rising government
expenditure was public investment. However,
after 1990, there was a reversal in this trend,
with the share of social security transfers
increasing over time. This is evidenced by

the increase in payments for social security
transfers, which were 10 percent of GDP in
1993 and then jumped to nearly 20 percent of
GDP in 2009. With the ratio of aged persons
over the 2010-25 time frame rising to

50.3 percent, it will be difficult for the
Japanese government to bring about any
marked restoration in their public finances.

General government sector, debt shown alongside national economic indicators, years 2000-15

2000 2001 2002 2003 2006 2007 2009 200 2011 2012 2013 2014 Estimates

start after

GG grossdebt(LHS) [ 140.15 |153.64 |163.99 [169.57 |180.66 |186.44 |186.00 | 183.01 | 19181 |210.25 | 21530 (22977 | 23583 | 24115 |24561 |24974 | 2010
GG netdebt(LHS) | 5960 | 6551 | 7450 | 77.56 | 8241 | 8215 | 81.03 | 8049 | 9528 | 106.19 | 11279 | 126563 |135.19 | 14270 |149.07 |15500 | 2010

GDP growth
(% of GDP) (RHS) 2.26 0.36 0.29 1.69 2.36 1.30 1.69 219 | -1.04 | 553 444 | 075 2.04 171 1.53 1.30 2011
Unemployment

(% of WA) (RHS) 472 5.03 5.36 5.25 472 4.43 413 3.85 399 5.07 5.06 4.55 450 4.35 431 415 2010
IR (% increase)

(RHS) -065 | 080 | -09 [ 025 | -0.01 | -027 024 | 006 137 | -1.35 | 072 | -0.28 0.00 0.04 | 030 [ 053 20m

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above

2000 2001 2002
I GG gross debt (LHS)
B GG net debt (LHS)

2003 2004 2005 2006 2007
—— GDP growth (% of GDP) (RHS)

2008 2009 2010 2011 2012 2013

= = Inflation rate (% increase) (RHS)

2014 2015

Unemployment (% of working age) (RHS)

National population and working age profile

2010 2011 2012 2016 2017 2018 2019 2020 2021 2022
Populati
(L‘:fsu)a'on 12759 [127.50 |127.42 (127,33 |127.24 [127.15 |126.89 [ 12664 | 12639 |126.13 | 125.88 |125.47 |125.05 | 12464 |124.23 12382 |(miions
Aged0-14(%) | 13.4% |13.3% | 13.2% [13.2% |13.1% |13.0% [12.9% | 12.9% | 12.8% |12.8% |12.7% |12.7% |12.6% |126% |12.5% |12.5%
Aged1564(%) | 639% | 633% | 62.6% | 62.0% |613% |60.7% |60.3% | 60.0% |59.6% |59.3% | 58.9% |58.8% |58.6% |585% |58.3% |58.2%
Aged65+(%) | 227% | 234% | 241% | 249% | 25.6% | 26.3% |26.7% |27.1% | 27.6% | 28.0% | 28.4% |28.6% |28.8% |28.9% |29.1% |29.3%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% cn;/:.ge
RAWA 0/ 0/ 0/ o 0 0/ 0/ 0/ 0 0 0 0/ 0 0/ 0/ 0/ 10/
s 355% | 37.0% |38.5% |40.1% |41.7% |433% |44.3% |45.2% | 46.2% | 47.2% | 48.2% | 486% |49.1% |495% |49.9% |503% [iNEA
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
opulation and profile of aged-to-working age ratio, years -
Populati d profile of aged-t king age rat 2010-25
Population (in millions) Ratio (%)
140 ~ 60%
120 L 50%
100
- 40%
80 |
I 30%
60 |
20 - 20%
20 4 L 10%
0 - - 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) = Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
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W)} \\alking the fiscal tightrope

Country profile:

Introduction

orea is a republic with powers shared between the executive, the legislature, and the judiciary. The executive branch consists

of the president (chief of state), elected for a single 5-year term, and the prime minister, who is the head of government. The

legislature is unicameral, with the National Assembly elected every 4 years. The judicial branch consists of the Supreme Court
and the Constitutional Court, which is an appellate court. The Ministry of Finance and Strategy is responsible for the overall fiscal policy
functions, which include planning and management of policies for treasury, government accounting and national debt.

B U d g e.t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Estimates
Fiscal trends - startafter
Budget cycle data shows that South Korea ‘GLEI;?VE“UE 23 | 2178 | 2157 | 2193 | 2119 | 2179 | 2268 | 2421 | 2403 | 23.05 | 2265 | 2398 | 2398 | 2402 | 2404 | 2405 | 2010
has maintained net fiscal lending/borrowing GG expenses
at sustainable levels. The years 2000 through e 1795 | 1906 | -17.93 | -2022 | -21.10 | -2088 | 2154 | 21.89 |-22.39 | -23.03 | -21.00 | 2166 | 2160 |-21.19 | 2121 | 2125 | 2010
to the onset of the GFC (2007)5h0W35t””g NetGGR/E | 438 | 272| 364 | 171 | 010 | 091 | 114| 232 | 164| 002| 165| 232 | 238 | 283 | 283 | 280
of moderate surplus results ranging between
+4.38 percent of GDP (2000) and +0.10 percent gi;ﬂm 438 | 272| 364 | 171 010| 091 | 114 232| 164 | 002| 165| 232| 238| 283 | 283| 280 | 2010
of GDP (2004). The years 2008-15 show a GG NFU/B
continuing string of small surpluses ranging i 438 | 7.0 | 1074 | 1245 | 1255 | 13.46 | 1460 | 1692 | 1856 | 18.58 | 20.23 | 22555 | 2493 | 27.76 | 3059 | 33.39

between +2.83 percent of GDP (2014) and
+0.02 percent of GDP (2009) as the economy is
managed through the budget cycle.

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
South Korea is the only G19 country in this % of GDP % of GDP

study that has maintained (and is expected 20 100

to maintain) an unbroken stream of general %
government net fiscal lending (surplus) results 50 60
throughout the period from 2000-15. i
30 L 40
Fiscal policyandstrategy |0 P 0 e b P Lo b Bomnifeek e T L 20
1090 | | loce-mmd-mmcse=-E==-m "
Recent G20 fiscal policy commitments by the =— L0
South Korean government include the need -10 7 L 20
to both pursue fiscal consolidation as well as 304 L .40
expand the taxation base under the general L 80
direction of "broad base and low rates’ The -50 | 0
South Korean government has also flagged its 20 ] L 100
intention to move from GFS 1986 to GFS 2001 2000 2001 2002 2003 2004 2005 2006 2007 2008 2008 2010 2011 2012 2013 2014 2015
rt of th ntinuing journ f improvin ) )

aspa tQ the continuing jou eyo proving GGrevenue (LHS) ——~GGnet fiscal lending/borrowing (RHS)
the quality of government statistical and
financial reporting [ GGexpenses(LHS) - - = GG NFL/B (accumulated) (RHS)

GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)

LHS = Left-hand side of the chart GDP = Gross domestic product

RHS = Right-hand side of the chart WA = Working age

Net GGR/E = Net general government revenue/expenses IR = Inflation rate

NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that successive
South Korean governments have managed to
keep the levels of gross debt at less than 35
percent of GDP for the period from 2000-15.
The period from 2000-07 shows a rising gross
debt balance from 18.02 percent of GDP (2000)
to 30.66 percent of GDP (2007). Following

the onset of the GFC, the levels of gross debt
continued to increase, rising to an estimated
peak of 34.14 percent of GDP (2011). Both by
way of announced commitment and published
estimates, the South Korean government
estimates that general government gross debt
will reduce to 26.74 percent of GDP by 2015.
Net debt figures were not available.

Fiscal policy and strategy

South Korea's experience arising from the
Asian financial crisis of 1997 led to the
implementation of four major reforms to induce
fiscal disciplines, including the introduction of:

® a medium-term expenditure framework

e a top-down budgeting framework with
autonomy to line ministries

e a performance management system of
accountability

e an improved accounting system.

These reforms were implemented during
2000-06 and delivered successful results.
Current reforms and fiscal commitments
include the establishment of an early warning
system to detect and manage the fiscal
sustainability of local governments and the
intent to reduce gross debt to pre-GFC levels
by 2015, thereby placing it a little lower than
the latest estimates reported to the IMFE

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of aged
persons (over 65) to those of working age (15-64)
will rise from 15.3 percent to 29.7 percent. This
ratio increase, essentially a doubling in 15 years,
shows the intergenerational fiscal wave that
South Korea is facing over the intergenerational
cycle.

Fiscal policy and strategy

South Korea's spending on aged benefits is
expected to increase rapidly over the next few
decades, from 3.4 percent of GDP in 2007

to 14.7 percent of GDP by 2040. As part of

the planning for this rising fiscal challenge,

the South Korean government established a
Long-Term Fiscal Outlook Council in December
2011 and is committing to the preparation of a
Long-Term Fiscal Outlook report by 2013 which
will assess the intergenerational fiscal position
out to 2060.

