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Thematic Budget Community of Practice (BCOP) Workshop  

BUDGETING FOR BASELINE EXPENDITURES 

Summary of Meeting’s Outcomes 

 

           Meeting Objectives and Participants 

This virtual workshop was held to examine a new topic of interest for BCOP 

members: budgeting for baseline expenditures. Spending baselines are 

fundamental to making credible projections of medium-term budgets and to 

conducting robust spending reviews. The topic was given top priority by the 

BCOP members based on BCOP’s internal online survey conducted in May 2021. 

The meeting objectives were:  

i. to examine IMF and France advices on preparing expenditure baselines 

for recurrent and capital expenditure; 

ii. to learn the Slovak Republic’s experience in estimating baselines for 

health sector expenditure; and 

iii. to agree on tasks to follow this workshop  
 

A total of 55 participants attended the meeting, of which 45 representatives 

from 10 BCOP member countries (Armenia, Belarus, Bosnia and Herzegovina, 

Bulgaria, Kosovo, Moldova, Russian Federation, Serbia, Turkey, and 

Uzbekistan). Aynura Bakaybaeva, Lead Economist from the State Budget 

Department of the Ministry of Finance of Uzbekistan and BCOP Chair led the 

meeting, and Iryna Shcherbyna, WB Senior Public Sector Specialist and BCOP 

Resource Team Coordinator, moderated it. 
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IMF’s Advice on Use of Baseline Estimates in Budget 
Preparation  

 

Mr. Fazeer Sheik Rahim, Senior Economist and Mr. Claude Wendling, 

Technical Assistance Advisor both with the International Monetary Fund 

(IMF)’s Fiscal Affairs Department presented IMF’s technical advice on 

baseline expenditure. Their presentation included definition and international 

examples of baseline expenditures; benefits and limitations; methodology and 

specific issues; and institutional requirements. The key rationale for preparing 

baseline expenditure is to minimize potential risks by identifying the future burden 

of baseline expenditures clearly and timely. 

 

Baselines can be defined as estimates of future expenditure under the 

assumption that current policies remain unchanged. In some countries, these 

are called no policy change scenario. The key notion is that the costs of delivering 

policies can change even if policies themselves remain unchanged. The cost 

changes can be driven by changes in price (such as an increase in 

pharmaceutical prices) and volume (i.e., demand, such as demographic changes 

driving demand for education) changes, as we as policy dynamics (such as 

different stages of infrastructure projects or different stages in pension reforms). 

Moreover, for some policies, savings can be achieved so that the same policies 

are delivered with lower costs due to efficiency gains. There are a few important 

factors to keep in mind for the expenditure baselines. Baselines have to have a 

multi-year perspective; however, they do not represent future allocations or 

expenditure forecasts. They only reflect spending dynamics if no new 

discretionary decisions are to be taken over the next few years. It is also important 

to prepare baselines using a bottom-up approach; however, this does not have 

to be done at a very disaggregated level for each policy. Several examples were 

presented, including Australia (which was the first country to prepare baselines 

in the 1980s), Madagascar, Senegal, South Africa, the United States, the 

European Union, and Poland. The original objective of preparing baselines was 

to relieve budget negotiations from the detailed line-by-line discussion to focus 

more on new policies. Later the focus was on getting precise information on 

available fiscal space. It is important to note that the fiscal space can be negative, 

in which case the baselines indicate the need for changing policies.  

 

There are multiple benefits of preparing baselines, as well as a few potential 

dangers to look out for. Baselines provide early indications of spending 

pressures and their drivers; help in the identification of fiscal space at macro-

fiscal level; simplify budget negotiations by focusing discussions on new policies; 

allow the reassessment of continuing past policies; and, when published, serve 

as a tool in the public debate on the fiscal sustainability of public policies. The 

danger is in relying too mechanically on baselines in budgeting, resulting in 

incremental budgeting and insufficient scrutiny in existing spending. As a 
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mitigation measure, it is recommended to conduct periodic spending reviews. 

Another danger is that baselines become future entitlements. To mitigate this risk, 

MoF needs to conduct an effective top-down approach to budgeting and clearly 

communicate to line ministries that all allocations are subject to fiscal space, 

including baselines.  

 

Speakers presented a step-by-step guide to preparing baselines. It is laid 

out in Exhibit 1. The preferred level of disaggregation in the first step depends 

on the availability of capacities, time, and data; and it affects the accuracy of the 

estimates. The choice of starting base is more complex than it seems, as the 

options include the current annual budget, previous annual execution, previous 

annual budget, and legal entitlements only.  

