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1.

General

a. Whatis MTBF?

The Medium Term Budgetary Framework (MTBF) is
an approach to budgeting which links the spending
plans of government to its policy objectives.

The main feature of a MTBF is that annual budget
preparation is carried out within a framework which
takes into account the resources expected to be
available to the government over the medium term.

The main objectives of the MTBF are to:

1 Strengthen fiscal discipline, by creating an
orderly framework for management of the
annual budget over the medium term;

1 Strengthen the allocation of federal
resources to t stragegic
priorities;

1 Improve operational efficiency, by
strengthening the capacity of federal line
ministries to prepare and manage their
budgets effectively.

The MTBF will help ensure macroeconomic and fiscal
stability and will enable the government to align
resources more effectively around stated policy
objectives.

Why implement the MTBF?

The Federal Government currently operates a
traditional budget management system. This system
is characterised by centralised control of individual
appropriations and budget items with limited
opportunity for strategic direction at either the
central level or by line ministries. The system confers

government
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centralised authority for resource allocation on the
Ministry of Finance.

The Government is reforming its system of budget
preparation to achieve more efficient management
of the budget. In common with many other
countries, the new system, which in Pakistan is
known as the MTBF, emphasises fundamental
principles of fiscal discipline, strategic prioritisation
and strengthening the system of budgetary
management by line ministries. The new system is
based on gradual empowerment of line ministries in
budgetary management within a medium term fiscal
framework.

c. What are the benefits of the MTBE

MTBF has the following main benefits:

1 It supports predictability in the budget
process by ensuring the budget is based on
a medium term macroeconomic and fiscal
forecast;

1 It ensures that fiscal policy objectives (levels
of revenue, expenditure and fiscal deficit)
provide the overall framework for
budgetary management;

1 It relates budgetary allocations to strategic
priorities by focusing the budget more
clearly on services (i.e. outputs) and
providing budgetary ceilings to line
ministries that reflect these priorities;

1 It creates a more efficient budget
management system based on delegated
authority to line ministries.
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d. What are the main components of the MTBF
reforms?

The MTBF has two complementary components:

1T Astrategioovn’ ; t cpvithonent
sets the overall fiscal framework and
provides guidance in the form of indicative
budget preparation ceilings to each line
ministry. This component focuses on
Finance Division;

1T A' botup'm c o mphtinseppdrts
line ministries to allocate resources
strategically and in accordance with their
ceilings. This component focuses on line
ministries.

The MTBF process involves a number of
complementary reforms to ensure that the reforms
take root, including coordination with the PIFRA
reforms to ensure appropriate systems support to the
MTBF, review of the legal framework for public
financial management, and strengthening the capacity
of Finance Division.

e. Who is responsible for the MTBF?

The MTBF reforms are implemented by the Finance
Division, Ministry of Finance.

Operational responsibility for implementation of the
MTBF lies with the Budget Wing in Finance Division.

Technical support to the MTBF reforms is provided by
the UK Department for International Development.

Each line ministry involved in the reforms is
responsible for producing its own MTBF estimates
with the support of Finance Division
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f. Where do the MTBF reforms fit into the budget
cycle?

The MTBF focuses on the budget preparation stage
of the budget cycle as illustrated in the Figure below.

The Budget Cycle

——
Performa?elvlgt.

Sector Reviews

Reporting
and Audit

Policy
Review

Accounting
and
Monitoring

Strategic
Planning

M&E Revenues & Budget

Expenditures Preparation
\ MTBF

g. Whoisinvolved in the MTBF?

The main stakeholders in the MTBF are:

1 Finance Division, whose role will widen to
encompass new functions, in particular
macroeconomic forecasting, ensuring that
budgets are prepared within the ceilings
given, and that budgets are policy and
output driven;

1 Planning Commission, who will play a key
role in ensuring that current commitments
in the MTDF are other policy documents are
properly funded and that emerging
priorities receive due attention;

9 Line ministries, who will assume greater
responsibility under the MTBF for budgetary
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preparation and greater flexibility to
manage their budgets in line with their
objectives;

1 Provinces. The federal MTBF does not
directly involve the provinces who are
responsible for developing their own
initiatives. However, appropriate linkages
are being established between federal and
provincial budget reforms.

h. How has the MTBF developed in Pakistan?