General government sector, debt shown alongside national economic indicators, years 2000-15

002 2003 2012 2014 :ts;"“:f‘:
GG gross debt (LHS) | 18.02 | 1870 | 1856 | 2162 | 2463 | 2866 | 3112 | 3066 | 3011 | 3377 | 33.43 | 3414 | 3288 | 3083 | 2871 | 2674 | 2010
*GGnetdebt(LHS) | 000 | 000 | 000 | 000 | 000 | 000 | 000 | 000 | 000 | 000| 000| 000| 000| 000| 000| 000
&E’ngg’[,‘”r',‘]';m) 880 | 397 | 715| 280 | 462 | 39 | 518 | 511 | 230 | 032 | 632 | 363 | 355 | 395 | 400 | 402 | 2010
(Lf,/zzm‘i\v)m;) 443 | 402 | 328 | 357 | 368 | 373 | 347 | 325 | 318 | 365 | 373 | 341 | 330 | 330 | 330 | 330 | 200
m’é’]i"”ease' 226 | 407 | 276 | 352 | 359 | 275 | 224 | 254 | 467 | 276 | 294 | 403 | 339 | 316 | 300| 300 | 2om

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 10.00

2000 2001

2002

I GG gross debt (LHS)
I GG net debt (LHS)

2003

—— GDP growth (% of GDP) (RHS)

2004

2005

2006

2007

2008

2009

Unemployment (% of working age) (RHS)

2010

201

12012

2013

= = Inflation rate (% increase) (RHS)

*No GG net data available

2014

2015

National population and working age profile

2010 2011 2012
Population A—
(LHS) 4888 | 49.07 | 49.26 | 49.45 | 49.64 | 49.84 | 49.98 | 50.12 | 50.26 | 50.40 | 50.54 | 50.62 | 50.71 | 50.80 | 50.88 | 50.97 |(inmillions)
Aged0-14(%) |16.4% | 16.0% [15.7% |15.3% | 15.0% |14.6% |14.5% |14.5% |14.4% |14.4% [14.3% [14.3% |14.3% |14.3% |14.3% |14.3%
Aged 15-64(%) |72.5% | 72.4% |72.4% |72.3% |72.3% |72.2% |71.8% |71.3% |70.9% |70.4% |70.0% |69.2% |68.4% |67.7% |66.9% |66.1%
Aged65+(%) |11.1% | 11.5% [11.9% [12.4% [12.8% |13.2% [13.7% |14.2% |14.7% |15.2% [15.7% |[16.5% |[17.3% |18.0% |18.8% |19.6%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/‘r’lge
RAWA(RHS) [15.3% [ 15.9% |16.5% [17.1% [17.7% | 18.3% |19.1% |19.9% [20.7% |21.6% |22.4% |23.8% |252% [26.7% |28.1% |29.7% [ME:xNA/]
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
60 - - 35%
50 - 30%
40 - 25%
- 20%
30 o
- 15%
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- 10%
10 o - 5%
b = 0%
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. Population (in millions) (LHS)

= Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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¥ \\Nalking the fiscal tightrope

Country profile:

Introduction

exico is a federal republic that was established in 1824. Its current constitution came into effect in 1917. The federal

government has three branches: executive, legislative and judicial. The executive branch consists of the president (chief of

state and head of government) elected for a single 6-year term. The legislative branch is bicameral in nature, comprising both
a Senate (128 members) and a Chamber of Deputies (600 members). Senate elections are held every 6 years whereas the Chamber
of Deputies is elected every 3 years. The 31 states of Mexico are constitutionally sovereign and are required to have a republican form
of government with executive power exercised through a governor (elected for a single 6-year term) and legislative power exercised
through a unicameral Congress (elected every 3 years).

B U d g e.t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Estimates
Fiscal trends 2012 2015 p——
Budget cycle data shows that Mexico has ‘GLElS’VE””e 1855 | 1917 | 2036 | 21.18 | 2066 | 21.06 | 2182 | 21.97 | 2350 | 2364 | 2263 | 2279 | 2217 | 2220 | 2217 | 2175 | 2010
maintained net fiscal lending/borrowing at @
sustainable levels for a developing economy. ‘LHSE)XDS”SES 2161 | 2234 | 2391 | -23.43 | -22.00 | -2245 | 2282 | 23.15 | -2461 | 2831 | -2693 | 2621 | 24.54 | -24.35 | -24.29 | -2382 | 2010

The years 2000 through to the onset of the

- NetGGR/E | -3.06 | 317 | -355 | -225 | -134 | 138 | <100 | -1.18 | -1.11 | -467 | -430 | 342 | 238 | -215 | 212 | -2.06
GFC (2007) show moderate deficits of between

-3.65 percent of GDP (2002) and -1.00 percent fRigl)FL/B 306 | 317 | -355 | -225 | 134 | -138 | -1.00 | <118 | -1.11 | -467 | -430 | -342 | 238 | -215 | 211 | 206 | 2010
of GDP (2006). The years 2008-15 show a

continuing string of modest deficits between &?(gﬁf 306 | 623 | 977 | 1203 | 1337 | 1475 | 1574 | 1692 | -18.03 | 2271 | 27.01 | 3043 | -32.80 | 38.96 | 3707 | 3013

a peak of -4.67 percent of GDP (2009) and a
return to trend levels of -2.06 percent of GDP by
2015 as the economy is managed through the

Source: International Monetary Fund, World Economic Outlook Database, April 2012

budget cycle. General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
. . % of GDP % of GDP
Fiscal policy and strategy 10
. . N 70 _
Important fiscal policy related legislation was | 0
passed in the period 2006-08 and included: 50 | &
e the Federal Budget and Fiscal Responsibility 30 L 40
Law (2006), which, among other things, 20
created the balanced budget rule 0
e the Integral Fiscal Reform (2007), which -20
established a framework for performance 40
budgeting and the ISSSTE Law Reform L 60
(2007), which addressed the sustainability of 50 | 50
the ISSSTE pension fund (the fund's defined 20 J L 100
benefit arrangements were changed to 2000 2001 2002 2003 2004 2005 2006 2007 2008 2003 2010 2011 2012 2013 2014 2015
defined Contrllbutlon arramggments) GGrevenue (LHS) ——GG net fiscal lending/borrowing (RHS)
[ ]
the. Geqera/ F/sca/Accountmg Law (2008)’ I GGexpenses(LHS) = == GG NFL/B (accumulated)(RHS)
which aims to better harmonize accounting
and budgeting across all levels of government.
Mexico aims to achieve its fiscal deficit
target based on tax reforms which would
enhance its revenues. It also plans to reduce
its dependence on oil revenues which are
historically more volatile in nature.
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Mexico has
maintained the level of gross debt from

42.58 percent of GDP (2000) to an estimated
43.06 percent of GDP (2015). During this same
time frame, the level of net debt has gone from
36.49 percent of GDP (2000) to an estimated
39.87 percent of GDP (2015).

Fiscal policy and strategy

Article 73 VIl of the Mexican constitution
provides that the Congress has the power

“to fix the bases upon which the President

of the Republic may borrow on the credit

of the Nation; to approve such loans and to
acknowledge and order payment of the national
debt” And that further, “No loan may be
effected except for the construction of works
which directly produce an increase in the public
revenues unless for purposes of currency
regulation, conversion operations or loans
contracted during some emergency declared by
the President of the Republic ..

Further to these constitutional provisions,
Mexico's balanced budget rule also mandates
a stable public debt target as a percentage of
GDP Medium term fiscal policy focus is to build
sustainability around non-oil based revenue
arrangements, thereby better managing the
impacts of oil price fluctuations.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of aged
persons (over 65) to those of working age
(15-64) will rise from 9.8 percent to

14.7 percent. Mexico is in the lower aged
ratio cohort of the G20 group of countries,
with population aging being more of an
emerging issue in the 2025-50 time frame.

Fiscal policy and strategy

While the fiscal and budget framework
reforms of recent years are notable and
commendable (including the medium-term
fiscal framework of 3-5 years, the introduction
of program budgeting, tax and pension reform
and improvements to fiscal arrangements
with state governments), the OECD cites

the need for Mexico to pursue further
improvements to fiscal sustainability in the
area of measuring and responding to the
longer term intergenerational fiscal pressures
that accrue to an aging population (notably in
the area of rising health and aged-care costs).

General government sector, debt shown alongside national economic indicators, years 2000-15

2000 2002 2003 2008 012 2015 [
start after
GG grossdebt(LHS) | 4258 | 41.97 | 4569 | 4558 | 4142 | 39.84 | 3835 | 37.83 | 43.11 | 44.58 | 42.87 | 4381 | 42.85 | 42.95 | 42.95 | 43.06 2010
GG net debt (LHS) 3649 | 3649 | 40.07 | 4009 | 36.80 | 3520 | 3244 | 3113 | 3558 | 38.95 | 39.26 | 40.42 | 3974 | 3978 | 3978 | 39.87 2010
GDP growth
% of GOP) (RHS) 598 | -0.92 0.08 137 403 3.18 515 324 119 | -6.28 5.54 397 360 3.65 381 3.31 2010
Unemployment
% of WA) RHS) 220 | 276 | 298| 340 | 382 | 359 | 359 | 371 | 397 | 545 | 537 | 523 | 480 | 460 | 450 | 450 | 2010
IR (% increase) (RHS) | 9.49 6.37 504 | 455 4.69 399 363 397 513 5.30 4.16 3.40 3.90 3.05 299 3.02 2010
Source: International Monetary Fund, World Economic Outlook Database, April 2012
General government sector, debt shown alongside national economic indicators, years 2000-15
% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
75 15.00
50 < 10.00

-25

-50
2000 2001

2002

. GG gross debt (LHS)
[ GG net debt (LHS)

2003

2004

2005

2006

2007

—— GDP growth (% of GDP) (RHS)
Unemployment (% of working age) (RHS)

National population and working age profile

2008

2009

2010

2011

2012 20

13 2014

= = Inflation rate (% increase) (RHS)

2015

(in millions)

%
Change

51.1%

2010 2011 2012 2016 2017 2018 2020 2021 2022
Population
(LHS) 112.32 |113.60 |114.89 |116.20 |{117.53 |118.87 |120.01 [121.16 [122.32 |123.50 |124.68 |125.68 |126.69 |127.70 |128.72 {129.75
Aged0-14(%) |29.1% | 28.7% |28.3% |28.0% |27.6% |27.2% |26.8% |26.3% |25.9% |25.4% |25.0% |24.6% |24.2% [23.7% |23.3% |22.9%
Aged 15-64(%) | 64.6% | 64.8% |65.1% |65.3% |656% |658% |66.0% |66.2% |66.3% |66.5% |66.7% |66.8% |66.9% [67.0% |67.1% |67.2%
Aged 65+ (%) | 6.3% | 64% | 6.6% | 6.7% | 6.9% | 7.0% | 7.3% | 7.5% | 7.8% | 80% | 83% | 86% | 89% | 9.3% | 96% | 9.9%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100%
RAWA (RHS) 98% | 9.9% |10.1% [10.3% |105% |10.6% |11.0% |11.4% [11.7% [12.1% |12.4% |12.9% |13.4% [13.8% |[14.3% |14.7%
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
140 4 r 16%
120 - 14%
100 F 12%
L 109
80 - 0%
- 8%
60
- 6%
401 - a%
2 1 2%
- = 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS)

== Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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Country profile:

Russia

Introduction

he Russian government is comprised of executive, legislative and judicial branches. The executive branch consists of the

president and prime minister while the legislative branch consists of the Federal Assembly. The parliament is bicameral in nature,

consisting of two houses: the State Duma and the Council of Federation. The Duma has 450 members and is elected directly by
universal suffrage. The Council of Federation is elected by the 85 constituent regions of the Russian Federation. The judicial branch is
made up of the Constitutional Court, Supreme Court, Supreme Court of Arbitration and the Office of Procurator General.

