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Key Points 

•	 Public	finance	plays	an	
important	role	in	economic	
development	and	the	
protection	of	people’s	
livelihoods,	especially	during	
times	of	crisis,	such	as	in	
the	COVID-19	pandemic.	
Expanded	public	finance,	if	
not	well	managed,	will	result	
in	sharp	increases	in	fiscal	
deficit	and	public	debt.	

•	 Well-functioning	fiscal	
governance	can	contribute	
to	mitigating	fiscal	risks	by	
strengthening	efficiency,	
accountability,	and	
transparency,	as	well	as	
maintaining	fiscal	space.

•	 Fiscal	governance	has	
three	intertwined	and	
complementing	components:	
(i)	fiscal	rules	that	help	
secure	fiscal	targets;	(ii)	a	
medium-term	expenditure	
framework	that	makes	fiscal	
management	sustainable	
in	the	medium	term,	and	
(iii)	fiscal	institutions	that	
enhance	fiscal	sustainability	
through	checks	and	balances.

•	 Governments	are	encouraged	
to	take	appropriate	steps	
to	strengthen	their	fiscal	
governance,	considering	their	
unique	policy	environment	
as	well	as	other	countries’	
experiences	and	international	
best	practices.
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Public finance plays an important role in the social and economic development 
of developed and emerging countries.	 This	 role	 has	 been	 gradually	 expanding	
from	a	means	of	conventional	macroeconomic	policy	 to	a	 last-resort	policy	 tool	 to	
overcome	economic	crises,	such	as	the	global	financial	crisis	in	2010	and	the	recent	
crisis	 induced	by	the	coronavirus	disease	(COVID-19)	pandemic,	and	to	address	the	
needs	 to	 cope	with	 new	 challenges	 such	 as	 demographic	 transitions	 and	 climate	
change.	 Developing	 countries	 in	 Asia	 and	 the	 Pacific,	 in	 particular,	 have	 become	
more	dependent	on	public	 finance	due	to	their	huge	 investment	needs	for	health,	
pensions,	education,	infrastructure,	and	energy	for	sustainable	development.	

However, the imprudent expansion of government spending may create fiscal 
risks that include skyrocketing debt, inefficient expenditure, and the crowding 
out of private investment.	Developed	countries	have	already	suffered	such	problems	
(see	 Appendix).	 Japan’s	 high	 public	 debt	 ratio	 of	 around	 240%	 of	 gross	 domestic	
product	(GDP)	 is	well	known.	The	United	States	may	have	experienced	a	“fiscal	cliff”	
in	the	early	2010s	in	overcoming	the	global	financial	crisis.	A	swift	and	sizable	fiscal	
response	in	countries	affected	by	COVID-19	is	much	warranted	to	avoid	a	steep	decline	
in	confidence	and	economic	activities,	but	there	remains	the	thorny	issue	of	how	to	
wind	up	and	restore	the	country’s	fiscal	position	after	the	pandemic	is	subdued.

Ensuring sustainability in public finance in line with its growing roles is 
crucial.	This	brings	us	to	the	importance	of	fiscal	governance,	because	it	is	the	very	
framework	of	public	finance	being	managed.	In	this	regard,	it	is	meaningful	to	explore	
better	 fiscal	 governance	 as	 a	 means	 of	 maintaining	 fiscal	 sustainability	 through	
efficient,	accountable,	and	transparent	public	finance.	Of	course,	what	form	of	fiscal	
governance	 a	 country	 takes	 is	 entirely	 its	 own	decision	with	 due	 consideration	 of	
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its	 social	 and	 economic	 circumstances	 as	 well	 as	 its	
historical	and	economic	path	dependence.	Nevertheless,	
an	 elaboration	 of	 this	 topic	 is	 expected	 to	 illustrate	 a	
future	pathway	of	public	finance	management,	providing	
lessons	 and	 best	 practices	 that	 countries	 can	 use	 as	 a	
valuable	reference	for	improving	their	public	finance.

What Is Fiscal Governance?

Fiscal governance is one such area where there is 
no clearly agreed definition.	 Many	 institutions	 have	
provided	 their	 own	 definitions	 reflecting	 their	 different	
focuses	on	fiscal	governance.	Countries	have	also	taken	the	
liberty	of	coming	up	with	their	own	definitions	depending	
on	their	public	finance	needs.	 In	this	brief,	we	follow	the	
widely	 known	 European	 Commission	 definition	 of	 fiscal	
governance	 as	“those	 rules,	 regulations	 and	 procedures	
that	influence	how	budgetary	policy	is	planned,	approved,	
carried	out,	monitored	and	evaluated.”1

Fiscal governance performs important functions 
with the goal of maintaining fiscal sustainability.	
It	 enhances	 the	 efficiency	 of	 public	 expenditure	 and	
improves	the	accountability	and	transparency	of	public	
finance.	That	 is	 to	say,	a	 lack	of	good	 fiscal	governance	
can	 bring	 about	 inefficient	 spending,	 increase	 fiscal	
deficit,	 hinder	 economic	 development,	 and	 eventually	
result	in	taxpayers’	burden.	