The first phase of the MTBF was initiated in 2003 by
the Ministry of Finance. MTBF Phase | focussed on
the bottom-up component (see 1d) and ran from
2003 to 2006. This first phase introduced a number
of innovations to the budget process, including:

1 Preparation of budgets on a three year basis
in participating ministries;

1 Modifications to budget formats to begin
the shift to a more planned approach;

1 The requirement for ministries to start to
identify the outputs (services) to be funded
by the budget;

1 Development of software to capture and
present MTBF budget information.

The second phase of the MTBF was initiated in mid-

2006. The focus of MTBF Phase Il is on strengthening

the bottom-up component and-introducing t|
down’ component (see 1d). During ¢t
the focus of the MTBF reform has shifted to:

1 Adoption of a conceptual framework for the
full development of the MTBF, based on the
established concepts of objectives,
outcomes and outputs;
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1

Introduction of the strategic, top-down
component of the MTBF;

Strengthening  output-based budgeting
techniques in MTBF line ministries;

Collaboration with the PIFRA reform
programme to enable the PIFRA system to
become supporting IT platform for the
MTBF over the medium term.

i. Which ministries are implementing the MTBF?

The MTBF has been implemented on a progressive
basis as follows:

Phase |
1

Phase Il
1

2003/04 - establishment of MTBF concepts
and procedures

2004/05 — MTBF pilot in the ministries of
Health and Population Welfare

2005/06 — introduction of an additional
three ministries to the MTBF pilot
(Education; Food, Agriculture & Livestock;
and Women Development)

2006/07 — Roll-out to a further 10
ministries, bringing the total number of
MTBF ministries to 15

2007/08 — Introduction of the top-down
component of the MTBF and roll-out to a
further 10 ministries, bringing the total
number of federal ministries implementing
the MTBF to 25

2008/09 — Full rollout of MTBF across all
eligible  ministries of the federal
government is planned.
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j. How do the different components of the MTBF
fit together?

The main features of a fully-developed MTBF process
can be summarised as follows:

1 The budget cycle starts with a strategic
phase in which existing policies and new
proposals are considered in a medium- to
long-term context;

1 The budget is based on a clear and reliable
statement of macroeconomic and fiscal
policy objectives and targets based over the
medium term;

1 The ministry of finance sets the overall
expenditure ceiling for the MTBF period at
the start of the budget preparation process;

1 There is a political process at the centre of
government that establishes budgetary
priorities within the overall medium term
resource constraint;

1 Expenditure priorities are communicated to
line ministries in the form of budget
preparation ceilings. Ceilings are issued for
the recurrent budget by the Finance
Division and for the development budget by
the Planning Commission;

1 Detailed resource allocation decisions are
left to individual ministries within their
expenditure ceilings. A claim for resources
above the ceilings indicated would have to
be justified by reference to a ministry plan
and set of forward expenditure estimates in
the context of the overall expenditure
ceiling for the MTBF;
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1 Three-year forward estimates of the costs
of existing and new policies form the basis
of the annual budget;

1 The MTBF and the annual budget are not
two separate processes; the annual budget
represents the first year of the MTBF.

Each year, the MTBF process involves the rolling
forward of the previous three-year estimate by one
year and the addition of a new outer year.

Each year, the Ministry of Finance adjusts the

previous MTBF figures for centrally determined

factors such as pay and inflation. However, only

major fiscal problems or changes in priorities should

lead to centrally determined changes in the previous

year ' s esti mat es. are thehe adjusted
issued as budget preparation ceilings for the new

MTBF cycle.