B U d g e.t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
Estimates

Fiscal trends startafter
Budget cycle data shows that Russia has ﬁagve”“e 3617 | 36.92 | 36.99 | 3638 | 3665 | 40.96 | 3948 | 39.86 | 39.17 | 3504 | 3550 | 38.36 | 3872 | 3680 | 3601 | 3487 | 2011
maintained net fiscal lending/borrowing at 66 expenses

: -32.84 |-3371 |- -31.15 |-33.10 |- 4135 |- -36.80 |-38.14 |-37 - -36.4
sustainable levels. The years 2000 through s 3284 |-3371 [-36.27 | 3493 |-31.75 |-32.60 |-31.15 |-33.10 |-3430 |-41.35 |-39.00 |-36.80 |-38.14 |-37.14 | -36.55 | -36.45 | 2011
to the onset of the GFC (2007) show a series NetGGR/E | 333 | 321 | 072 | 145 | 490 | 816 | 833 | 675 | 487 | -631 | 351 | 156 | 058 | 034 | -053 | -158
of small to sizeable surplus results ranging
from between +8.33 percent of GDP (2006) to (GHGH'S\‘)FUB 333 | 321 | 072 | 145| 490 | 816 | 833 | 675 | 488 | -631 | -351 | 156 | 059 | 034 | 053 | -158| 2011
+0.72 percent of GDP (2002). While there was e
a continuing surplus in 2008, the years 2009 P 333 | 653 | 726 | 870 | 1360 | 21.76 | 30.09 | 36.84 | 4172 | 3541 | 31.90 | 33.46 | 3405 | 3371 | 3317 | 31.60

and 2010 saw a notable deficit response to the
GFC of -6.31 percent and -3.51 percent of GDP
respectively. The forward estimates period
(2012-15) shows a series of small deficits/

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

surpluses ranging between +0.59 percent of % of GDP % of GDP
GDP (2012) and -1.58 percent of GDP (2015) 70 1 - 100
as the economy is managed through L 80

the budget cycle. 50 7 | &0
40
20
0
20
-40
-60
L 80
. ; 70 - L -100
annual budget preparation and execution 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
time schedule GG revenue (LHS) —— GG net fiscal lending/borrowing (RHS)
* federal and regional government I GGexvenses(LHS) - - - GGNFL/B (accumulated) (RHS)
responsibilities, and regulates their financial
relations

Fiscal policy and strategy

Budgeting procedures in Russia have
undergone a transformation since the
introduction of the Budget Code in 1998.
Revisions to the Code were undertaken
between 2003 and 2007. The Code sets out:

e the annual budget laws and prescribes the

e asingleTreasury account and (in the 2007
revision) regulations relating to a deficit
target for the non-oil and gas revenue and
expenditure (at 4.7 percent of GDP)*

e amedium-term fiscal framework including
the requirement for 3-year budgets.

Itis important to note the Russian government’s

dependence on, and the part played by, oil and

gas revenue in terms of its overall revenue

base.The vu\nerability of this revenue to world *With the onset of the GFC, the deficit targets around the non-oil and gas funding were suspended.

oil price fluctuations is evident in the Russian

government's forward estimates and the GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
IMF has recently stressed the importance of LHS = Left-hand side of the chart GDP = Gross domestic product

strengthening the fiscal framework in Russia to RHS = Right-hand side of the chart WA =Working age

specifically focus on the non-oil fiscal balances Net GGR/E = Net general government revenue/expenses IR = Inflation rate

. . NFL/B = Net fiscal lending/borrowin RAWA = Ratio of aged-to-working age
and not just the overall fiscal balance. g e S e

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



Economic cycle

Fiscal trends

Economic cycle data shows that Russia

has significantly reduced the level of gross
debt from 59.86 percent of GDP (2000) to
11.69 percent of GDP (2010). This level of
gross debt is also anticipated to continue
through the economic cycle with an estimated
level of 9.74 percent of GDP for 2015. Net debt
figures were not available.

Fiscal policy and strategy

The fiscal frameworks and reforms that have
been put in place in recent years have not only
been focused around areas such as deficit
targets, they have also established rules for
public debt. One of the mechanisms that Russia
used to manage the surplus revenue from oil
(when prices are high) is to set funds aside into
either the Reserve Fund (RF) or the National
Wealth Fund (NWF). While the RF is used as a
general provisioning mechanism, the NWF is

a revenue-smoothing mechanism whereby oil
and gas revenue can be drawn upon over the
medium to long term.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 17.8 percent to
26.4 percent. Russia is in the medium
aged ratio cohort of the G20 group of
countries with population aging now
becoming an emerging issue.

Fiscal policy and strategy

Russia faces long-term fiscal risks from the
cost of both health and pensions, as healthcare
spending could increase by between

0.7 percent and 1.6 percent of GDP between
2010 and 2030, and various studies estimate
that pension spending will increase by

4 percent to 7 percent of GDP by 2030. On
average, revenues will have to increase by

1 percent of GDP every 5 years during

2010-50 to meet this budgetary demand.

General government sector, debt shown alongside national economic indicators, years 2000-15

2001 2002 2006 000 2010 201 2012

GG grossdebt(LHS) | 5986 | 4761 | 4031 | 3036 | 2232 | 1424 | 905 | 851 | 788 | 1096 | 1169 | 960 | 837 | 791 | 902 | 974
“GGnetdebt(LHS) | 000 | 000 | 000 | 000 | 000| 000 | 000 | 000 | 000| 000 | 000 | 000| 000| 000| 000 | 000
F%(?ZEE%WSTHHS) 1005 | 509 | 474 | 725| 715| 639 | 815 | 854 | 525| 780 | 430 | 430 | 401 | 393 | 393 | 39
(li/”‘zm%mg) 1059 | 894 | 800| 860| 820| 760 | 720 | 610 | 640 | 840 | 750 | 650 | 600 | 600 | 600| 600
IR (% increase] (RHS) | 2078 | 2146 | 1578 | 1367 | 1089 | 1268 | 968 | 901 | 1411 | 1165 | 685 | 844 | 478 | 636 | 650 | 650

Estimates
start after

2011

201

20m

201

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 T 2000
N
75 S~<C — 15.00
\~\__—'\\\ ’r’ S~
50 7 — ==—— < 10.00
~za= "o e

25 - =N\ — 5.00
25 V -5.00
- -10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

I GG gross debt (LHS)

— GDP growth (% of GDP) (RHS)

- = Inflation rate (% increase) (RHS)

*No GG net data available

I GG net debt (LHS) Unemployment (% of working age) (RHS)

National population and working age profile

2010 2011 2012 2016 2017 2021 2022

Population A

(LHS) 142.90 |142.76 |142.61 [142.47 |142.33 |142.19 |141.95 |141.70 [141.46 [141.22 |140.98 |140.59 |140.19 |139.80 [139.41 [139.02 |(inmillions)

Aged0-14(%) | 15.1% [15.4% [15.7% | 15.9% | 16.2% | 16.5% [16.7% [16.8% |17.0% |17.1% |17.3% [17.2% [17.1% [17.0% | 16.9% | 16.8%

Aged 15-64(%) | 72.1% [71.7% |[71.3% |70.9% |70.5% |70.1% |69.6% |69.1% |68.5% |68.0% |67.5% |67.2% |66.8% |66.5% |66.1% |65.8%

Aged 65+ (%) | 12.8% |12.9% |13.0% [13.2% |[13.3% |13.4% |13.8% |14.1% [145% [14.8% |15.2% |15.6% |16.1% [16.5% [17.0% |17.4%

100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/;ge

RAWA (RHS) | 17.8% [18.0% |[18.3% |18.6% |18.8% [19.1% [19.8% [20.4% |21.1% |21.8% |22.5% [23.3% |24.1% |24.8% |25.6% |26.4% [SCEK/S
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
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Country profile:

SaudiArabia

Introduction

audi Arabia functions as a monarchy supported by a Council of Ministers and a Consultative Council (Shura). The executive

branch consists of the king who is both sovereign and head of government. The legislative branch consists of the Consultative

Council (formed in 1993) which has advisory powers. The judicial branch consists of the Supreme Court, Supreme Judicial
Council and Islamic Courts of First Instance and Appeals.

Budget cycle

Fiscal trends

Budget cycle data shows that Saudi Arabia
has maintained net fiscal lending/borrowing at
sustainable levels. The years 2000 through to
the onset of the GFC (2007) show a series of
moderate to large surplus results ranging from
between +24.62 percent of GDP (2006) to
-3.31 percent of GDP (2002).

While there was a continuing large surplus in
2008 (34.44 percent of GDP), the following

year saw a deficit response of -4.64 percent of
GDR primarily as a result of a drop in oil prices
following on the back of the GFC. From 2010,
and through to the forward estimates period
(2011-2015), a series of continuing surpluses are
estimated, ranging from between +16.58 percent
of GDP (2012) to +3.17 percent of GDP (2015)
as the economy is managed through the budget
cycle.

Fiscal policy and strategy

Saudi Arabia, like other oil producing countries,
receives the majority (approximately

80-90 percent) of government revenue from
oil. Consequently, the extent of any surplus/
deficit in any one year is normally more readily
explained by reference to world oil prices than
any actual attributes of government fiscal
policy. Since the stream of oil revenues is
expected to continue for many years, the Saudi
Arabian government has no immediate need
to establish non-oil based sources of revenue.
Despite this lack of an immediate fiscal
imperative, the Saudi Arabian government'’s
G20 fiscal policy commitments target
investment in areas to support education,
health, infrastructure and housing, with a focus
on strengthening the social safety net and
addressing youth unemployment.

