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How does governance affect fiscal management? 
Evidence from Asian-Pacific countries

The attainment of the 2030 Agenda comes with 
significant additional financing needs in the Asia-Pacific 
region as underlined in the 2013 and 2014 Editions of 
the Economic and Social Survey of Asia and the Pacific.1 
In fact, on one hand, to close development gaps based 
on the attainment of the sustainable development 
goals (SDGs) – it is estimated that between 6 to 8 per 
cent of GDP is needed by 2030,2 while on the other 
hand, the tax gap – based on the difference between 
potential tax revenues and actual tax revenues – could 
reach 7.5 per cent of GDP.3 In addition, fiscal space 
in several countries declined in the aftermath of the 
recent hydrocarbon commodity bust and the sluggish 
global economic recovery, requiring better fiscal 
management. The 2017 Survey identifies the need to 
improve governance as a critical factor for an efficient 
management of public expenditures and higher level 
of tax collection in the region as, for instance, it is 
observed that countries with low levels of governance 
have low level of tax revenues (see. figure 1). 

This policy brief discusses channels through which 
governance affects fiscal management and presents 
the estimated impact of change in governance on fiscal 
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variables. Policy options are also discussed for further 
consideration by policy makers.

Governance affects the mobilization of 
domestic resources

First, the main channels through which lower 
governance adversely affects the mobilization of 
domestic resources are tax evasion, and low tax 
morale. ESCAP calculations show that governance 
affects domestic resource mobilization efforts in Asia 
and the Pacific. For instance, among developing 
economies, the level of tax revenues in Bhutan, India, 
Nepal, Pakistan, and Thailand have been adversely 
affected by the deterioration of governance during 
the period from 2005 to 2014. The contribution of 
lower governance to lower tax revenues during this 
period in these seven economies ranges between 
8% in Pakistan and about 21% in Bhutan. Negative 
developments in governance offset the increase of tax 
revenues in India, Nepal and Thailand (see figure 2). In 
Georgia and Afghanistan, the impact was particularly 
important because of changes in governance which 
occurred during the period 2005 to 2014.

As pointed out by Tanzi,4 the factors that contribute 
or encourage fiscal corruption include complicated 
tax laws, excessive discretionary power vested in tax 
administrators as well as the necessity for frequent 
interactions between taxpayers and tax officials, weak 
legal and judicial systems, lack of accountability and 
transparency in the tax administration, and low salaries 
in the public sector. As a result of these factors, officials 
may collect bribes in exchange for alleviating individual 
tax burdens. Low tax morale may also be linked to the 
perception that evasion of taxes is widespread. One 
reason may be the existence of a large informal sector. 
Thus, if taxpayers perceive that a large number 

Tax revenues and perceived governance in Asia and 
the Pacific, 2010-2014

Figure 1.

0

5

10

15

20

25

30

35

40

10 20 30 40 50 60 70 80 90 100

Ta
x 

re
ve

nu
e 

(p
er

ce
nt

ag
e 

of
 G

D
P

)

Governance

Source: ESCAP, based on data from the World Development Indicators and 
the Worldwide Governance Indicators databases.
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Estimated contribution of perceived governance to 
changes in tax revenues between 2005 and 2014 

Figure 2.

A: Defense expenditures and control of corruption
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B. Health expenditures and control of corruption

Source: Author, based on data from the World Development Indicators, the 
Worldwide Governance Indicators databases, and econometric analyses (See 

Governance affects the effectiveness of 
public expenditures
 
Second, governance affects the effectiveness of 
public expenditures to support development through 
its impact on the composition of expenditures, and 
its impact on the efficiency of public expenditures. 
For instance, corruption has been shown to distort 
the structure of public spending by reducing the 
portion of social expenditure that is allocated to 
education, health and social protection.4 Figure 3 
confirms the existence of such a pattern in Asia-
Pacific as countries with less corruption tend to 
have a greater share of health, and less defense 
expenditures.

Governance seems to play an important role 
among the potential determinants of public 
expenditure efficiency. There is positive and 
significant correlation between governance 
and public expenditure efficiency. Furthermore, 
according to ESCAP analyses, between 2005 and 
2014, the impact of better governance and the 
effective implementation of policies for enhancing 
public sector efficiency ranges between 0.34% in 
the Russian Federation and 57% in Georgia in the 
health sector, and between 0.15% in Timor-Leste 
and 32% in Indonesia in the education sector (Cf. 
Figure 4 and 2017 Survey for more details).

of workers evade taxes by working in the informal sector 
(which is usually by definition untaxed), the incentives 
to move their own activities to the informal sector and 
thereby evade taxes may be higher.5,6

Defense expenditures, health expenditures (in 
percentage of government expenditures) and control 
of corruption in Asia-Pacific countries

Figure 3.

Source: Author, based on data from the World Development Indicators 
(WDI), Worldwide Governance Indicators (WGI) database, and the IMF 
Government Statistics database. Note: The size of bubbles represents PPP-
adjusted per capita GDP at constant 2011 international US dollar. 

Average impact of perceived governance change on 
efficiency change in health between 2005 and 2014 
in selected Asia-Pacific economies (in percentage of 
total change in efficiency)

Figure 4.

Source: Author, based on different data sources, and econometric analyses (See 
2017 Survey for details).
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Increasing accountability and 
transparency to improve governance

It is therefore important for policy to focus on increasing 
accountability and transparency to improve governance in 
the region, and contribute to a better control of corruption 
and to an effective implementation of policies. The role 
of transparency and accountability as determinants 
of better governance is also recognized by the United 
Nations Convention against Corruption (UNAC) and the 
Committee of Experts on Public Administration (CEPA) 
of the United Nations Economic and Social Council 
(ECOSOC). 

 

Source: UNESCAP (2017).

As shown in Figure 5, there are a number of ways to 
increase accountability and transparency. The policies 
which can help to achieve greater transparency and 
more accountability are mainly related to the production 
and access to key data and information, the development 
or strengthening of governmental mechanisms that are 
related to monitoring, evaluating and auditing policies 
and actions, and the creation of inclusive institutions 
where public service beneficiaries can exchange with the 
government. E-government, decentralization and fiscal 
reforms can contribute to the implementation of these 
activities.

Analytical framework of improving governance for 
better fiscal management

Figure 5.
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