According to many institutions, fiscal governance 
has three distinct components: fiscal rules, a 
medium-term expenditure framework (MTEF), and 
fiscal institutions.	 As	 can	 be	 expected,	 these	 are	
intertwined,	complementing	and	reinforcing	each	other.	
Fiscal	 rules	 are	 a	 requirement	 of	 the	MTEF	 and	 in	 turn	
enhance	 the	 effectiveness	 of	 the	 MTEF	 by	 bringing	 a	
legally	 binding	 aspect.	 The	 MTEF	 can	 promote	 better	
coordination	among	fiscal	institutions	and	enhance	their	
responsibility.	 Fiscal	 institutions	 play	 a	 pivotal	 role	 in	
improving	the	effectiveness	of	fiscal	rules	and	the	MTEF	
in	 the	process	 of	 implementing	 them.	 Fiscal	 rules	 help	
institutions	 keep	 their	 independence	 and	 autonomy	
from	 political	 pressure.	 Moreover,	 all	 three	 contribute	
to	constraining	the	use	of	excessive	discretion	by	policy	
makers	 to	prevent	a	negative	 impact	on	public	 finance	
and	maintain	 fiscal	 sustainability.	 Such	a	 relationship	 is	
shown	in	Figure	1.

Fiscal Rules

A fiscal rule refers to a “permanent constraint on fiscal 
policy, typically defined in terms of an indicator of 
overall fiscal performance” (Kopits	and	Symansky	1998).	
Fiscal	rules	are	often	expressed	as	numerical	ceilings	or	
targets	 preferred	 by	 the	 International	 Monetary	 Fund	
(IMF)	 and	 the	Organisation	 for	 Economic	 Co-operation	
and	 Development	 (OECD).	 Numerical	 fiscal	 rules	 were	
systematically	 introduced	 by	 the	 Maastricht	 Treaty	 in	
the	 European	Union	 (EU)	 in	 1992	with	 upper	 limits	 for	
the	deficit-to-GDP	ratio	of	3%	and	debt-to-GDP	ratio	of	
60%,	which	were	further	formulated	in	the	Stability	and	
Growth	Pact	in	1997.	However,	non-numerical	fiscal	rules	
are	 also	 adopted	 and	 proven	 effective	 as	 they	 signal	
a	 strong	 policy	 will	 of	 fiscal	 authorities	 toward	 fiscal	
consolidation.	Typical	 examples	 of	 such	 non-numerical	
rules	 include	 the	 Golden	 Rule	 in	 the	 United	 Kingdom	
and	the	“pay-as-you-go”	or	PAYGO	practice	in	the	United	
States.2	 It	 is	 largely	understood	that	numerical	rules	are	
more	common	and	effective.	

There are generally four types of fiscal rule: debt rules, 
budget balance rules, expenditure rules, and revenue 
rules.	Debt	rules	and	budget	balance	rules	set	an	explicit	

1	 See	European	Commission	webpage.
2	 Asian	examples	can	also	be	found.	In	Japan,	the	Abe	administration	in	2013	removed	the	existing	expenditure	ceiling	and	replaced	it	with	an	

overall	expenditure	limit	whereby	expenditure	should	not	exceed	domestic	revenue.	In	Mongolia,	expenditure	growth	cannot	exceed	the	growth	
of	non-mineral	GDP	(Lledó	et	al.	2017).

MTEF = medium-term expenditure framework.

Source: Prepared by the authors. 
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limit	 for	 public	 debt	 and	 budget	 balances,	 whereas	
expenditure	 rules	 limit	 total	 or	 primary	 spending,	 and	
revenue	 rules	 set	 ceilings	 on	 revenue.	 Debt	 rules	 and	
budget	balance	rules	are	widely	used	in	many	countries	
compared	to	expenditure	rules	and	revenue	rules.	

Fiscal rules now have been widely adopted in public 
finance all over the world, except for some Asian 
countries.	 According	 to	 the	 IMF	 Fiscal	 Rules	 Dataset,	
only	 13	 economies	 of	 the	 49	 regional	members	 of	 the	
Asian	Development	Bank	(ADB)	had	fiscal	rules	as	of	2015	
(Table	1).	Asian	countries	are	also	adopting	mainly	debt	
rules	and	budget	balance	rules.	The	OECD	(2013)	found	
that	 Japan	and	the	Republic	of	Korea	have	one	kind	of	
fiscal	rule	(expenditure	rule),	unlike	other	OECD	member	
countries—and	 even	 that	 rule	 is	 only	 for	 internal	 use.	
This	 seeming	 reluctance	 toward	 fiscal	 rules	 by	 Asian	
countries	may	indicate	their	preference	for	expansionary	
fiscal	policy	for	the	development	of	their	economies.	

Fiscal rules have both strengths and weaknesses 
to some extent.	 Above	 all,	 they	 help	 reduce	
deficits,	 manage	 debt,	 and	 eventually	 enhance	 fiscal	
consolidation.	Furthermore,	they	contribute	to	ensuring	

Table 1: Fiscal Rules Used by ADB Members (ratio to GDP)

Member Debt Budget Balance Expenditure Revenue Legal Basis

Armenia 60%

Australia √ √ 2%	annual	cap √ √

Georgia 60% 3% 30%	of	GDP* √

Hong	Kong,	China	 √ √

India 3% √

Indonesia 60% 3% √

Japan √ √ √

Malaysia 55% 3%**

Golden	Rule
√

Maldives 60% 3.5% √

Mongolia 40% 2% √ √

Pakistan 60%	(until	FY2018)
50%	(after	FY2018)

4%	(FY2020)
3.5%	(after	FY2020)

√

Singapore √ √ √	(Constitution)

Sri	Lanka 85%	(until	2019)
60%	(from	2020)

5% √

FY = fiscal year, GDP = gross domestic product. 
Notes: 
* For Georgia, 30% of GDP is applied to the expenditure in nonfinancial assets. 
** For Malaysia, the International Monetary Fund does not consider this 3% rule a fiscal rule because there are no formal sanctions even if the government does not follow 
the rule.
Source: Modified from Lledó et al. (2017).