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

2000 2001 2002 2003 2008 2009 2010 2011 2012 2013 2014 Estimates
startafter
GG revenue
i 4178 | 4282 | 35.50 | 41.39 | 4855 | 53.94 | 5658 | 50.36 | 66.04 | 40.96 | 4859 | 5513 | 5169 | 4866 | 4631 | 4409 | 2010
ﬁg;rpe”ses 43561 | -39.59 | -38.85 | -35.89 | -36.10 | -32.07 |-31.96 |-34.60 | -31.61 | 45,60 | -42.04 | -39.90 | -35.10 | -3857 | -39.67 | -40.92 | 2010
NetGGR/E | 617 | 323 | -331 | 550 | 1244 | 2187 | 2462 | 1576 | 34.44 | -464 | 655 | 1523 | 1658 | 1009 | 665 | 3.7
GGNFL/B
) 617 | 323 | 331 | 550 | 1244 | 2187 | 2462 | 1576 | 3444 | -464 | 655 | 1523 | 1658 | 1009 | 665 | 317 | 2010
GGNFL/B
NG 617 | 940 | 608 | 1159 | 2403 | 4590 | 7052 | 86.28 | 120.72 | 116.08 | 12263 | 137.86 | 154.44 | 16453 |171.18 | 174.35
Source: International Monetary Fund, World Economic Outlook Database, April 2012
General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
% of GDP % of GDP
70 7 i ~ 100
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2000 2001
GGrevenue (LHS)
I GGexpenses(LHS)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
— GG net fiscal lending/borrowing (RHS)

= = = GG NFL/B (accumulated)(RHS)

GG = General government

LHS = Left-hand side of the chart GDP = Gross domestic product

NFL/B (A) = Net fiscal lending/borrowing (accumulated)

RHS = Right-hand side of the chart
Net GGR/E = Net general government revenue/expenses
NFL/B = Net fiscal lending/borrowing

WA =Working age
IR = Inflation rate
RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Saudi Arabia
has significantly reduced both the level of
gross debt from a high of 96.89 percent of GDP
(2002) to an estimated 3.93 percent of GDP
(2015), and the level of net debt from a high of
89.01 percent of GDP (2002) to an estimated
-73.99 percent of GDP (2015). This reduction

in government debt reflects the capacity of
the Saudi Arabian government to set aside
government oil revenues in order to provision
against future shocks, economic or otherwise.

Fiscal policy and strategy

Saudi Arabia has focused on reducing public
sector debt and is now in a strong position with
accumulated savings that represent a sound
‘coverage multiplier’ for annual oil revenues.
Consequently, fiscal capacity has turned the
government'’s attention to nation-building
investment and social safety netting in order

to reduce youth unemployment in particular.
With these investments comes the broadening
of the economic base, and the possibility of
broadening the tax base.

Saudi Arabia, along with other Gulf Cooperation
Council (GCC) countries, has also been in
discussions regarding a GCC-wide value added
tax (VAT). This initiative would be an important
step towards the broadening of the tax base
away from oil revenues.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of aged
persons (over 65) to those of working age
(15-64) will rise from 4.5 percent to

8.1 percent. This is one of the lower aged
ratios of any G20 country.

Fiscal policy and strategy

Saudi Arabia’s entitlement spending increase
on health and pensions is expected to be

2.5 percent and 9 percent of GDP respectively
over the period from 2010-50.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2002 2003 2008 2011 2012

GG gross debt (LHS) 87.18 [ 9370 | 96.89 | 8203 | 6504 | 3887 | 27.30 | 1850 | 1316 | 15.94 | 988 [ 752 594 | 521 456 | 393 2010

GG net debt (LHS) 7964 | 8620 | 89.01 | 7484 | 5398 | 18.20 168 | -17.15 | -4576 | -50.18 | -49.76 | -48.11 | -59.23 | -67.93 | -72.93 | -73.99 2010
GDP growth

(% of GOP)(RHS) 487 | 055 | 013 | 766 | 527 | 555 | 316 | 202 | 423 | 010 | 464 | 678 | 602 | 415 | 438 | 428 2011
Unemployment

(% of WA) (RHS) 8.15 834 | 966 | 1035 | 11.00 | 1152 | 1200 | 11.00 9.80 | 1046 | 10.00 n/a n/a n/a n/a n/a 2010

IR(% increase) (RHS) | -1.13 | -1.12 | 025 | 060 036 | 063 | 229 | 412 9.87 506 | 535 | 498 | 477 | 441 an 4.02 20m

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 30.00
125 25.00
100 20.00
757 15.00
50 1 10.00

257 5.00
01 r0.00

-25 r-5.00

-50 ~-10.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS)
I GG net debt (LHS)

= = Inflation rate (% increase) (RHS)

Unemployment (% of working age) (RHS)

National population and working age profile

Population
(LHS)
Aged

0-14 (%)
Aged
15-64(%)
Aged

65+ (%)

2756 | 2815 | 2875 | 29.36 | 29.99 | 30.63 | 31.20 | 31.78 | 32.38 | 32.98 | 33.60 | 34.12 | 3464 | 35.18 | 3572 | 36.27 ((inmillions)

30.4% |30.1% [29.8% |29.5% |29.2% |28.9% |[28.6% |[28.3% |28.0% |27.7% |27.4% |26.9% |26.5% |26.0% |25.6% |25.1%

66.6% |66.8% |67.0% |67.3% |67.5% |67.7% |67.8% |67.9% |67.9% |68.0% |68.1% [68.3% |68.6% [68.8% [69.1% |69.3%

30% | 31% | 32% | 32% | 33% | 34% | 36% | 38% | 41% | 43% | 45% | 47% | 49% | 52% | 54% | 56%

%

100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Change

RAWA

RHS) 45% | 46% | 47% | 48% | 49% | 50% | 53% | 57% | 6.0% | 63% | 6.6% | 6.9% | 7.2% | 7.5% | 7.8% | 8.1%

79.4%

Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm

Population and profile of aged-to-working age ratio, years 2010-25

Population (in millions) Ratio (%)
40 - - 9%
35 | - 8%
30 - 7%
% 6%
- 5%
- 4%
- 3%
- 2%
54 1%

0 - = 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

20 H
15 +
10

. Population (in millions) (LHS) = Ratio of aged-to-working age (%) (RHS)
Age composition of population, years 2010-25
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2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Country profile:

South Africa

Introduction

outh Africa functions as a constitutional parliamentary democracy but with elements of the presidential system. There are three

branches of the government. The executive consists of the president who is both head of state and head of government.

The legislative branch is a bicameral parliament consisting of a 400-member lower house in the form of the National Assembly
of South Africa, and a 90-member upper house in the form of the National Council of Provinces (10 representatives from each of
South Africa’s nine provinces). The judiciary consists of the Constitutional Court, which interprets and decides constitutional issues and
the Supreme Court of Appeal, which is the highest court for interpreting and deciding non-constitutional matters. Different mandates
for service delivery and monitoring are assigned to the three different spheres of government, on a local, provincial and national level.

The system of budget preparation is the responsibility of the National Treasury. The Ministry of Finance, the Presidency and the
Department of Economic Development have the joint overall responsibility of economic and fiscal policy development. The Presidency
has also appointed an independent National Planning Commission, which has been assigned the responsibility to develop a National
Development Plan.

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Budget cycle

2012 Estimates

Fiscal trends startafter
Budget cycle data shows that South Africa ‘GLEISVE”UE 2428 | 2470 | 2470 | 2463 | 2529 | 2684 | 27.73 | 2960 | 2979 | 27.80 | 27.46 | 27.45 | 2745 | 2773 | 27.96 | 2818 | 2010
has maintained net fiscal lending/borrowing at GG expenses

. 2586 | -25.86 | -2581 | -26.49 |-2651 | -26.84 | -26.93 | -2809 | -30.25 |-33.10 | -3231 | -32.02 |-3172 | -31.43 | -31.07 | -3060 | 2010
sustainable levels. The years 2000 through to (LHS)
the onset of the GFC (2007) show a series of NetGGR/E | -1.58 | -1.16 | -1.11 | -1.86 | -122 | 000 | 080 | 151 | -046 | 530 | -485 | -458 | -427 | 370 | -3.11 | 242
small deficit and surplus results ranging from
between -1.86 percent of GDP (2003) to gig')H/B 458 | 146 | <111 | 186 | 122 | 000 | 080 | 151 | -046 | 530 | -485 | -458 | -427 | -370 | 311 | -242| 2010
+1.67 percent of GDP (2007). The period from GG NFL/B
2008 through to the forward estimates period (EHG | 68| 274| 38 | 671 | 693 | 693 | 613 | 462 | 508 |-1037 |-15.22 | 1980 | -24.07 | 2776 | -3088 | 3329

(2011-15) shows a series of deficits ranging from
a high of -5.30 percent of GDP (2009) through

an estimated -2.42 percent of GDP (2015) as the
economy is managed through the budget cycle.

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

% of GDP % of GDP
Fiscal policy and strategy 707 r 100
. -, . . L 80
While South Africa’s recent G20 fiscal policy 50 -| 6
commitments differ slightly from those [
appearing in the following tables, the overall 307 40
20

trend of fiscal plans are on track, with the

2015 deficit still expected to be in the order 0

of 3 percent of GDP. -20
-40
L -60
-50 1 L 80
70 - L -100
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GGrevenue (LHS) —— GG net fiscal lending/borrowing (RHS)
[ GGexpenses(LHS) - = = GG NFL/B (accumulated)(RHS)
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that South Africa
has maintained both the level of gross debt
from a base of 43.32 percent of GDP (2000)
to an estimated 40.66 percent of GDP (2015),
and the level of net debt from a base of
42.59 percent of GDP (2000) to an estimated
38.25 percent of GDP (2015).

This maintenance of government debt levels
reflects the capacity of the South African
government to have set a sustainable medium-
term fiscal policy during the economic cycle.
However, one of the key challenges of the South
African economy remains the stubbornly high
level of unemployment, which continues to play
its part in social unrest and economic dislocation.

