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Outline

• What is the Medium term fiscal framework (MTFF) and why is it important?

• What is good practice with regard to MTFF?

• The importance of medium term budgeting

• What are expenditure ceilings and why are they particularly important for 
investment spending?
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What is a medium term fiscal framework?

• Aggregate 
fiscal discipline

• Allocative 
efficiency

• Operational 
Efficiency
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What is the Medium Term Fiscal Framework?

 A medium-term macro-fiscal forecasts: aggregate level of revenue, 
expenditure and financing, including a distinction between capitaland
recurrent and ongoing a new projects (PIMA institution 1)

 A comprehensive statement of fiscal policy objectives and targets 
consistent with macroeconomic stability and fiscal sustainability

 Embedded within realistic and internally consistent medium term 
macroeconomic projections.

 Aligns fiscal policy with budget preparation
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Example of MTFF in the region
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What is considered good practice?

Is there a MTFF in place to align the budget preparation with fiscal policy?

Weak: there is no MTFF adopted prior to budget preparation

Medium: There is an MTFF prepared prior to budget preparation, but it is limited to 
fiscal aggregates such as expenditure, revenue, deficit or borrowing

Good: There is an MTFF prepared prior to budget preparation, which includes fiscal 
aggregates and allows distinctions between recurrent and capital spending and 
ongoing and new projects
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Medium-term Fiscal 
Framework

Principles of fiscal management
Numerical fiscal rule
Disclosure requirements

Multi-year macroeconomic forecast
Multi-year fiscal forecast
Medium-term fiscal target

Multi-year expenditure ceiling
Multi-year spending allocations
Planning margin

Detailed expenditure outturn
Reconciliation of change from Budget
Explanation of discrepancies

Instrument Content

Medium-term 
Budget Framework

Final Accounts

Objective

Foundation for 
fiscal objectives

State multi-year 
fiscal policy 

targets 

Set multi-year 
spending plans

Report actual 
expenditure

Detailed expenditure appropriations
Other budgetary controls
Reconciliation of changes from MTBF

Fiscal Rule or
Responsibility Law

Annual Budget
Authorize 

annual 
expenditure

Medium Term Expenditure Ceilings 
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Medium term budgeting

1. Capturing deferred effects: 
 decisions today have consequences tomorrow

2. Making non-discretionary into discretionary: 
 all policies can be changed with enough time

3. Signaling future changes:
 managing expectations and allowing time to adapt 

4. Committing to future expenditure limits:
 binding limits addresses time-inconsistency of spending preferences 
 provides certainty on availability of funding
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Medium Term Expenditure Ceilings: Purpose and 
Concepts 
Understanding of the cost of government policies over the: 
 budget year
 medium-term (full project costs should be disclosed)
 long-term

Important to understand Baseline expenditures:
 No-policy-change basis (including existing commitments)
 Impact of new policies
 Parameter versus policy changes

Ceilings versus Estimates:
 Spending commitments can (and often do) exceed ceilings, important to also 

monitor and control contractual commitments
 Unrealistic budgeting can lead to unmet commitments or a build up of arrears
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Budget ceiling advantages

• Strong understanding of baseline expenditure estimates becomes very important 
when thinking about the medium-term.

• Elements that are static year to year become fluid over the medium and long term
Population characteristics change
Behavioral responses
Greater policy discretion

• Medium-term Forecasts provide policy certainty and guidance to all players

• Present the full cost of policies over time
Allows for early adjustments for unsustainable policy commitments
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Models of budget ceilings…

Legislative 
endorsement

Promotes parliamentary buy-in 
…

… and elevates the status of 
medium-term ceilings and 

estimates …

…but can make the framework 
rigid

Example: Austria, Australia, 
Sweden

Information only

Exposes the fiscal impact of the 
government’s budget …

… and increases the 
government’s accountability …

… but risks being treated lightly 
if no formal approval

Example: UK, Finland

No legislative role

The medium-term framework is 
an internal instrument for the 

government …

… high risk of becoming a 
technical exercise with little 
impact on decision-making
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What is good practice in medium term budgeting?
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