the	 credibility	 of	 fiscal	 policy	 from	 political	 pressures	
and	lead	to	fiscal	sustainability	in	the	long	term.	On	the	
other	hand,	fiscal	rules	may	restrict	the	capacity	of	fiscal	
authorities	to	flexibly	respond	to	economic	fluctuations,	
with	 a	 compounding	 effect	 on	 the	 business	 cycle,	
known	 as	 procyclicality.	 In	 addition,	 fiscal	 rules	 may	
lead	 to	 “creative	 accounting,”	 which	 refers	 to	 attempts	
to	 show	 improvement	 in	 fiscal	 targets	 without	 actual	
improvement	and,	as	a	 result,	 can	 reduce	 transparency	
(Milesi	Ferretti	2000).	

Given wide differences in development states and 
fiscal conditions, there is no all-purpose solution, 
requiring fiscal rules to be tailored to specific country 
contexts.	 For	 instance,	 Italy	 has	 recently	 had	 some	
tension	 with	 the	 EU	 regarding	 the	 country’s	 budget	
deficit.	 Italy	 argued	 that	 the	 EU	 should	 ease	 its	 fiscal	
rules	 to	boost	 the	economy,	while	 the	EU	criticized	the	
country	for	not	keeping	to	EU	rules.	On	the	other	hand,	
in	Asia,	Malaysia	and	Thailand	have	applied	stricter	fiscal	
rules	 than	 the	 EU	 based	 on	 their	 experiences	 during	
the	 Asian	 financial	 crisis	 in	 1997,	 leading	 to	 relatively	
strong	 fiscal	 positions	 (Box	 1).	 These	 cases	 suggest	
that	 the	 role	 of	 fiscal	 rules	 critically	 hinges	 on	 the	



ADBI Policy Brief No. 2020-3 (June) 4

specific	policy	environment	of	a	country.	Reflecting	the	
growing	 importance	 of	 implementability,	 the	 IMF	 has	
recently	 proposed	 so-called	 second-generation	 rules,	
arguing	 that	 fiscal	 rules	 should	be	 simple,	 flexible,	 and	
enforceable	(Eyraud	et	al.	2018).	

Countries in Asia and the Pacific must urgently 
strengthen their fiscal discipline and, thus, fiscal 
space for sustainable development.	 Countries	 need	
to	have	a	clear	understanding	 that	 the	greater	 the	 role	
of	 public	 finance	 in	 the	 future,	 the	 larger	 the	 role	 of	
fiscal	 rules—be	 they	 numerical	 or	 non-numerical—to	
maintain	 fiscal	 sustainability.	 Specifically,	 the	 following	
require	attention:	

•	 Fiscal	 rules	 can	 contribute	 to	 achieving	 fiscal	
sustainability	by	strengthening	fiscal	discipline.

•	 When	 designed	 and	 implemented,	 such	 fiscal	
rules	should	be	 tailored	 to	 the	status	of	public	
finance,	 economic	 development	 stage,	 and	
policy	priorities	of	each	country.	

•	 Fiscal	 rules	 should	 be	 flexible	 to	 some	 extent	
so	 that	 a	 country	 can	 cope	 with	 unexpected	
economic	fluctuations.

Box 1: Fiscal Rules in Thailand and Malaysia 

Thailand

The	country’s	fiscal	rules	were	not	introduced	in	the	2015	Fiscal	Rules	Dataset	of	the	International	Monetary	Fund.	However,	
Thailand	 has	 statutory	 bases,	 such	 as	 the	 Fiscal	 Responsibility	 Act	 and	 the	 Public	 Debt	 Management	 Act,	 based	 on	 its	
Constitution	(Section 62).	The	Fiscal	Responsibility	Act	stipulates	that	capital	expenditure	must	account	for	no	less	than	20%	
of	the	annual	budget	and	must	not	be	less	than	the	fiscal	year	budget	deficit.	In	addition,	the	Fiscal	Policy	Committee	has	its	
own	debt	rules:	public	debt	should	be	less	than	60%	of	gross	domestic	product,	and	foreign-denominated	debt	should	be	less	
than	10%	of	total	public	debt.	

Malaysia

The	 country	 has	many	 relevant	 acts	 and	 various	 fiscal	 rules	 compared	 to	 other	 countries.	 In	 addition	 to	 a	 domestic	 debt	
ceiling,	there	are	limits	on	offshore	borrowings,	issuances	of	conventional	treasury	bills,	and	debt	service	charges.	A	feature	
of	Malaysian	 fiscal	 rules	 is	 that	some	ceilings	are	set	as	absolute	amounts	 rather	 than	specific	 ratios.	For	example,	offshore	
borrowing	should	not	exceed	RM35	billion,	and	issuances	of	conventional	treasury	bills	should	not	exceed	RM10	billion.	Debt	
service	charges	should	be	less	than	15%	of	revenue	or	operating	expenditure.

Source: Country presentations at the ADBI–UNESCO Fiscal Governance for Sustainable Growth and Development in Asia and Pacific Region policy 
dialogue, April 2019, Bangkok, Thailand. 

Fiscal rules should be tailored to the status of public finance, 
economic development stage, and policy priorities of 
each country.