Fiscal policy and strategy

A key reform that guides fiscal management in
South Africa is the Public Finance Management
Act that was enacted in 1999. The act applies

to both national and provincial government
institutions. Its key objectives are:

e modernization of financial management
in the public sector
e making public sector authorities more
accountable
e ensuring the timely provision of quality
information
e eliminating waste and corruption in the
use of public assets.
The other provisions seek to implement uniform
standards of accounting across departments
and provide more autonomy to major public
entities. The overall enforcement of these
norms rests with the National Treasury.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 7.1 percent to
10.8 percent. This is one of the lower aged
ratios of any G20 country.

Fiscal policy and strategy

Recent G20 fiscal commitments by the South
African government include the preparation
of a long-term fiscal report due for publishing
at the end of 2012. This report will coincide
with the development of fiscal guidelines for
long-term debt management and the broader
assessment of intergenerational equity
issues.

General government sector, debt shown alongside national economic indicators, years 2000-15

Estimates
start after

2002 2003 2006 2008 2009 2011 2012 2014

GG grossdebt(LHS) | 4332 | 4349 | 36.95 | 36.91 | 3588 | 34.62 | 3261 | 2829 | 27.36 | 3153 | 3526 | 3877 | 39.98 | 40.80 | 4150 | 40.66 2010

GG net debt (LHS) 4259 | 4310 | 3648 | 36.21 | 3505 | 3297 | 2973 | 24.80 | 2342 | 27.35 | 3132 | 3505 | 36.16 | 37.60 | 3882 | 38.25 2010

GDP growth
(% of GOP) (RHS) 4.16 274 367 295 4.56 5.28 5.60 5.55 362 | -1.54 2.89 3.15 265 345 397 393 2010
Unemployment

(% of WA) (RHS) 2561 | 2940 | 3041 | 2786 | 2621 | 2673 | 2554 | 2223 | 2291 | 2394 | 2491 | 2451 | 2381 | 2361 | 2331 | 2281 2010

IR (% increase) (RHS) | 5.37 570 [ 918 5.81 139 | 339 | 469 | 709 | 1154 | 713 | 427 5.00 575 | 533 | 497 | 483 2009

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 — 30.00
125 25.00
100 20.00

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) —— GDP growth (% of GDP) (RHS)
I GG net debt (LHS)

= = Inflation rate (% increase) (RHS)

Unemployment (% of working age) (RHS)

National population and working age profile

Population

(LHS) 4999 | 50.25 | 50.50 | 50.76 | 51.02 | 51.28 | 51.50 | 51.73 | 51.96 | 52.19 | 52.42 | 52.65 | 52.88 | 53.11 | 53.35 | 53.58 |(inmillions)

Aged 0-14(%) | 30.2% | 30.0% [29.7% |29.5% |29.2% [29.0% |28.7% |28.5% |28.2% |28.0% |27.7% |27.4% |27.2% |26.9% |26.7% |26.4%

Aged 15-64(%) | 65.2% | 65.3% |65.4% |65.5% |65.6% |65.7% |65.8% |65.9% |659% |66.0% |66.1% |66.2% |66.2% |66.3% |66.3% |66.4%

Aged 65+ (%) | 46% | 47% | 49% | 50% | 52% | 53% | 55% | 5.7% | 58% | 6.0% | 6.2% | 6.4% | 6.6% | 6.8% | 7.0% | 7.2%

o
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% &

Change
RAWA (RHS) 71% | 73% | 75% | 7.7% | 7.9% | 8.1% | 83% | 86% | 89% | 91% | 94% | 9.7% [10.0% |10.3% | 10.6% | 10.8% [W&:NA%
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
60 - - 12%
50 - 10%
40 - 8%
30 - 6%
20 A 4%
10 A 2%
0 4 = 0%

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

. Population (in millions) (LHS) «= Ratio of aged-to-working age (%) (RHS)

Age composition of population, years 2010-25
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. Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.



)] \Walking the fiscal tightrope

Country profile:

Introduction

urkey is a democratic republic that achieved independence in 1923.The country’s current constitution was formulated in 1982

and has been amended on a number of occasions (1987 1995, 2001, 2007 and 2010). The government has three branches and

exhibits typical ‘separation of powers’ responsibilities. The executive branch consists of the president as head of state (which,
while a largely ceremonial role, has significant reserve powers) and the Council of Ministers headed by a prime minister who is head
of government. Cabinet appointment is made by the president on the nomination of the prime minister. The legislative branch is
unicameral and consists of the Grand National Assembly (550 members) chosen by national elections at least every 4 years.

B U d g e‘t CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
Fiscal trends 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 zf:r:":;f
lBuccjjget/(t:)ycle dgta shhows Fh(ajt;urkeyhs ni:soal ‘GLEI;?VE“”E wa | n/a| 2875 | 31.00 | 3120 | 3237 | 3280 | 3168 | 3144 | 3211 | 3271 | 33.91 | 3247 | 3187 | 3164 | 3164 | 2010
ending/borrowing has varied throughout the
2000-15 review period. The years 2002 and 2003 ﬁﬁ;”pe”ses nfa| nfa|-4266 | 4103 |-35.13 | 3262 | -32.79 | 3333 | -33.84 | -37.72 | -35.44 | -34.19 | -34.21 | -33.85 | -33.49 | -33.27 | 2010
saw deficits in the order of -13.91 percent and
-10.03 percent of GDP respectively as Turkey NetGGR/E | 000 | 000 [-1391 |-1003 | -393 | -026 | 000 | -1.65 | 240 | -561 | -273 | 027 | 174 | -1.98 | -1.85 | -163
came out of a period of hyperinflation and low GGNFL/B
economic growth. Since that period, and up ) wa | n/a|-1391|-1003 | -393 | 026 | 000 | -165| -240 | -561 | 273 | 027 | <174 | 198 | -185 | -163 | 2010
until the GFCi the levels of.deﬁcit were more &?(%LS/F a | n/a|-1391 | -2394 | 2788 | 2813 |-28.13 | -29.78 | -32.18 | -37.79 | -4052 | -40.79 | -42.53 | -4451 | -4636 | -47.99
modest and, in 2006, net fiscal lending/borrowing
was zero. The period from 2008 thl’OUgh to Source: International Monetary Fund, World Economic Outlook Database, April 2012
the forward estimates period (2011-15) shows
a series of deficits ranging from a high of General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
—5.61 percent of GDP (2009) through an % of GDP % of GDP
estimated -1.63 percent of GDP (2015) as the 00
economy is managed through the budget cycle. 707 [

~ 80
Fiscal policy and strategy 507 L 60

Turkey initiated the process of budget reform
after the economic crisis of 2001 with a
particular focus on the following objectives:

e widening the coverage of the budget
preparation and execution process, and
increasing its capacity to assess performance

e enhancing accounting standards,

procurement procedures and audit functions 70 - - 100
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

GGrevenue (LHS) —— GG net fiscal lending/borrowing (RHS)
[ GGexpenses (LHS) - = = GG NFL/B (accumulated)(RHS)

e introducing modern and transparent public
liabilities management practices.

Turkey also made changes to its budget and
public financial management systems after
the findings and recommendations of OECD
economic surveys of 2002, 2004 and 2006
and various IMF reports.

One of the key laws that reformed the budget

process in Turkey was the Public Financial

Management and Control Law (PFMC)

introduced in 2003. The purpose of the law was

to ensure accountability, transparency and the

effective utilization of public resources. Turkey

also has inherent institutional mechanisms in

place to ensure effective budget preparation

and adherence fo p,OhCy requwememls to GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
ensure accountability. The General Directorate LHS = Left-hand side of the chart GDP = Gross domestic product
of Budget and Fiscal Control of the Ministry of RHS = Right-hand side of the chart WA =Working age

Finance has the overall responsibility for the Net GGR/E = Net general government revenue/expenses IR = Inflation rate
preparation and review of the budgetA NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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Economic cycle

Fiscal trends

Economic cycle data shows that Turkey has
reduced both the level of gross debt from

a base of 74 percent of GDP (2002) to an
estimated 32.81 percent of GDP (2015), and the
level of net debt from a base of 70.58 percent
of GDP (2002) to an estimated 26.37 percent
of GDP (2015).This reduction of government
debt levels reflects the capacity of the Turkish
government to have sustainable medium
term fiscal policy settings in place, particularly
over the latter period of the economic cycle.
However, one of the key challenges of the
Turkish economy remains the levels of
sustained high unemployment (approximately
10 percent).

Fiscal policy and strategy

The fiscal policy stance taken by Turkey over
the past decade has included a focus on
reducing government debt and primary deficits
to sustainable levels. According to recent

G20 fiscal policy commitments, this focus is
expected to continue through to the end of

the economic cycle.

Intergenerational cycle

Fiscal trends

In the period from 2010-25, the ratio of
aged persons (over 65) to those of working
age (15-64) will rise from 8.9 percent to
13.7 percent. This is in the lower aged ratio
cohort group of G20 countries.

Fiscal policy and strategy

Turkey's entitlement spending increase
on health and pensions is projected to
increase by 4 percent and 14 percent of
GDP respectively over the period from
2010-50. The increase in pension spending
is the highest in a set of 22 emerging
countries and also exceeds the median
spending increase of 4 percent.