The figure below shows how the MTBF and annual
budget process are conceptually related.

MTBF and Annual Budget Process

t 1
Budget Forward:Estimates
1
1 ! 1 1
t+1 :
Budget Forward,Estimates
1
| v
t+2 1
: Budget Forward Estimates
1
! 1 1
t t+1 t+2 t+3 t+4

(t = current year, t+1 = next year, etc.)




Medium Term Budgetary Framework FAQs

2. Finance Division & Planning
Commission

a. Whatisthe’ t op d o wn '’ oftbhedMiBp?0 n e nt

The -ddvermp’ C 0 nspramgthens t the
alignment of resources in the federal budget to the
strategies and priorities of the Government.

The ‘“top down’ component has 3 el
follows:

1 Its foundation is a macroeconomic and
fiscal forecast developed and updated by
the Finance Division to provide guidance on
available resources over the medium term;

1 Building on the economic and fiscal
forecast, a Budget Strategy Paper (BSP) is
prepared annually (in September and
February — March each year) to provide an
analysis of pressures on the budget and the
options for sectoral expenditure in the light
of government priorities. The BSP s
prepared jointly by Finance Division and the
Planning Commission;

1 Based on the analysis of the BSP, the setting
of indicative budget ceilings for the
recurrent and development budgets for
each line ministry at the start of the budget
preparation process.

b. What is the role of Finance Division in the MTBF?

Under the MTBF the role of the Finance Division will
be to:

1 Provide the macroeconomic and fiscal
forecast on which the MTBF is based;
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1 Support the preparation of an annual
Budget Strategy Paper, in collaboration with
the Planning Commission;

1 Provide technical advice and support to line
ministries to enable them to prepare MTBF
estimates for the recurrent budget;

1 lIssue three-year expenditure ceilings for
preparation of the recurrent budget under
the MTBF and update these annually in
accordance with the approved annual
budget and revised forward estimates;

1 Review the recurrent budget estimates
submitted by line ministries for compliance
with MTBF budgeting procedures, linkages
with policy objectives and priorities, and
value for money;

1 Assess any requests for expenditure in
excess of the MTBF expenditure ceilings
which may be submitted by line ministries;

1 Compile and issue MTBF budget estimates
as part of the annual budget
documentation.

c. What is the role of Planning Commission in the
MTBF?

Under the MTBF the role of the Planning Commission
will be to:

1 Support the preparation of an annual
Budget Strategy Paper, in collaboration with
the Finance Division;

1 Provide technical advice and capacity-
building to line ministries to enable them to
prepare  MTBF  estimates for the
development budget;

10
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1

Issue three-year expenditure ceilings for
preparation of the development budget in
accordance with a forecast of resources
available for development expenditure
issued by Finance Division;

Take overall responsibility for ensuring
development expenditure priorities are
reflected in the MTBF estimates prepared
by line ministries;

Review the development budget estimates
submitted by line ministries for compliance
with MTBF budgeting procedures, linkages
with stated policy objectives and priorities,
and value for money;

Assess any requests for expenditure in
excess of the MTBF expenditure ceilings
which may be submitted by line ministries
from time to time.

d. What is the Financial Programming Framework?

The Financial Programming Framework
(FPF) is a spreadsheet based
macroeconomic forecasting tool maintained
in the Budget Wing of Finance Division. It
uses a methodology developed by the
International Monetary Fund to guide fiscal
and monetary policy.

The FPF consists of linked projections for
the four sectors of the economy: the real
sector, monetary sector, external sector,
and fiscal sector

The FPF assists in analyzing the likely impact
of different economic forecasts on the fiscal
sector.

It provides a tool for setting the overall
parameters of the budget over the three

11
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year horizon of the MTBF, and assessing
resources available for discretionary
expenditure.

e. What is the Budget Strategy Paper?