Medium-Term Expenditure 
Framework
A medium-term expenditure framework (MTEF) is 
a multiyear fiscal plan to make fiscal management 
sustainable in a medium-term horizon beyond the 
perspective of annual budgets.	 It  is	 an	 effort	 to	 link	
the	planning	and	implementation	of	policies	into	annual	
budgets	 with	 a	medium-term	 perspective.	 As	 of	 2008,	
more	 than	 two-thirds	 of	 all	 countries	 in	 the	world	 had	
adopted	 MTEFs	 (World	 Bank	 2013).	 The	 instances	 of	
MTEFs	 in	 selected	 countries	 in	 Asia	 and	 the	 Pacific	 are	
shown	in	Table	2.

MTEFs are aimed at integrating midterm national 
priorities into annual budgets, thereby improving 
fiscal balance and enhancing the predictability 
of fiscal policy making.	 Annual	 budgets	 have	 many	
shortcomings:	 difficulty	 in	maintaining	 fiscal	 soundness,	
limitations	in	coping	with	increasing	demand	for	longer-
term	public	spending,	such	as	social	safety	nets,	education,	
and	aging,	and	less	transparent	decision-making	budget	
processes.	MTEFs	can	address	these	shortcomings	through	
strategic	resource	allocation	with	multiyear	perspectives.	
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They	 identify	 the	 available	 resources	 through	 midterm	
macroeconomic	 forecasts,	 make	 baseline	 projections	 of	
current	policy	expenditure,	prepare	cost	estimates	of	new	
spending,	 set	 expenditure	 ceilings,	 and	 finally	 allocate	
such	resources	to	each	ministry	or	sector.	

The characteristics actually adopted for MTEFs 
are widely varied across countries.	 Australia,	 which	
introduced	 the	 first	 MTEF	 in	 the	 world	 in	 the	 1980s,	
does	not	present	expenditure	ceilings	in	MTEF	(Forward	
Estimates)	but	links	them	relatively	well	to	the	country’s	
annual	 budget	 (Francesco	 and	 Barroso	 2014).	 Nepal	
classifies	 the	 long-term	 development	 activities	 into	
three	 priorities	 listed	 in	 its	 annual	 budget.	 According	
to	 an	 assessment	 of	 OECD	 countries,	 Denmark	 and	
the	 Netherlands	 have	 developed	 a	 medium-term	
perspective	 during	 their	 budget	 formulation	 process	
(OECD	2013).	However,	such	a	medium-term	perspective	
does	 not	 guarantee	 the	 effectiveness	 of	 their	 MTEFs	
(OECD	 2014).	 Thus,	 a	 vigorous	 mechanism	 is	 needed	
in	which	 the	 performance	 of	 budgetary	 allocation	 and	
individual	projects	is	monitored,	assessed,	and	fed	back	
into	the	MTEFs	and	then	the	annual	budgets.	

In general, MTEFs are evaluated to significantly 
contribute to the improvement of public finance 

Table 2: Medium-Term Expenditure Framework in Selected Countries in Asia and the Pacific 

Country Legal Basis Length of Ceilings Frequency of Ceiling Revision

Indonesia √ 4	years Annually

Korea,	Republic	of	 √ 5	years Annually

Malaysia 3	years Annually

Myanmar 3	years Annually

Philippines 6	years	or	more Annually

Singapore 5	years Every	5	years

Thailand √ 3	years Annually

Viet	Nam 3	years Annually

Australia 4	years More	than	once	per	year

Japan 3	years Not	revised

New	Zealand 4	years Annually

Source: Excerpt from OECD and ADB (2019).

management.	 They	 have	 improved	 budget	 deficit	
management,	 increased	 the	 recognition	 of	 resource	
constraints,	 and	 fostered	 cooperation	 between	
government	 agencies	 through	 interagency	 discussion	
and	consultation	in	the	process	(World	Bank	2013).	A	study	
on	the	Republic	of	Korea	has	found	that	the	accountability	
and	autonomy	of	line	ministries	have	improved	by	having	
them	 refrain	 from	 requesting	 exorbitant	 budgets	 and	
autonomously	 restructuring	 nonessential	 expenditures	
(Kim	2018).	Public	understanding	of	state	budgets	has	also	
increased	with	more	information	on	budgets	available.	

On the other hand, MTEFs pose a few problems and 
limitations in improving fiscal management.	Foremost	
is	 that	MTEFs	were	 not	 linked	well	 to	 annual	 budgets.	
This	basically	stemmed	from	the	 lack	of	 legally	binding	
arrangements.	Non-binding	expenditures	provide	policy	
makers	 with	 guidelines	 for	 budget	 formulation,	 not	
binding	their	decisions	on	annual	budgets.	Even	if	they	
do	 not	 follow	 these	 guidelines,	 policy	 makers	 cannot	
be	 held	 legally	 accountable	 even	 in	 countries	 with	
statutory-basis	MTEFs.	The	 success	of	MTEFs	eventually	
depends	on	the	attitudes	and	behavior	of	policy	makers.	

Another	problem	is	the	discrepancy	between	projected	
and	 actual	 outcomes	 of	 fiscal	 targets	 on	 MTEFs.	

The success of MTEFs eventually depends on the attitudes and 
behavior of policy makers. 
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Oftentimes,	 projected	 medium-term	 gross	 revenue	
is	 exaggerated,	 while	 expected	 gross	 expenditure	 is	
squeezed.	 This	 is	 because	 policy	 makers	 do	 not	 want	
fiscal	indicators	to	worsen	during	their	term	while	trying	
to	spend	as	much	money	as	possible.	Lastly,	the	absence	
of	 a	 valid	 performance	 monitoring	 and	 feedback	
mechanism	has	led	to	the	lower	effectiveness	of	MTEFs	
against	original	expectations.	