General government sector, debt shown alongside national economic indicators, years 2000-15

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Estimates
start after

GG gross debt (LHS) | 51.56 | 77.94 | 74.00 | 67.70 | 5961 | 5271 | 4652 | 39.92 | 40.02 | 46.12 | 4221 | 39.44 | 36.04 | 3455 | 3352 | 3281 2010
GG net debt (LHS) 5754 | 7598 | 7058 | 6397 | 5502 | 4597 | 3898 | 3272 | 3336 | 3852 | 36.06 | 33.19 | 2971 | 2825 | 27.25 | 26.37 2010
] 677 | 570 | 616 | 527 | 936 | 840 | 689 | 467 | 066 | -483 | 901 | 846 | 229 | 317 | 402 | 434 2010
(% of GDP) (RHS) ) . - . . . h .
Unemployment
(% of WA) (RHS) 6.50 834 | 1033 | 1050 | 1025 | 1059 | 10.21 | 10.24 | 10.95 | 1403 | 11.89 989 [ 1033 | 1051 | 1051 | 1051 2010
IR(% increase) (RHS) | 55.04 | 5425 | 45.13 | 2534 [ 860 | 818 | 960 | 876 | 1044 | 625 | 857 | 647 | 1061 | 706 | 575 | 550 2011

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15

% of GDP Refer to table above
150 v 30.00
125 — 25,00
\
100 “ 20.00
\
75 15.00
50 10.00
25 1 r5.00
0 - 0.00
-25 A4 -5.00
- 10.00
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. GG gross debt (LHS) — GDP growth (% of GDP) (RHS) - = Inflation rate (% increase) (RHS)
. GG net debt (LHS) Unemployment (% of working age) (RHS)
National population and working age profile
2012
Population —
(LHS) 73.00 | 73.84 | 7468 | 75.53 | 76.39 | 77.26 | 77.99 | 78.74 | 79.48 | 80.24 | 81.00 | 81.64 | 82.29 | 82.94 | 83.59 | 84.25 |(inmillions)
Aged 0-14(%) |26.4% |26.0% |25.6% |[25.3% (24.9% |24.5% |24.2% |23.9% |23.6% |23.3% [23.0% |22.6% |22.2% |21.9% |21.5% |21.1%
Aged 15-64(%) | 67.6% |67.8% |68.0% |68.3% [68.5% |68.7% |68.8% |68.8% |68.9% |68.9% [69.0% [69.1% |69.2% |69.2% |69.3% |69.4%
Aged 65+ (%) 6.0% | 6.2% | 63% | 65% [ 6.6% | 6.8% | 7.0% | 7.3% | 7.5% | 7.8% | 8.0% | 8.3% | 8.6% | 89% | 9.2% | 9.5%
100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% Ch;/;ge
RAWA (RHS) 89% | 9.1% | 93% | 95% [ 9.7% | 9.9% |10.2% |10.6% |10.9% | 11.3% |11.6% [12.0% [12.4% [12.9% |13.3% |13.7% [EL¥3/}
Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Population and profile of aged-to-working age ratio, years 2010-25
Population (in millions) Ratio (%)
90 ~ 16%
80 + - 14%
70 o - 12%
60 + - 10%
07 8%
20 8
30 6%
20 4 - 4%
10 4 - 2%
0 4 = 0%
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Age composition of population, years 2010-25
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Country profile:

United Kingdom

Introduction

he United Kingdom (UK) operates as a parliamentary democracy headed by a prime minister and a constitutional monarch as

head of state. While it has traditionally operated as a single central government covering England, Scotland, Wales and Northern

Ireland, referendums in the late 1990s saw the introduction of a devolved form of government whereby a range of government
functions were devolved to Scotland, Wales and Northern Ireland. Routinely referred to as a unitary system of government, key
government functions such as foreign affairs, defense, social security and macroeconomic settings are maintained centrally.

The UK is a member of the European Union (EU) but it is not a member of the eurozone and therefore maintains its own currency.

B U d g et CyC | e General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
. 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2001 2012 2013 2014 2015 ek
Fiscal trends start after
Budget cycle data shows that the UK is firmly ‘GLE‘;VE"”E 37.95 | 37.81 | 36.22 | 35.89 | 36.40 | 37.26 | 37.97 | 37.63 | 3814 | 36.89 | 36.47 | 37.06 | 37.30 | 37.20 | 37.36 | 37.22 | 2010
focused on reducing net fiscal borrowing over 66 xoenses
the forward estimates period. The years 2000 ‘LHS)D 3661 | -37.23 | 3821 | -39.20 | -39.78 | -4059 | -40.61 | -40.33 | -43.07 | -47.27 | 4633 | 4573 | -45.25 | -4377 | -42.40 | -40.87 | 2010
through to the onset of the G,FC (2007) ;hovv Net GGR/E 135 | 059 | -1.98 | -331 | -338 | -334 | -265 | 269 | -493 [-10.38 | -9.85 | -866 | -7.95 | -657 | -5.04 | -365
early surpluses followed by six successive
years of deficits ranging from between (GRGHQ')FUB 135 | 059 | 198 | 331 | 338 | 334 | 265 | -269 | -4.93 |-10.38 | -985 | -866 | 795 | 657 | 5.04 | 365 | 2010
-1.98 percent of GDP (2002) to -3.38 percent
of GDP (2004). The years 2008-15 show f;?.,g‘)FL/B‘A’ 135 | 193 | -005 | -336 | -674 |-1007 | 1272 | -1541 | -20.34 | 3072 | 4057 | -49.24 | -57.19 | 63.76 | 68.80 | -72.44
the marked deficit-driven response to the
GFC as the economy was managed through Source: International Monetary Fund, World Economic Outlook Database, April 2012
the 2008-10 budget cycles, with deficits
estimated to reduce through to 2015. General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
i i % of GDP % of GDP
Fiscal policy and strategy ©
o : - ) 70 rl
In addition to its well-publicized austerity | 50
measures, the UK government has also 50 - 60
instituted a number of new mechanisms 20 20
to address budget responsibility and fiscal [
sustainability. Perhaps the most notable 2
of these arrangements centers on the 0
introduction of the Budget Responsibility -20
and National Audit Act 2011 which sets -40
the requirements for a Charter of Budget -60
Responsibility as well as establishing an -80
Office of Budget Responsibility (OBR). The 70 4 L -100
Charter sets out both the government’s fiscal 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
policy framework and the role of the OBR. GG revenue(LHS) —— GG net fiscal lending/borrowing (RHS)
The government's fiscal policy framework B GGexpenses(LHS) - - - GG NFL/B (accumulated) RHS)
includes the Operation of fiscal policy
(requiring the treasury to prepare an annual
budget report in a prescribed manner), the
Objective for debt management, and the
Operation of debt management.
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age
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h General government sector, debt shown alongside national economic indicators, years 2000-15
Economic cycle

Estimates
start after

2001 2002 2012 2014

Fiscal trends

Economic Cycle data shows that successive GG gross debt (LHS) 4088 | 37.71 | 37.24 | 3856 | 4025 | 4207 | 4312 | 4391 | 5247 | 6837 | 75.12 | 8250 | 88.37 | 9137 | 9279 | 9224 2010

UK governments have maintained the level of

GG net debt (LHS) 3361 | 3219 | 31.96 | 33.70 | 3551 | 37.33 | 37.96 | 38.13 | 4599 | 60.94 | 71.10 | 78.25 | 84.23 | 87.18 | 88.62 | 88.07 2010
gross debt between 37 percent and 44 percent
of GDP in the period from 2000-07, while the ﬁzz%‘g‘g';ﬂm) ag6 | 315 | 266 | 353 | 296 | 209 | 261 | 347 | 110 | 437 | 200 | ose | 0s2| 203 | 255 | 261| 2011
level of net debt was between 32 percent and
38 percent of GDP for the same period. Following :ﬂ;zmm;g; 553 | 511 | 520 | 505 | 479 | 480 | 541 | 540 | 556 | 746 | 786 | 801 | 826 | 818 | 783 | 736 | 2000
the GFC, the levels of gross debt and net debt are
estimated t0 peak in 2014 toan estimated IR (% increase) (RHS) 0.87 118 127 1.36 1.34 2.04 230 235 363 212 334 4.45 243 2.00 2.00 2.00 201
93 percent and 89 percent of GDP respectively, Source: International Monetary Fund, World Economic Outlook Database, April 2012
well in excess of previous trends.
Fiscal policy and strategy General government sector, debt shown alongside national economic indicators, years 2000-15
The Charter’s stated Objective for debt % of GDP Refer to table above
management policy is “to minimize, over 150 30.00
the long term, the costs of meeting the 125 2500
government’s financing needs, taking into

100

account risk, while ensuring that debt
management policy is consistent with the 75
aims of monetary policy" Additionally, the
OBR's first annual Fiscal Sustainability

Report (July 2011) provides an analysis of the 257
sustainability of the public finances based on 0
a stock and flow assessment of both past and
future government activity. The stock (balance

sheet) perspectives are primarily used for past -50 -10.00
assessments and flows {revenue and expenses) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

are primarily used for future assessments. . GG gross debt (LHS) —— GDP growth (% of GDP) (RHS) ~ = Inflation rate (% increase) (RHS)
I GG net debt (LHS) Unemployment (% of working age) (RHS)

50

| n .te rg e n e ra -t | O n a | CyC | e National population and working age profile

Fiscal trends Population

In the period from 2010-25, the ratio of e
aged persons (over 65) to those of working

age (15-64) will rise from 25.2 percent to

31.4 percent. Not surprisingly, intergenerational

62.22 | 62.60 | 62.97 | 63.35 | 63.73 | 64.11 | 64.48 | 64.86 | 65.23 | 6561 | 6599 | 66.35 | 66.71 | 67.07 | 67.43 | 67.79 |(inmillions)

Aged0-14(%) | 17.4% [17.4% (17.4% |17.3% | 17.3% |17.3% [17.4% [175% |17.5% |17.6% |17.7% [17.7% (17.7% |17.6% | 17.6% |17.6%

Aged 15-64(%) | 66.0% |65.7% |65.5% |65.2% |65.0% |64.7% |64.5% |64.3% |64.0% |638% |63.6% |63.4% |63.2% |63.1% |62.9% |62.7%

aging plays out as a significant factor for the Aged 65+ (%) | 16.6% | 16.9% | 17.2% |17.4% |17.7% |18.0% | 18.1% |18.3% |18.4% |18:6% |18.7% |18.9% |19.1% |19.3% |19.5% |19.7%
OBRin their projections, which state that =
population aging will put upward pressure on 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% [EAEEES

public spending by an estimated 5.4 percent

RAWA(RHS) | 252% | 25.7% | 26.2% | 26.7% |27.3% |27.8% |28.1% |284% |288% |29.1% |294% |298% |302% |306% |31.0% |31.4% |WEZKIA
of GDP by 2060-61.

. . Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm
Fiscal policy and strategy

Key fiscal sustainability targets and concepts Population and profile of aged-to-working age ratio, years 2010-25

outlined in the OBR's report include: Population (in millions) Ratio (%)
80 - 35%
e consideration of the intertemporal budget 70 4 | a0
constraint (IBC) 60 4
L 25%
(The IBC equates to the European 50 4 L 20%
Commission's “S2" indicator. The IBC 40 o
is a long-run measure of revenue less 30 4 ’
non-interest spending flows which also 2 4 0%
facilitates revenue coverage of interest 10+ 5%
and debt over the long term.) 0 - - 0%
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
e setting of fiscal gap’ targets (the OBR I Population fin millons) (LHS) = Ratio of aged-to-working age (%] (RHS)
modeled net debt settings in the range
of 40 percent to 70 percent of GDP) Age composition of population, years 2010-25
(Since the IBC model assumes a zero 10
debt position over the long term, the OBR gg IR e EEEEEEEEEEEEE

viewed the setting of a debt reduction

. . 70
target or level as more applicable to fiscal 6
sustainability projections.) 50
e consideration of intergenerational fairness “0
measurement. ;g
(The intergenerational fairness measurement 10
used by the OBR shows the net discounted 0
Iifetime contribution that people are expected 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

to make to public finances as a function of I Percontage aged 0-14 (%] [ Percentage aged 1564 (%) Percentage aged 65+ (%)
their age. This is shown as a per capita amount

in a table of 5-year age graduations from birth

through to 95 and for future generations.)

© 2013 KPMG International Cooperative (“KPMG International), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Country profile:

United States

Introduction

he United States of America (US) operates under a constitutional republic system comprising a federal (central) government,

50 state governments, various territories and other non-state entities and more than 90,000 local government units. A significant

portion (approximately 18 percent of GDP) of total US taxes required by various levels and divisions of government are actually
levied and collected by the federal government. Each government jurisdiction has its own legislature or governing body, may levy
taxes (although some have restricted taxing powers), operates a treasury and produces budgets (including forward estimates) for the
purposes of funding government goods and services.

General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15

Budget cycle

2000 2001 2002 2003 010 2011 2012 2013 2014 :::":i:e;
Fiscal trends G revene
B ed X hat the US | s n/a | 3429 | 31.83 | 3121 | 3150 | 32.96 | 3381 | 33.93 | 3251 | 30.94 | 3165 | 31.84 | 31.91 | 3288 | 3366 | 3406 | 2010
udget cycle data shows that the is
continuing to run sizeable deficits with ﬁg;rpe”ses na |-3456 |-3572 | -36.10 |-35.89 | -36.15 |-35.85 | -36.67 | -39.20 | -43.98 | -42.14 | -41.40 | -39.99 | -39.20 | -3860 | -3850 | 2010
considerable net fiscal borrowing projected over
the forward estimates. These estimates do not NetGGR/E | 0.00 | -027 | 389 | -489 | -439 | -319 | -204 | 275 | -669 |-13.04 | -1049 | -956 | -8.08 | 632 | -493 | -4.44
take into account recent policy adjustments to GG NFL/B
hel bthe 'pri deficit | | AHS) nfa| 027 | -389 | 489 | -439 | -319 | 204 | 275 | 669 |-13.04 | -1049 | -956 | -8.08 | -632 | -4.93 | -444 | 2010
elp curb the ‘primary deficit’ (revenue less
non-interest expenses). However, the major ﬁﬁg%? nfa | 027 | -415 | -9.04 |-1343 |-1662 |-1866 | -21.41 | 2810 | -41.14 | -51.63 | -61.19 | -69.27 | -7559 | -80.52 | -84.96
work to address the US deficit remains. Without
pO“Cy Chahges the US faces a Contiﬂuing and Source: International Monetary Fund, World Economic Outlook Database, April 2012

rapid growth in debt.

. . General government sector, key fiscal aggregates shown as a percentage of GDP, years 2000-15
Fiscal policy and strategy g Y ggreg p g9 y

i ) - % of GDP % of GDP
There is a wide recognition that the US
government is presently on an unsustainable 707 r 1o
long-term fiscal path, with the fundamental 50 | 80
drivers of fiscal imbalance being a structural I 60
gap between revenues and spending, driven 30 7 40
largely by the healthcare and retirement costs 10 1 F 20
of an aging population and interest rates that 0
will not remain at current historical lows. 20
At the end of 2012, the US faced a set of self- -40
imposed deadlines and policy expirations, -60
the so-termed “fiscal cliff” This confluence -80
included the expiration of tax rate reductions 70 4 L -100
enacted by the Bush Administration and the 2000 2001 2002 2003 2004 2005 2006 2007 2008 2003 2010 2011 2012 2013 2014 2015
activation of automatic spending cuts required GGrevenue (LHS) —— GG net fiscal lending/borrowing (RHS)
in the Budget Control Act of 2011 (BCA). B GGexpenses(LHS) - - - GG NFL/B (accumulated)(RHS)
Newly enacted (as of January 2013) US law,
which preserves lower tax rates for all but
higher income taxpayers and deferred the
mandatory BCA spending cuts for 2 months,
will precipitate a new deadline in late February
2013.This deadline will combine the necessity
to increase the national debt ceiling with
pressure for a broader agreement on spending
cuts and tax reforms.
GG = General government NFL/B (A) = Net fiscal lending/borrowing (accumulated)
LHS = Left-hand side of the chart GDP = Gross domestic product
RHS = Right-hand side of the chart WA = Working age
Net GGR/E = Net general government revenue/expenses IR = Inflation rate
NFL/B = Net fiscal lending/borrowing RAWA = Ratio of aged-to-working age

© 2013 KPMG International Cooperative (“KPMG International”), a Swiss entity. Member firms of the KPMG network of independent firms are affiliated with KPMG International. KPMG International provides no client services. All rights reserved.
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Estimates

Fiscal tl‘ends 2001 2002 p 2006 2007 2008 2009 2010 201 2012 2013 2014 2015 start after
Economic cycle data shows that the US GGgrossdebt(LHS) | 5484 | 5475 | 5712 | 6043 | 6827 | 67.87 | 6663 | 67.16 | 76.14 | 89.88 | 9852 (10294 | 10660 | 110.17 [111.90 [ 11248 | 2010
maintained the level of gross debt between

54.75 percent of GDP (2001) and 68.27 percent GGnetdebt(LHS) | 3561 | 3488 | 37.49 | 4073 | 4911 | 4923 | 4854 | 4815 | 5372 | 6587 | 7310 | 8028 | 8368 | 8673 | 8304 | 8829 | 2010

of GDP (2004) in the period from 2000-07, while GDP growth

he level of deb b 3488 ChofGOPRHS) | 14| 108 | 181 | 2541 3471 307 | 266 | 191 | 034 | 343 | 303 | 174 | 211 | 237 | 291 | 332 | 200
the level of net debt ran between 34.83 percent

of GDP (2001) and 49.11 percent of GDP (2004) :J;’ZT&L%T;Q;) 397 | 474 | 578 | 599 | 554 | 508 | 461 | 462 | 580 | 928 | 963 | 895 | 816 | 788 | 748 | 695 | 2000
for the same period. Following the GFC, the
levels of gross debt and net debt are estimated :2%",'"”““’ 337 | 282 | 160 | 230 | 267 | 337 | 322 | 287 | 382 | -082 | 164 | 314| 210 | 187 | 180 | 178 | 201

torise to 112.48 percent and 88.29 percent of
GDP respectively by 2015, well in excess of
previous trends.

Source: International Monetary Fund, World Economic Outlook Database, April 2012

General government sector, debt shown alongside national economic indicators, years 2000-15
Fiscal policy and strategy

% of GDP Refer to table above
The BCA set in place 10-year discretionary 150 30,00
expenditure caps and also sought to provide

126

a mechanism for an agreed position on the
federal debt ceiling. Even with some restraining 100
elements of the BCA still in place, healthier fiscal

S ) 75

policy direction remains unresolved and the

pathway to achieving it remains uncertain. 507
25 1

Arecent long-term budget simulation by the
bipartisan US Government Accountability Office 07
projected that if action is taken today to address

) 25
the US fiscal gap — so that the government net
to- i i 50 -10.00

ggbt to-GDP r;mo would remalr:da;(the then) 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
. Z’grcent_i en revgr;ue V‘CEOU gye to gcrer;se B GGgossdebt(HS)  — GDP growth (% of GDP) (RHS) ~ ~ Inflation rate (% increase) (RHS)

ercent or non-interest spending reduce
bz 32 gercent (or some combinpation tﬁereof) If I GG net debt (LHS) Unemployment (% of working age) (RHS)
action is delayed until 2022, these amounts rise
to 55 percent and 37 percent respectively.
Fiscal trends National population and working age profile
Over the period from 2010-25, the ratio of 2010 2011 2012 2022
aged persons (over 65) to those of working K‘E:amn 30973 [312.36 |315.02 [317.70 |320.40 32312 |32571 |32831 (330,94 |33359 [336.25 |338.74 |341.25 |34377 |346.32 |348.88 |(inmillons)
age (15-64) will rise from 19.6 percent to
29.2 percent. Not surprisingly, intergenerational Aged0-14(%) | 20.1% | 20.1% | 20.1% | 20.1% | 20.1% | 20.1% | 20.0% | 20.0% |19.8% |19.9% |19.8% |19.7% |196% |196% |195% |19.4%

aging plays out as a significant factor in the

. . . . Aged 15-64(%) | 66.8% |66.5% |66.2% |66.0% |65.7% |65.4% |65.1% |64.8% |64.6% |64.3% |64.0% |63.7% |634% |63.0% |62.7% |62.4%
supplemental information provided in the

recent 2011 Financial Report of the U.S. Aged65+(%) | 13.1% | 134% [137% | 13.9% [142% | 145% | 148% |152% | 155% |159% | 16.2% |166% | 17.0% |17.4% |17.6% |18.2%
Government (FR) projections which stated
that, “The retirement of the baby boom 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% | 100% |

Change

generation over the next 25 years is projected
to increase the Social Security, Medicare and
Medicaid spending shares of GDP by about