The Budget Strategy Paper provides:

1 An analysis, in advance of detailed budget
preparation, of the resources expected to
be available for the federal budget;

1 An analysis of budget pressures arising from
on-going recurrent and capital expenditure
programmes and emerging priorities;

1 Recommendations for budgetary
allocations, at the strategic level, which will
permit the maximum achievement of
government objectives, while maintaining
fiscal discipline.

The BSP is developed jointly by the Finance Division
and the Planning Commission. It is considered at
Cabinet level. Under the MTBF the BSP is prepared
in two rounds annually in September and February —
March.

The first BSP, in September, leads to recurrent and
development budget preparation ceilings for all
ministries after allowing for non-discretionary
expenditure and contingencies. The second BSP, in
February, provides an updated macroeconomic and
fiscal forecast and fine-tunes the ceilings issued in
September for the updated resource forecast and
any policy or allocation issues which may not have
been resolved in the first BSP.

f. Whatare‘ dlimgs’ ?

Ceilings are limits within which a ministry should
prepare its budgets (recurrent and development).

12
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Ceilings for budget preparation for each ministry
should emerge from the BSP process. The ceilings
should reflect:

f The aggregate resource constraint;

1 Non-discretionary expenditures (for
example, debt repayment obligations);

1 Key policy priorities of government;

1 Management, over the medium term, of
pressures confronting the budget (e.g. debt
subsidies, major strategic investments).

Ceilings issued under the MTBF are ‘ niicative’, in the
sense that the Ministry of Finance reserves the right
to modify allocations during the budget preparation
process if this becomes unavoidable (for example,
owing to changes in available resources) or necessary
to reflect changes in policies or priorities over the
medium term.

The Finance Division is responsible for setting
recurrent budget ceilings. The Planning Commission
is responsible for setting development budget
ceilings. The role of line ministries is to indicate the
services (outputs) that can be financed within the
ceilings provided.

g. How does the MTBF relate to the PRSP?

The PRSP is a policy document which sets out the

government ' s poverty reducti on 0bj
priorities.  The MTBF represents the financing

framework for the PRSP and other national and

sectoral policy documents.

The role of the MTBF is to provide a set of
procedures which strengthen the ability of line
ministries to identify their priorities in the PRSP and

13
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reflect these priorities in their medium term
expenditure plans.

The MTBF should make the linkages between the
policies in the PRSP and actual budgetary allocations
more transparent.

h. How does MTBF relate to the PSDP and MTDF?

The PSDP sets outt he government’s public sec
investment objectives and priorities. In a similar

manner to the PRSP, the MTBF also represents the

financing framework for the PSDP.

The MTBF presents a rolling medium term
expenditure  framework to  facilitate  the
programming of development expenditures, which
by their nature often require a medium term
planning and implementation horizon.

The MTBF aims to provide greater predictability to
the Planning Commission and individual line
ministries regarding the availability of resources for
implementation of the PDSP.

The MTBF should help in ensuring that development
projects and programmes are initiated only when
there is a firm indication that there are sufficient
resources over the medium term for implementation
of the project or programme.

14



Medium Term Budgetary Framework FAQs

3. Line Ministry

a. Whatisthe’ b ot t ocompomem?

The “ buopt”t genenmof the MTBF works
with line ministries to:

1 Replace the traditional process for budget
preparation, which is driven upwards by the
spending units, with a top-down process
within each line ministry whereby the
senior management of the ministry directs
the budget preparation process;

1 Strengthen the definition of the services
(outputs) to be delivered by each ministry;

1 Identify the costs of delivering each service,
initially by mapping the current allocation
of expenditure  onto outputs, thereby
providin g a b a-peedutpun e ’

cost

The aim is to strengthen budget preparation in line
ministries by:

1 Developing budget preparation procedures
which help ensure that the strategic
objectives of the line ministry are reflected
in its budgetary allocations;

1 Increasing the role of senior line ministry
management in budget preparation as a
way of strengthening their ownership of
the budget and associated accountability;

1 Supporting complementary changes in the
role of Finance Division during review and
finalisation of budgets prepared by line
ministries;

1 Requiring budgets to be presented in a way
that clearly identifies the current cost of
each output (service delivered) so that

15
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issues of efficiency and effectiveness can be
assessed.