The above discussion suggests several lessons to 
duly take into account to make MTEFs more effective.	
Such	considerations	include	the	following:	

•	 Annual	 budgets	 should	 be	 further	 aligned	
with	 MTEFs	 to	 increase	 the	 predictability	 of	
fiscal	management	 and	minimize	 the	 variance	
between	projected	targets	and	actual	outcomes	
(see	Box	2	for	country	examples).	

•	 For	 such	 an	 enhanced	 linkage,	 strong	 and	
continuous	political	support	is	crucial.	

•	 There	 should	 be	 a	 change	 in	 behavior	 of	 the	
bureaucracy	 toward	 MTEFs	 with	 a	 midterm	
perspective.	

•	 At	the	technical	level,	a	well-designed	performance	
management	 system	 needs	 to	 be	 established	
to	contribute	to	the	enhanced	accountability	of	
government	in	fiscal	management.

Fiscal Institutions

Fiscal institutions in the context of fiscal governance 
refer to not only independent fiscal institutions, 

Box 2: Medium-Term Expenditure Framework and Annual Budget

Nepal	

The	medium-term	expenditure	framework	(MTEF),	as	a	3-year	rolling	budget,	identifies	factors	affecting	alignment	between	
strategic	 plans	 and	 the	 annual	 budget.	 It	 also	 links	 the	 periodic	 plan	 objectives	 to	 the	 annual	 budget’s	 program	 and	
activities.	To	accomplish	 this,	 the	MTEF	clearly	defines	 the	order	of	priority	of	proposed	programs	and	projects.	Prioritizing	
the	development	activities	into	priority	levels	(P1,	P2,	and	P3)	 listed	in	the	annual	budget	during	budget	formulation	helps	
formulate	a	more	realistic	development	budget.

Republic of Korea

The	1-day	National	Fiscal	Strategy	Meeting,	chaired	by	the	President,	is	an	annual	meeting	gathering	all	government	ministers	
to	discuss	national	development	strategies	and	priorities	for	resource	allocation.	They	consider	the	mid-	and	long-term	fiscal	
strategy	 and	 national	 priorities,	 fiscal	 targets	 (expenditure,	 revenue,	 debt,	 and	 balance),	 and	 expenditure	 ceilings	 of	 each	
ministry	and	sector.	Ministers	take	part	in	the	discussion	from	their	positions	as	cabinet	members	rather	than	the	heads	of	their	
respective	ministries.	This	means	ministers	are	required	to	discuss	major	fiscal	issues	from	the	perspective	of	the	nation	and	
people,	transcending	the	interests	of	ministries.	Based	on	the	results	of	this	meeting,	the	5-year	National	Fiscal	Management	
Plan	is	drafted,	developed,	and	finally	proposed	to	the	National	Assembly.	

Source: Country presentations at the ADBI–UNESCO Fiscal Governance for Sustainable Growth and Development in Asia and Pacific Region policy 
dialogue, April 2019, Bangkok, Thailand.

as is often the case, but all organizations engaged 
in fiscal management and budget processes and 
their relationships.	 Budget	 power	 has	 centered	
traditionally	on	the	executive	rather	than	the	legislature.	
This	 has	 subsequently	 raised	 the	 risks	 of	 discretionary	
decision-making	of	government	in	fiscal	policy	without	
proper	 checks,	 requiring	 control	 of	 such	 discretion	
democratically.	 Some	 argue	 that	 the	 legislative	
budgetary	 power	 should	 be	 expanded.	 Others	 assert	
that	the	legislature	does	not	have	sufficient	capacity	to	
ensure	fiscal	discipline	and	is	unlikely	to	be	responsible	
because	of	political	reasons.	

Key issues related to fiscal institutions include how to 
increase efficiency and how to secure accountability 
and transparency.	 Tackling	 these	 issues	 requires	
(i) identifying	the	players	involved	in	making	budgetary	
decisions,	 and	 (ii)	 grasping	 the	 nature	 and	 process	
of	 negotiation	 within	 the	 government	 and	 of	 budget	
deliberation	 in	 parliament.	 Indeed,	 the	 tense	 relation	
between	 the	 executive	 and	 the	 legislature	 critically	
depends	 on	 the	 political	 governance	 of	 a	 country.	 For	
instance,	 Japan,	 a	 parliamentary	 country,	 does	 not	
have	 any	 critical	 tension	between	 the	 two	branches	of	
government	 owing	 to	 prediscussion	 and	 adjustment	
with	 the	 ruling	 parties.	 In	 Viet	 Nam,	 too,	 there	 is	 little	
tension	 (Box	 3).	 On	 the	 contrary,	 in	 the	 Philippines,	 a	
presidential	 country,	 the	 president	 even	 exercises	 veto	
powers	on	the	country’s	budget	bill	after	it	has	passed	in	
parliament (Box	3).	In	the	Republic	of	Korea,	the	National	
Assembly	has	commonly	passed	 the	budget	bill	only	a	
few	days	before	or	even	in	the	early	morning	of	the	first	
day	 of	 the	 following	 fiscal	 year.	 Hence,	 the	 discussion	
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of	 how	 to	 establish	 more	 suitable	 fiscal	 institutions	 is	
critical	 and	 needs	 to	 be	 understood	 in	 the	 historical,	
political,	and	economic	contexts	of	a	country.