1.4 percentage points, 1.3 percentage points,

RAWA (RHS) | 19.6% |20.1% |20.6% |21.1% [21.7% |22.2% |22.8% |23.4% |24.0% |24.7% |253% |26.1% [26.8% |27.6% |28.4% |29.2% [NLLNAL

Source: World Population Prospects: The 2010 Revision, http://esa.un.org/unpd/wpp/index.htm

and 1.0 percentage points respectively” Population and profile of aged-to-working age ratio, years 2010-25

) R Population (in millions) Ratio (%)
Fiscal policy and strategy 400 - - 35%
US Statement of Federal Financial Accounting 350 F 30%
Standards (SFFAS) 36 Reporting addresses the 300 4 L 25%
Comprehensive Long-Term Fiscal Projections 250 L 20%
for the US Government and requires: 200 L oo

150 :
"A consolidated financial report (CFR) of the US 10 4 F 10%
government presenting for all activities of the 50 | L 59
federal government: i L o
° the present value Of projected receipts and 2010 201 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
non-interest spending under current policy [70 Poputation (in millions) (LHS) = Ratio of aged-to-working age (%) (RHS)

without change, A ‘ | 2010.25
. . ) e composition of population, years -
e the relationship of these amounts to projected 9 P pop v

Gross Domestic Product (GDP), and 122 TH B B B B B ] Nl EEEE R
e changes in the present value of projected 80
receipts and non-interest spending from the 70
prior year”’ 60
SFFAS 36 uses the concept of ‘fiscal gap’, or ig
“the change in non-interest spending and/or 20
receipts that would be necessary to maintain 2
public debt at or below a target percentage 10
of gross domestic product (GDP)” The 0
long-term projection period is set at 75 years 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

and projections include the impact of delays . Percentage aged 0-14 (%) . Percentage aged 15-64 (%) Percentage aged 65+ (%)
in fiscal consolidation 10 and 30 years out.
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Appendix A: About the SNA and GFS

Figure 6: Context diagram for SNA sectors

The System of National Accounts (SNA) comprises two institutional units (households
and legal entities) and five mutually exclusive sectors (as shown below inclusive of
key public sector sub-sector classifications).

For all resident units:

(1) Isita (2) Is it a non-market producer?
hpugehpld or (3) Doesiit
institutional produce
household? @ financial

services?

(2a) Is it controlled by government?

22 -8 22 - .

Household Non-profit General Financial Non-fmar_wmal
sector institutions government sector corporations corporations
serving the - sector sector
household | ’ . . .
sector | General National private National private
| government financial non-financial
| corporations corporations
[
government Public Public

(by jurisdiction) financial non-financial

corporations corporations

(2) State/provincial
government
(3) Local government

Government Government
controlled controlled

|

1

|

1

4

! Whole-of- !
| |
| |
| X |
| (1) National government |
| |
| |
| |
1,

Foreign-controlled Foreign-controlled
financial non-financial
corporations corporations
Foreign Foreign
controlled controlled

SNA — Key transactions focus

SNA - Key account foc

Allgoods and services Allgoods and services
used inthe economy produced by the
were either: economywere either: Current accounts m (T o RS
= Production account (GDP) = (Capital account
. Consumed = Distribution and use of income accounts = Financial account
Produced in
the economy
Used for capital formation Balance sheet
Opening balance sheet >> Changes in assets and
Imported Exported liabilities >> Closing balance sheet

Source: KPMG International, 2013 (based on the System of National Accounts (SNA) 2008)
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Figure 7: Context diagram for GFS Manual 2001

Statement of
government
operations

Revenue
(from transactions)

Opening Expense
balance (from transactions)
sheet
N h Net operating
et wort balance

Net acquisitions
(disposals) of
non-financial

assets
(from transactions)

Non-financial
assets

Net lending/
borrowing
(from transactions)

Net financial
worth

Financial Financial assets
assets (from transactions)

Liabilities

Liabilities (from transactions)

STOCKS TRANSACTIONS

GFSM 2001 classification system

Transactions
(revenue, expense,
non-financial assets
and financial assets

and liabilities)

Statement of
other economic
flows (OEF)

Change in
net worth
OEF

Change in
non-financial
assets
(from OEF)

Change in net
financial worth
(from OEF)

Financial assets
(from OEF)

Liabilities
(from OEF)

OTHER FLOWS

Source: KPMG International, 2013 (based on Companion Material via the IMF by Johann Bjorgvinsson, September 2004)
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Appendix B: Example government
accounting framework

There is a wide range of government accounting frameworks used by countries or
group of countries:

e Some of these frameworks are simply used for reporting whereas in other
instances, they are used for both budgeting and reporting purposes.

e Some of these frameworks are cash-based whereas others are accrual-based
frameworks.

e Some of these frameworks use international accounting standards (such as
IPSAS or IFRS) whereas others use country-specific standards and even some
use a combination.

The following sample framework is taken from Australia’'s AASB 1049. It is
considered one of a number of frameworks that exhibits best or leading practice.
One of its interesting features is that it is a framework based on a reasonably
complete harmonization of IFRS and GFS. It is also used by both the Australian
government and all sub-national level governments at the state level, but doesn’t
include local governments. It is also a standard that facilitates the reporting of both
whole of government and sector reports for general government (GGS), public non-
financial corporations (PNFCs) and public financial corporations (PFCs).

Figure 8: Australian example of public sector classifications

Total public sector or
whole-of-government (WoG)

by jurisdiction

AASB 1049
Specifies the

Total Pub_llc financial
corporations (PFC) sector
(e.g. Reserve Bank of Australia)

general purpose

non-financial public sector

financial

reportin
P 9 Also called the public finance enterprises
standard for (PFEs) sector in some jurisdictions.

both the whole

General government Public
of government . .
and general sector (GGS) non-financial
", provision of non-market public =
government goods and services that are corporatlons
oo predominantly funded through taxes.” (PNFC) sector

".. provision of goods and services
on a market or commercial basis and
which largely funds the entity which
: usually has a separate legal entity
FER from the owing government.”

Also called the budget sector in Also called public trading
some jurisdictions. enterprises (PTEs) sector or state
owned corporations (SOCs) sector
in some jurisdictions.

Source: KPMG International, 2013 (based on the System of National Accounts (SNA) 2008)
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Figure 9: Overview diagram for AASB 1049 - Statements of comprehensive income, changes in equity
and financial position

Other economic flows (OEF) Statement of
included in operating result: comprehensive
o Net write-downs of assets 1
(including bad and doubtful income
debts)
o Net gain (loss) on sale of assets Revenue from

* Net swap interest revenue
* Net foreign exchange —_

gains/(loss)

; . Expenses from
e Net gain (loss) on financial transactions
assets or liabilities at future
value (FV) through operatin — .
result T Statement of _ Closing
* Share of net profit/(loss) from Net operating balance (NOB) changes in equity financial position

associates, excluding dividends.

Closing net

assets/liabilities

Other economic Opening net worth
flows included in
Other economic flows (OEF) - operating result
Other non-owner changes in _ + Financial assets
equity: —_—
* Revaluation of equity =+
investments Operating result
e Revaluation of non-financial . .
Non-financial assets
assets
e Net actuarial gains on pension + +
funds.

Other economic flows —
Other non-owner
changes in equity

Other economic flows — -
changes in equity

Closing
net worth

Opening net + Comprehensive result (CR) =
Total change in net worth

Closing net worth

worth

Calculation explanation: Other economic flows — Other economic flows.; B Oth_er
—_— } non-owner changes in equity

NOB - Net isiti o
10 et acquisition Other non-owner (net financial asset and

(disposal) of non-financial changes in equity e
assets from transactions) " liability only) Financial assets
= (i.e.=OR) +

(+ Purcftla?es of nlc))n-ﬁnancial Other economic flows
assets (accrua . . .
- Sales of non-financial assets lncludedr;rsluolferatmg nam }
(accrual)
- Depreciation
+ Changes in inventory
+ Other movements)

Other economic flows
included in operating result
(net financial asset and
liability only)

= (i.e.=NOB)

Net acquisition (disposal) of
non-financial assets from —_—
transactions

Liabilities

Opening
net financial +

Net lending/borrowing OEF changes in net Closing
(fiscal balance) financial worth net financial worth

worth

WELE IS Specific liabilities Specific financial
* Deposits held assets
¢ Government securities ¢ Cash and deposits
¢ Loans and other ¢ Advances paid
borrowing * Investments
o Other interest bearing * Loans and placements
liabilities

Source: KPMG International, 2013
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Figure 10: Overview diagram for AASB 1049 - Statement of cash flows

Cash flows from
operating activities

® Taxes

e Sales of goods and
services

® |nterest, excluding
swap interest

e Dividends from
associates

o (ther receipts

Cash paid

e Payments to and on
behalf of employees

e Purchases of goods
and services

e |nterest, excluding
swap interest

e Subsidies
e (Grants
. e Social benefits
Opening o @i
financial
position

Cash at
beginning of
year

Net cash flow from

operating activities

Illustration showing various cash aggregate derivations:

Net cash flow from

operating activities

EENER IO TRGEEMS —  Finance lease additions == ABS GFS cash surplus (deficit)
RN BN RS NG T == Future fund interest and dividends = Australl_an Ol
underlying cash

Australian government + Net cash flow from investments BN Australian government
underlying cash in financial assets (policy purposes) M headline cash

Source: KPMG International, 2013

Net cash flow from investments _
in non-financial assets

Cash flows from
investing activities

Non-financial assets

o Sales of non-financial assets
o Purchases of new
non-financial assets

Net cash flow from investments
in non-financial assets

Financial assets (policy purposes)

o Sales of investments/entities
e [ oans and advances
e Purchases of investments

Net cash flow from investments in
financial assets (policy purposes)

Financial assets (liquidity
management purposes)

e Sales of investments/entities
e Purchases of investments

Net cash flow from investments
in financial assets
(liquidity management purposes)

Net cash flow from
investing activities

GFS cash

Cash flows from
financing activities

* Borrowing

® Deposits received
e Swap interest

e Other financing

Cash paid

© Borrowing

© Deposits paid
e Swap interest
o (Other financing

Closing
financial
position

Cash at
end of year

Net cash flow from
financing activities

surplus (deficit)
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