2.2. GENERAL GOVERNMENT STRUCTURAL BALANCE

Recording transitory factors, such as shocks to
commodities prices, variations in housing prices or one-
off transactions (e.g. privatisation), affects a country’s fiscal
balance; this could give a distorted picture of its underlying
fiscal position. Analysing indicators that are not influenced
by temporary fluctuations helps policy makers identify the
underlying trend of fiscal policies associated with long-
term public finance sustainability. The structural fiscal
balance aims to capture these trends in order to assess
fiscal performance.

In 2016, SEA countries had an average structural deficit
of 1.5% as a share of potential GDP. This decreased to 1.3% in
2017, signalling an overall improvement of the SEA region’s
structural fiscal position in those 12 months. Australia and
Korea also reported structural fiscal balance improvements.
The difference between the average structural (1.5%) and
current (1.8%) deficits in SEA signals that recording the
current balance reflects the influence of temporary shocks,
and explains the subsequent improvement of the structural
fiscal position in 2017.

Since 2007, when average structural deficits in SEA
countries were almost non-existent (i.e. at 0.01% of GDP),
average deficits as a share of potential GDP have increased;
Singapore alone has maintained a fiscal surplus. This
reflects SEA countries’ public investment spending growing
faster than the overall economy. It contrasts with OECD
countries, where structural deficits have fallen from 3.1% of
potential GDP in 2007 to 2.2% in 2017, after a peak of 6.3%
in 2009. In OECD countries, most adjustment came from
public spending cuts, including public investment - sinking
on average by 0.73 p.p. in 2008-16 (see section 2.8 on
government investment spending).

Structural balance projections as a share of GDP in
the SEA region show average deficits of 1.6% in 2018, and
1.7% in 2019, as a share of potential GDP. These are less
than for OECD countries (2.8% in 2018 and 3.2% in 2019).
In 2017-19, structural primary balances are expected to
fall in the region by an average of 0.4 p.p. as a share of
potential GDP. These projections are based on expectations
thatin the near term, macroeconomic fundamentals in SEA
countries will remain stable as growth remains strong,
thanks to robust domestic private spending and planned
infrastructure implementation.

However, projected changes vary, from a drop of 4.1 p.p.
of potential GDP in Singapore to a rise of 0.5 p.p. in Malaysia.
In 2016-17 Malaysia was the only country whose fiscal
position worsened slightly, from a structural deficit of
2.9% of GDP up to 3.1%. Despite a commitment to fiscal
consolidation, external uncertainties - plus a low revenue
base and expenditure needs - challenge the country’s public
finance sustainability. This indicates that Malaysia’s fiscal
problems are structural and not due to temporary shocks,
although the country is planning to improve its structural
balance by 0.45 p.p. since 2017. Further prioritisation of
short and medium-term expenditures, and more evaluation
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of programme effectiveness, could help improve Malaysia’s
fiscal situation in the near term (OECD, 2016).

These developments imply that continued
infrastructure spending is vital to maintain growth, but
that good public expenditure decisions are needed to target
investments and ensure that other public expenditures
yield results.

Methodology and definitions

Data are drawn from the IMF World Economic Outlook
(WEO) database (April 2018), based on the Government
Finance Statistics Manual (GFSM). The GFSM provides a
comprehensive conceptual and accounting framework
suitable for analysing and evaluating fiscal policy. It
is harmonised with other macroeconomic statistical
frameworks, such as the System of National Accounts
(SNA). However, some differences exist between the
GFSM and the SNA in several instances, which led to
the establishment, to a large extent, of correspondence
criteria between the two statistical systems. The GFSM
and SNA frameworks have been recently revised and
several statistical standards implemented by the
countries. The structural fiscal balance represents the
balance as reported in the SNA and GFSM frameworks
adjusted for the state of economic cycle (as measured
by the output gap) and non-structural elements beyond
the economic cycle (e.g. one-off fiscal operations). The
output gap measures the difference between actual
and potential GDP, the latter being an estimate of the
level of GDP that would prevail if the economy was
working at full capacity (potential GDP is not directly
observable). For OECD countries and average, data are
from the OECD Economic Outlook No. 103, which is based
on the SNA framework.
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Figure notes

2.3 and 2.4: Data for Brunei Darussalam, Cambodia, Lao PDR, Myanmar
and Viet Nam are not available. Data for 2017 in some countries
refer to forecasts.
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2.3. General government structural balance as a percentage of potential GDP, 2007, 2009 2016 and 2017
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Sources: For SEA countries, IMF (April 2018) World Economic Outlook database. For OECD countries, OECD Economic Outlook N. 103 (database).
StatLink Sazm https://doi.org/10.1787/888933840475

2.4. General government projected structural balance as a percentage of potential GDP
in 2018 and 2019 and change since 2017
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Sources: Data for SEA countries, IMF (April 2018) World Economic Outlook database. For OECD countries, OECD Economic Outlook N. 103 (database).
StatLink Sa=m https://doi.org/10.1787/888933840494
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