This discussion extends to the issue of independent 
fiscal institutions.	 Fiscal	 councils	 are	 widely	 known	
independent	 fiscal	 institutions,	 such	 as	 the	 Central	
Planning	Bureau	of	the	Netherlands	and	the	Congressional	
Budget	Office	in	the	United	States	(Pіrdal	2017).	Foremost,	
“independence”	 means	 structural	 independence	
and	 functional	 autonomy.	 More	 specifically,	 to	 be	
independent,	an	institution	should	be	free	from	outside	
interference,	have	sufficient	resources,	 including	budget	
and	staff,	and	be	able	to	access	the	desired	information.	
An	 independent	 fiscal	 institution	 typically	 sets	 mainly	
long-term	 fiscal	 targets	 and	 strategies,	 prioritizes	 fiscal	
policies,	 makes	 macroeconomic	 and	 long-term	 fiscal	
projections,	and	assesses	progress	against	 fiscal	 targets.	
By	carrying	out	these	functions,	it	helps	to	establish	fiscal	
discipline,	 improve	 fiscal	 performance,	 and	 cope	 with	

Box 3: Fiscal Institutions in the Philippines and Viet Nam 

Philippines 

The	fiscal	institutions	in	the	Philippines	are	the	Development	Budget	Coordination	Committee (DBCC)	and	Congress.	The	DBCC	
is	an	interagency	body	within	the	government	which	consists	of	the	Department	of	Budget	and	Management,	the	Department	
of	 Finance,	 the	 National	 Economic	 and	 Development	 Authority,	 and	 the	 Office	 of	 the	 President.	 It	 reviews	 and	 approves	
revenue	projections,	the	borrowing	level,	the	aggregate	budget	level,	and	expenditure	priorities.	Furthermore,	it	recommends	
to	the	cabinet	and	the	president	the	consolidated	public	sector	financial	position	and	the	national	government	fiscal	program.	
In	other	words,	the	DBCC	participates	end-to-end	in	the	budget	cycle.	

The	relationship	between	the	government	and	congress	regarding	fiscal	policy	appears	not	amicable	at	times.	The	government	
often	fails	to	pass	proposed	budgets	in	congress	before	the	start	of	the	fiscal	year.	In	case	a	proposed	budget	is	not	passed,	
the	budget	for	the	previous	fiscal	year	is	automatically	reenacted	until	the	passage	of	a	new	budget.	For	the	2019	budget,	the	
president	vetoed	the	legislative	insertions	of	₱95.3	billion	worth	of	appropriation	items	called	the	“pork	barrel	funds”	such	as	
roads	and	bridges.	Eventually,	the	government	operated	using	the	reenacted	budget	of	2018	from	January	2019	until	April	
2019.

Viet Nam

Viet	Nam	has	a	 fiscal	 system	of	decentralized	management,	 attaching	powers	 to	 the	 responsibilities	of	 state	management	
agencies	 at	 all	 levels.	All	 levels,	 from	 the	National	Assembly	 to	 subordinate	agencies	of	 the	 local	people’s	 committees,	 are	
involved	in	the	decision-making	process	of	fiscal	policy.	The	state	budget	is	divided	into	central	and	local,	and	there	are	two	
directions	in	the	process	of	estimating	the	state	budget:	top–down	and	bottom–up.	Top–down	refers	to	the	National	Assembly	
issuing	a	resolution	on	the	five-year	financial	plan,	as	well	as	the	three-year	financial	and	state	budget	plan.	Bottom–up	refers	
to	the	subordinate-agency	level	submitting	its	budget	estimates	to	an	upper-level	agency	or	ministry	based	on	the	National	
Assembly’s	budget	plan.

Meanwhile,	there	are	conflicts	of	interest	in	the	budgeting	process	between	budget	departments	and	other	line	ministries,	the	
Ministry	of	Finance	(allocating	the	revenue	resources	and	regular	expenditure),	and	the	Ministry	of	Planning	and	Investment	
(allocating	development	investment	expenditures)	within	budget	departments.	And	there	are	also	some	between	the	central	
government	 and	 local	 authorities	 regarding	 the	 proportion	 of	 support	 local	 authorities	 can	 get	 from	 the	 central	 budget,	
because	47	among	63	cities	depend	on	 the	 financial	 support	 from	the	central	government.	However,	 things	are	 less	 tense	
between	the	government	and	the	National	Assembly,	because	the	National	Assembly	is	the	competent	agency	in	approving	
fiscal	 policy	 in	Viet	 Nam.	 The	 country	 does	 not	 have	 any	 independent	 fiscal	 institutions	 involved	 in	 the	 decision-making	
process	of	fiscal	policy.

Source: Country presentations at the ADBI–UNESCO Fiscal Governance for Sustainable Growth and Development in Asia and Pacific Region policy 
dialogue, April 2019, Bangkok, Thailand.

economic	volatility	by	complementing	the	inflexibility	of	
fiscal	rules.	

Independent fiscal institutions have limitations as 
well.	 In	 addition	 to	 structural	 weaknesses,	 such	 as	 a	
shortage	 of	 expertise	 and	 difficulty	 in	 access	 to	 timely	
information,	 more	 critical	 is	 whether	 they	 can	 secure	
neutrality.	There	 is	no	certainty	 that	 independent	 fiscal	
institutions	 are	 completely	 free	 from	 the	 government	
or	 parliament	 in	 their	 analysis	 and	 decisions.	 Their	
position	may	not	be	welcomed	by	 either,	which	might	
consequently	threaten	their	very	existence.	In	particular,	
even	 if	 they	 are	 introduced,	 their	 roles	may	 be	 limited	
in	 politically	 unstable	 countries.	 In	 that	 vein,	 the	 2018	
PEMNA	survey	found	persuasively	that	fiscal	councils	are	
considered	less	important	than	fiscal	rules	and	MTEFs	for	
fiscal	responsibility	(PEMNA	2018).	