The figure below illustrates the approach to budget
preparation to be adopted under the bottom-up
component:

Approach to Budget Preparation

Downwards Identification of the ‘logic of intervention’
Upwards costing from activities 1o cutputs and outcomes

Ministry Strategic Objective Objectives are the high level
l I aims of the ministry or division
Outcomes are the measureable
Outcomes impact of services delivered
l I on a target population
Outputs are the services
Chutputs delivered by the ministry

division
Activities contribute to the

Activities production of an output and
can be costed

b. What s the ‘role of line ministries under the
MTBF?

The key feature of budgetary management under the
MTBF is delegated authority to line ministries.

1 Under the MTBF, detailed internal resource
allocation decisions in each ministry are left
to individual ministries as long as they
observe their ceilings.

16
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1 Line ministries are required to identify their
objectives, outputs and outcomes and to
link outputs to their budget.

1 Issue their spending units with budget
preparation ceilings that reflect their overall
ministry ceiling and their internal priorities
for expenditure.

1 Line ministries are also required to take
greater responsibility for  budgetary
management and performance.

c. Whatist he meani reg | @ fn gtsé

Ceilings are the maximum amount of resources
expected to be available to a line ministry for
implementation of its recurrent and development
activities. Ceilings guide the budget preparation
process for a line ministry. Ceilings are finalized and
approved at Cabinet level.

1 Ceilings are ‘“indi
Ministry of Finance reserves the right to
adjust ceilings to reflect changing budgetary
circumstances. They represent the best
estimate of overall resource availability by
the Ministry of Finance at the start of the
budget preparation process.

1 Ceilings are issued for a three-year period.
They are updated each year at the start of
the budget preparation process for central
parameters such as pay and inflation and
rolled forward by one year.

1 Ceilings for the recurrent budget are issued
by the Finance Division; ceilings for
development expenditure are issued by the
Planning Commission.

1 Provided ministries observe their ceilings,
interference by the central agencies of

rm

cat
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Finance and Planning in the internal
budgetary decisions of the line ministry
should be reduced.

d. What s the role of spending units in the MTBF?

Spending units are required to budget for the
services they deliver within the expenditure ceilings
issued to them by their ministry

e. How does a line ministry implement the MTBF?

Detailed steps for the preparation of MTBF budgets
by line ministries are set out in the MTBF
Guidelines, which are issued alongside the MTBF
Budget Call Circular each year by the Budget Wing
of Finance Division.

f. What is the Budget Call Circular?

The MTBF Budget Call Circular contain the forms,
instructions and timetable to be used in preparation
of budgets under MTBF mode. The MTBF BCC sets
out the steps between issuance of the BCC and
submission of final MTBF estimates to the Ministry
of Finance. The MTBF BCC contains the following
forms:

i. Forms to be reviewed and approved by the senior
management team of the line ministry

Purpose MTBF Forms

Identification of Ministry Qutputs MTBF Form LM - 1
(services to be delivered)

Mapping of Services (Outputs) onto MTBF Form LM - 2
Spending Units

Review of policies and strategic spending MTBF Form LM -3 & 4

priorities (recurrent, development)

18
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Purpose MTBF Forms

Internal breakdown of ministry ceiling MTBF Form LM -5
by Spending Unit / Output

Identification of Outcome and Output MTBF Form LM - 6
Indicators / Targets

Forms to be filled in by the spending units

Purpose MTBF Forms

Budget Estimates of the Spending Unit MTBF Form SU - 1
at detailed expenditure level (object)

Output (i.e. service delivery) Indicators MTBF Form SU - 2
and targets of a spending unit

Justification of Budget Estimates for key MTBF Form SU - 3
expenditure items

g. What are the MTBF Guidelines?

