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Why is fiscal governance important? 
 

What is fiscal governance? 

Fiscal governance is a subset of overall fiscal responsibility, and can be defined as a set 
of rules, regulations and procedures that influence the way budgetary policy is planned, 
approved, carried out and monitored.  

Effective fiscal governance incorporates: 

 National numerical fiscal rules - numerical limits on budgetary aggregates (ex. 
debt, budget balance, expenditure, and revenue rules) that impose a long-lasting 
constraint on fiscal policy and the emergence of fiscal imbalances. 

 Fiscal transparency and the existence of independent fiscal institutions – refer to 
the wide availability of information on the design and conduct of fiscal policy and 
the existence of independent public bodies that monitor fiscal performance and 
contribute to fiscal policy making and surveillance by providing analysis, 
assessments, and recommendations. These include independent oversight 
(Parliament), independent Fiscal Council, independent audit (supreme audit 
institution), and finally open government policies, referring to the fact that the 
public is aware about the fiscal policies. 

 Effective design and implementation of fiscal policy in the medium term expressed 
through the Medium term budgetary framework (MTBF). The MTBF generally 
refers to a set of procedures, and rules that underlie the conduct of budgetary 
policies beyond the annual calendar. It is accompanied by the adoption of a fiscal 
planning horizon of at least 3 years, to ensure a multiannual fiscal planning 
perspective. 
 

What are the objectives and main advantages of strong fiscal governance? 

Fiscal governance has several objectives, including: 

 Attaining sound budgetary positions in particular by containing the deficit bias, i.e. 
tackling the tendency to conduct unsustainable fiscal policies giving rise to high 
deficits and increasing debt ratios. The control of the deficit and pro cyclical 
biases can be achieved, for example, by constraining short-term interference by 
policy makers and promoting a long-term oriented fiscal planning; 

 Promoting a sustainable and prudent fiscal policy, reducing its cyclicality, taking 
into account the evolution of the economic cycle and avoiding risks related to 
internal and external shocks; 

 Improving the transparency and effectiveness of public spending. Sound fiscal 
governance also pursues a better coordination among the various government 
layers, particularly in highly decentralized countries. 
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Advantages of strong fiscal governance could be summarized as follows: 

 Fiscal governance frameworks through fiscal rules could prevent the emergence of 
budgetary imbalances. Fiscal sustainability and balanced budgets prevent 
unsustainable increases in the budget deficit and the stock of debt that can be an 
obstacle to growth and development; 

 The conduct of fiscal policy in any particular year has repercussions for 
subsequent periods. Fiscal governance incorporate Medium Term Budget 
Frameworks which set policy in the medium term, contribute to an efficient 
allocation of public resources and their predictability and continuity through time; 

 A transparent framework as a well-designed fiscal policy and adequate monitoring 
contributes to and safeguards the efficient, effective and accountable use of 
resources. Fiscal governance may support the efficient use of public resources by 
monitoring the efficiency of public spending programmes and linking the resource 
allocation to performance; 

 The emergence of a more informed public debate on the design of policy in 
relation to available resources and its implementation.  

The analysis carried out during 2016 suggests that the legal framework for fiscal 
governance in Moldova has been improved through the enactment of the Law on Public 
Finance and Fiscal Responsibility in 2014, with implementation starting from January 1, 
2015 and provides an appropriate basis for public financial management in Moldova.  

Although the new legal framework assumed some reforms to strengthen the general fiscal 
discipline, international experience shows that there is no unique and universal solution 
in this regard - each country should develop its own fiscal governance framework, taking 
into account the specific fiscal culture, traditions and existing capacities. 

 