Fiscal management, and hence fiscal sustainability, 
can be greatly enhanced by establishing constructive 
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relationships among fiscal institutions involved in 
the process.	The	following	offers	key	lessons:

•	 There	should	be	a	healthy	checks-and-balances	
mechanism	 between	 the	 government	 and	
parliament.	

•	 This	 mechanism	 depends	 on	 simultaneously	
endowing	 the	 government	 with	 the	 authority	
and	discretion	for	fiscal	discipline	and	effective	
policy	 decisions	 while	 providing	 parliament	
with	 the	 budgetary	 power	 for	 accountability	
and	transparency.

•	 An	 independent	 fiscal	 institution	 should	 have	
a	 clear	 mission	 and	 authority	 that	 are	 closely	
aligned	with	political	governance	as	well	as	the	
economic	context	of	a	country.	

Emerging Issues

Further opening up the budget process and 
ensuring people’s participation recently have gained 
importance as part of efforts to set up better fiscal 
governance.	Good	 fiscal	governance	can	contribute	 to	
fiscal	 sustainability	 by	 promoting	 transparency	 in	 the	
decision-making	 process	 of	 fiscal	 policy.	 Transparency	
is	 also	 critical	 in	 designing	 and	 implementing	 broad	
fiscal	 reforms.	 Therefore,	 it	 is	 worth	 paying	 attention	
to	 the	 recent	 trend	 of	 open	 budget	 and	 participatory	
budgeting	to	enhance	such	transparency.	

Conducted by the International Budget Partnership 
and released every 2 years, the Open Budget Survey 
assesses open budgeting practices in three areas: 
transparency, oversight, and participation	 (ADBI	 and	
UNESCO	 2019).	 The	 survey	 results	 are	 shared	 to	 build	
capacity	 on	 fiscal	 transparency	 and	 advocate	 improved	
open	budgeting	practices.	In	the	most	recent	survey,	18	
countries	 in	 Asia	 and	 the	 Pacific	 scored	 lower	 than	 the	
global	 average	 in	 the	 Open	 Budget	 Index	 measuring	
transparency,	 with	 an	 average	 score	 of	 40	 against	 the	
global	 average	 score	 of	 42	 for	 115	 countries.	 The	 top	
global	performer	is	New	Zealand,	and	the	Philippines	and	
Indonesia	 are	 ranked	 high	 among	 Asian	 countries.	This	
result	suggests	 further	efforts	are	needed	to	strengthen	
transparency	in	the	budget	process	in	Asia	and	the	Pacific.

Transparency is also critical in designing and implementing 
broad fiscal reforms.

Though still in the early stages, participatory 
budgeting has been gaining importance in countries 
as an approach to enhance transparency.	 Public	
participation	 in	 the	 budget	 process	 at	 the	 local	 or	
municipal	 government	 level	 is	 relatively	 easily	 found	
in	 some	 countries,	 but	 not	 as	much	 at	 the	 national	 or	
central	 government	 level	 (OECD	 2019;	 Dias,	 Enríquez,	
and	Júlio	2019).	In	this	sense,	the	Republic	of	Korea’s	case	
is	 remarkable.	 Introduced	 in	2018	for	the	2019	national	
budget	 by	 law,	 the	 country’s	 participatory	 budget	
enables	 the	 public	 to	 participate	 in	 project	 proposals,	
subsequent	 evaluation,	 and	 prioritization	 through	 the	
Participatory	Budgeting	Citizens’	Committee.	The	scale	of	
the	Republic	of	Korea’s	participatory	budgeting	amounts	
to	$220	million	in	fiscal	year	2020.

Good fiscal governance will certainly evolve to 
develop a high standard of transparency in all 
aspects of public finance management in the longer 
term,	even	though	fiscal	transparency	has	not	received	
much	attention	so	far.	Heightened	attention	and	further	
studies	 on	 the	 improvement	 transparency	 in	 public	
finance	are	required.

Conclusion 

Good fiscal governance is a cornerstone to promote 
sustainable socioeconomic development and secure 
fiscal soundness.	 Many	 countries	 have	 implemented	
reform	 measures	 in	 this	 direction  (Box  4).	 Given	
contemporary	 and	 future	 fiscal	 challenges,	 enhancing	
fiscal	 governance	 requires	more	 attention	 to	 its	design	
and	 good	 alignment	 of	 its	 implementation	 with	 the	
country’s	development	strategy:	

•	 Fiscal	 rules	 should	 focus	 simultaneously	 on	
securing	fiscal	discipline	and	fiscal	space,	given	
the	growing	dependence	on	the	public	finance	
of	 a	 country.	They	 also	 need	 to	 be	 flexible	 for	
a	 country	 to	 be	 able	 to	 cope	 with	 economic	
fluctuations	effectively	and	proactively.

•	 MTEFs	are	required	to	strengthen	their	binding	
power	 in	 order	 to	 increase	 the	 practicality	 of	
fiscal	 policy.	 To	 this	 end,	 continuous	 political	
will,	change	in	budgetary	behavior	and	efficient	
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feedback	mechanisms	are	necessary,	in	addition	
to	 strong	 links	 between	 the	 MTEF	 and	 the	
annual	budget.	

•	 Fiscal	 institutions	 should	 work	 toward	 a	 more	
robust	 system	 of	 checks	 and	 balances	 to	
increase	 accountability	 and	 transparency.	 An	
independent	 fiscal	 institution,	 if	 introduced,	
needs	 to	be	designed	considering	 the	political	
and	socioeconomic	circumstances	of	a	country.	