The MTBF Guidelines are issued by the Ministry of
Finance alongside the MTBF BCC. Their purpose is to
provide an explanation of the MTBF and its rationale
as well as a set of step-by-step procedures for
completion of the MTBF BCC by line ministries.

Since the MTBF reforms are being introduced across
the federal government progressively over a number
of years, the Guidelines provide an opportunity to set
out the wider vision for the budget reform process,
as well as to describe and explain specific reforms
which are to be introduced under MTBF.

19
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h. How does MTBF ‘empower’ a

The concept of empowerment covers several
dimensions. The MTBF aims to:

1 Provide ceilings to provide greater
predictability to line ministries during the
budget preparation process, to support
improved planning by line ministries. If line
ministries prepare their budgets within the
approved ceiling, the central agencies of
Finance and Planning will retreat from
detailed control of internal resource
allocation decisions;

1 Provide improved methodologies for
aligning budgets with available resources;

1 Support line ministries to take greater
control of their own financial management.
This will involve a reduction of detailed
involvement of Finance Division in the
management of approved budgets.

Under the MTBF, the role of the Finance Division
changes from one of detailed control of the budget
preparation process to a focus on the quality of
budgets produced.

20
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4. Other Stakeholders

a. How will the MTBF help Pakistan?

The MTBF will help ensure macroeconomic and fiscal
stability and will enable the government to align its
use of available resources more effectively around
stated goals for service delivery.

b. Will the MTBF affect budget documentation?

The MTBF reforms support improved transparency of
the budget. The MTBF requires ministries to link
their policy objectives to their outputs (services) and
their intended impact (outcomes). The MTBF
provides a set of budgeting procedures which line
identified outputs to budgets.

This supports the production of more transparent
budget documentation for each federal ministry, in
which the objectives, outcomes and outputs of the
ministry are presented in a structured way to show
how the ministry has allocated its budget among its
various outputs (services).

c. How does federal MTBF relate to the Provinces?

The MTBF does not directly involve the provinces,
who are responsible for developing their own
initiatives. However, appropriate linkages are being
established between federal and provincial
governments to ensure complementarities between
federal and provincial budget management systems.

d. How does MTBF relate to PIFRA?

The MTBF reform is supporting the roll-out of the
PIFRA financial management system in line ministries
to support budget preparation. Collaboration
between the MTBF and PIFRA reforms aims over the

21
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medium term for the full migration of IT support for
the MTBF reforms to the PIFRA system to allow for
reporting of actual expenditure against outputs for
each ministry.

e. Arethere legal constraints to implementation of
the MTBF?

The present legal framework for public financial
management does not prevent the MTBF from being
implemented.  But neither does it particularly
support it. The Ministry of Finance is reviewing
whether the legal and regulatory framework for PFM
requires modification to support the establishment
of the MTBF system of budgetary management.

f. Are other countries implementing MTBF type
reforms?

Multiyear budgeting and the incorporation of a
performance orientation to the budgetary process
are common in many countries, both developed and
developing.

In the early 1990s, many developed countries
suffered from growing fiscal deficits which, in some
countries, deteriorated into fiscal crises. As a
response, many decided to reform their budget
management systems to achieve more efficient
management of the budget and control over
expenditure. In Pakistan, the fiscal consolidation
that has been achieved in recent years provides the
basis for a more strategic, medium term approach to
the budget.

A wide range of developing countries have adopted
or are adopting medium term budgetary
frameworks. These MTBFs are at varying stages of
development, ranging from the pilot stage (e.g.
Pakistan) to the more developed MTBFs of

22
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Bangladesh and the Philippines and the almost fully
institutionalised MTEF of South Africa. In most cases
they are being implemented as part of a wider
package of public finance reforms.

g. Where can | find more information on MTBFs?

More information on the Pakistan MTBF can be
found on t he Ministry of Finance’
www.mtbfpakistan.gov.pk

For more information on the reform of public
financial management systems, go to
www.worldbank.org

23
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