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Fiscal accounts have improved after COVID-19,
... but higher interest rates are putting pressure
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Debt continues to be far from pre-pandemic and prudent levels requiring an average fiscal
adjustment of 1.4pp of GDP

Gross Debt Additional Fiscal Effort to Converge to Prudent Debt
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Fiscal consolidation programs should focus on reducing spending inefficiencies and tax evasion
to protect economic growth

e PUBLIC SPENDING
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Source: Izquierdo, Pessino and Vuletin (2018) and own estimations.
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One key pillar for increasing spending efficiency is
strengthening public procurement systems

Waste in public procurement in LAC countries is about 17%, which is equivalent to 1.4% of GDP
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Innovations in public procurement can yield important savings
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b I Source: World Bank (2021) and Martinez-Carrrasco. Conceigdo and Dezolt (2023).
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Reducing tax evasion could contribute to
reducing fiscal deficits and promoting fiscal consolidation

Evasion of main taxes could be
as high as 5.9% of GDP

Tax Evasion Estimates
(as % of GDP)
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Note: Taxes included in the evasion estimates are the VAT, PIT and CIT.
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Innovations in tax administrations can yield important results,
both in terms of increased control and compliance facilitation
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We need a new Fiscal Architecture to increase
redistributive impacts of government interventions and promote formality
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Low redistributive power of fiscal policy can be partly explained by important
leakages in social programs and by tax structures

Tax expenditures due to preferential VAT
treatments tend to be pro-rich

Incidence of VAT Tax Expenditures by quintiles
(as a percentage of total VAT tax expenditures)
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Personalized VAT could reduce inequality and increase revenues
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Several governments in the region are already implementing personalized VAT
programs for target groups
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more than USD 76 million in tax registered households and transfers of
reimbursements in 2021 more than USD 45 million in 2022
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Labor informality could be reduced by
lowering tax burdens on formal low-income workers

Tax burdens on wages of low-income formal workers are
high

Labor wedges by country in LAC
(% of labor costs)
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This reduction of tax burdens could be achieved through
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...... that increases GDP and Revenues
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Compliance Costs are particularly large for small firms
Compliance Cost in Brazil
(% of gross sales)
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Incentives for formalization could be increased by
unifying federal, state, municipal tax fillings
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Summing up ...

* Debt levels have been decreasing, but remain above prudent levels
Weak fiscal stance

of most LAC countries * Increased debt services are pressuring public finances

. . ° I h I' f |- d.n
Fiscal consolidations ncrease the quality of public spending

must be growth friendly * Improve resource mobilization through enhanced tax administration

* Strengthen redistributive impact of fiscal policies, both by policy

LAC countries need to design and management

promote equality _ _
and formalization * Encourage formality by targeted reduction of tax burdens on the

poor households and strengthening STR
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The region also faces spending pressures due to higher interest rates, increasing the need of
introducing fiscal consolidation programs

Interest Payments Fiscal Balance
Percentage of GDP Percentage of GDP
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Potencial

Administracion Tributaria Digital USS$ 50 b

Analisis y uso intensivo de datos

+  Acompafiamiento econémico en tiempo real Avanzado
* Implementacidon herramientas digitales
* FE, Documentos fiscales electronicos y Nube
Medio
* Manejo riesgo (Control vs. Facilitacion)
* Registro de Contribuyentes y cuenta corriente
*  Portal de contribuyente, declaracion y pagos online
Incipiente

Nivel de madurez \9 BID




Potencial

Plataformas Electronicas de Compras US$ 15 bi.

* Ciclo de contratacidon de bienes, servicios y obras

completamente en linea (integrado) Avanzado
* Analisis y uso intensivo de datos
*  Gestidon automatizada de riesgos

*  Procesos gestionados en linea hasta su adjudicacién Medio
* Informacidn en formato de datos abiertos
,BO, :;,CR, ES, <', HA, * Uso extendido de mecanismos de agregacion de

JA, MEX,NI, , ,UR demanda (convenio marco y subasta inversa).

*  Portal informativo sobre compras y anuncio de
oportunidades

BA, BAH, BE, TT,

Incipiente

Nivel de madurez \9 BID




Fiscal consolidation programs should
protect growth and tackle structural social challenges taking advantage of digitalization

Focus on:

Protect * Increasing public spending efficiency

Economic Growth _ _
* Reducing tax evasion

Focus on:
Foster .

: _ Reducing income inequality
Economic Inclusion

* Fostering formality

n Source: IDB (2023) - Fiscal Management Sector Framework Document. e lDB