•	 These	 three	 pillars	 of	 fiscal	 governance	 are	
intertwined,	 complementing	 and	 reinforcing	
each	other	in	terms	of	their	roles	and	functions.

Given contemporary and future fiscal challenges, enhancing 
fiscal governance requires more attention to its design and 
good alignment of its implementation with the country’s 
development strategy.

There is no one-size-fits-all solution in the 
development of countries because their 
socioeconomic backgrounds are different.	This	is	also	
true	 for	 fiscal	 governance.	 Nevertheless,	 experiences	
of	 other	 countries,	 lessons	 learned,	 and	 best	 practices	
provide	 valuable	 foundations	 for	 countries	 in	 Asia	 and	
Pacific.	They	should	combine	such	lessons	and	practices	
into	 their	 unique	 development	 strategies	 and	 fiscal	
management.

Box 4: Fiscal Governance Reform Case

Lao People’s Democratic Republic 

During	the	so-called	first-generation	reform	(2000–2013),	the	country	implemented	public	finance	management	reforms	by	
revising	 legislations.	 Its	 key	 achievement	was	 treasury	 reform,	 including	 the	establishment	of	 the	 centralized	 treasury	 and	
provincial	 treasuries,	 as	 well	 as	 the	 introduction	 of	 an	 upgraded	 government	 financial	 information	 system.	 However,	 this	
reform	faced	challenges.	The	government	carried	out	multiple	reforms	at	the	same	time,	but	its	limited	technical	knowledge	
and	skills	could	not	match	its	ambitious	plan.	Moreover,	staff	rotations	and	the	Ministry	of	Finance’s	change	in	management	
and	commitment	slowed	down	the	reform	process.	

Subsequently,	the	government	introduced	in	2017	Public Finance Vision 2030 and Development Strategy 2025	with	10	strategies	
and	6	prioritized	programs,	with	the	following	objectives:	(i)	strictly	adhere	to	the	State	Budget	Law,	(ii)	develop	and	apply	a	
comprehensive	modern	framework	in	line	with	international	standards,	(iii)	implement	the	State	Budget	Plan	as	approved	by	
the	National	Assembly,	(iv)	equip	public	servants	with	sound	political	ideology	and	sufficient	technical	capacity,	and	(v)	ensure	
fiscal	discipline	and	manage	public	debt	prudentially.	The	government,	led	by	the	Ministry	of	Finance,	has	appointed	the	Public	
Finance	Management	Reform	Steering	Committee	 and	 Implementing	Committee	 as	well	 as	Technical	Team	 to	 launch	and	
disseminate	reforms	at	central	and	local	levels.

Source: Country presentations at the ADBI–UNESCO Fiscal Governance for Sustainable Growth and Development in Asia and Pacific Region policy 
dialogue, April 2019, Bangkok, Thailand.
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Appendix: Government Debt and Fiscal Balance of ADB Regional Members 
and Selected OECD Members (% of gross domestic product, 2018) 

Member Debt Balance Member Debt Balance

ADB

Afghanistan 6.9 1.5 Mongolia – 2.6

Armenia 51.3 –1.8 Myanmar 38.2 –2.6

Australia 41.4 –0.8 Nauru 58.3 29.6

Azerbaijan 18.8 5.6 Nepal 30.2 –6.7

Bangladesh 34 –4.6 New	Zealand 29.8 0.8

Bhutan 102.4 –2 Pakistan 71.7 –6.4

Brunei	Darussalam 2.6 –3.6 Palau – 6.5

Cambodia 28.6 –0.8 Papua	New	Guinea 35.5 –3.9

PRC 50.6 –4.8 Philippines 38.9 –1.5

Fiji 46.2 –5.5 Samoa 50.3 0.1

Georgia 44.9 –0.9 Singapore 113.6 3.6

Hong	Kong,	China 0.1 2.3 Solomon	Islands 9.4 0.7

India 68.1 –6.4 Sri	Lanka 83.3 –5.3

Indonesia 30.1 –1.8 Taipei,China 35.1 –1.9

Japan 237.1 –3.2 Tajikistan 47.9 –2.8

Kazakhstan 21 2.7 Thailand 42.1 –0.3

Kiribati 20.6 –2.5 Timor-Leste 6.1 –15.2

ROK 37.9 2.6 Tonga –0.8

Kyrgyz	Republic 56 –1.3 Turkmenistan 29.1 –0.2

Lao	PDR 57.2 –4.4 Tuvalu 28.1 25.8

Malaysia 55.6 –3.6 Uzbekistan 20.6 2.2

Maldives 68 –4.6 Vanuatu 51.4 4.8

Marshall	Islands 25.2 2.3 Viet	Nam 55.6 –4.4

FSM 20.3 27.3

OECD 

Canada 89.9 –0.4 Italy 132.2 –2.1

France 98.4 –2.5 Portugal 120.1 –0.4

Germany 61.7 1.9 Spain 97.1 –2.5

Greece 184.9 1 United	Kingdom 86.8 –1.4

Ireland 63.7 0 United	States 104.3 –5.7

ADB = Asian Development Bank, FSM = Federated States of Micronesia, Lao PDR = Lao People’s Democratic Republic, OECD = Organisation for Economic Co-operation 
and Development, PRC = People’s Republic of China, ROK = Republic of Korea. 
Notes: 
Debt: general government debt; Balance: net lending/borrowing.
No data available on the Cook Islands and Niue among ADB regional members.
Source: International Monetary Fund. 2019. World Economic Outlook (October).
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