 

Exhibit 1: Steps to Prepare Expenditure Baseline 

 
 

The most important decision is in the second step – knowing and using 

adequate cost drivers. Exhibit 2 shows the approaches and examples. The 

default approach is the multiplication of price and volume. For each component 

of spending, prices and volume and factors that affect them should be 

determined. For each type of spending, there are different specific issues to 

consider. For wages and payroll expenditure, this includes the need to account 

for wage drift and be aware of the sensitivities related to wage negotiations. For 

interest spending, the interaction between interest forecasting and financing 

needs should be taken into account. For capital expenditure, a threshold or 

differentiating minor capital expenditures (which can be assumed to continue) 

and major capital expenditure (which should trail off) should be decided, as well 

as operational and maintenance baselines. For welfare spending, eligibility 

criteria, external environment, and behavioral factors should be considered, while 

interactions across programs pose additional complexity.  
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Exhibit 2: Issues to Consider for Cost Drivers 

 
 

Institutional roles usually depend on maturity in baseline preparation. At the 

initial stage, the process of baseline preparation is MoF-centric, whereas in more 

advanced stages, the role of line ministries increases, with MoF mostly providing 

guidelines and performing a challenge function. Even in the early stages, line 

ministries need to be included, while regardless of the stage, strong guidance of 

MoF is needed. In addition to the MoF budget department, there is also a role for 

the macro-fiscal department to provide updated macro-fiscal forecasts, 

customize parameters, and build capacities in line ministries. 

 

Key enablers, supporting reforms, and general advice for preparing 

baseline were also presented. A good budget classification that maps funding 

with spending areas/programs and is integrated with the accounting classification 

is a key enabler. Spending reviews are a necessary complement as they question 

baseline spending. A fully functional mid-term budget framework maximizes the 

usefulness and impact of baselines. Overall, applying the concept of baselines is 

not as straightforward as it may intuitively appear, a clear definition and 

methodology should be in place, addressing specific issues for different types of 

spending. The role of line ministries is crucial.  

 

A discussion was held following the presentation. It focused on the 

importance of budgeting classifications and the differences between budget 

forecasting and baselines. 
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Methodology for Establishing Baseline for Capital 
Expenditures in France 

Mr. Julien Dubertret, Inspector General of Finance and former Budget 

Director of the Ministry of Finance of France presented specificities of 

capital expenditure baselines, the methodology used in France, and 

additional tips for PEMPAL countries. He stressed that  although capital 

investment projects generally overrun, baselines on capital expenditures are 

usually over-estimated in budgeting. Thus, a specific methodology to avoid over-

estimation is needed. There is a natural discrepancy between ambitions and 

realities of capital expenditure (CAPEX) management and budget should reflect 

the realities rather than ambitions. Generally, there is insufficient knowledge of 

real CAPEX commitments in terms of ongoing projects that are viable and the 

effective amounts that have been contracted. CAPEX data collection and analysis 

are often deficient. At the same time, there is usually over-optimism about the 

CAPEX dynamics, exacerbated by the fact that CAPEX is often Government and 

line ministries’ priorities, while at the same time CAPEX projects are often 

complex and slow (in different stages and elements, including design of the 

project, tendering process, implementation hazards, legal issues, etc.). 

The key factor that is often overlooked is that the CAPEX baseline is mainly 

determined by past commitments. The general budget rule that there can be 

no payment without prior commitments (regardless of whether it is recorded) is 

especially important for CAPEX, for which the signature of the contract triggers a 

series of payments. The specificity of CAPEX is that the baseline represents a 

major part of the annual expenditure (up to 95%), unlike the recurrent expenditure 

where new expenditure is usually a much higher share of annual expenditure. For 

this reason, it can happen that payments remain at a high level although 

commitments are being reduced (this was the case for some countries in 2020 

amidst the pandemic). Thus, the relationship between commitments and 

payments for CAPEX is not as straightforward as it seems and should be 

assessed clearly and realistically to correctly plan for CAPEX baselines.  

Commitment authorizations and payment authorizations should be used to 

refine the CAPEX baseline. The upper limit for CAPEX is commitment 

authorizations that can be used only for CAPEX commitments. They may not be 

appropriations (which they are in the French system), but should effectively cap 

commitments on CAPEX. The relationship between commitment appropriations 

and payment appropriations for CAPEX should be analyzed, e.g., for a 3-year 

project, in the first year, the contract is signed, and commitment recorded using 

commitment appropriations. Then in each year payment installments are made 

using payment appropriations. Baselines can be prepared using a 3-step 

process, shown in Exhibit 3: establishing payment profile, accounting for actual 

commitments, and accounting for actual payments.  
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Exhibit 3: Steps in Preparing Baselines for Capital Expenditure 
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In assessing payment profiles, extensive discussions should be conducted 

between MoF and line ministries. Line ministries are usually over-optimistic in 

planning annual dynamics of project CAPEX implementation. A realistic 

distribution profile is an important assumption for setting the new baseline and 

new CAPEX appropriations. In addition, the payment profile should be 

periodically reassessed to account for potential implementation slow-downs 

and/or changes in actual versus planned spending patterns for permanent 

CAPEX components such as road maintenance. In France, CAPEX baselines 

are estimated taking into account that actual commitments are often below the 

budget authorization while actual payments are often below commitments, as 

shown in Exhibit 3. The speaker offered an additional tip for CAPEX planning – 

CAPEX appropriations carried over from the previous period should be deducted 

from the baseline, not letting the carryovers for CAPEX build over time. It should 

be stressed that the method presented can be used either in a strictly annual or 

in a multiannual framework. 

 

Participants held a discussion after the presentation was delivered. Some 

of the issues that were discussed included the ways to deal with CAPEX baseline 

planning in the systems where no full mid-term recording of commitments exist; 

the ways to prevent line ministers from overestimating CAPEX to create a buffer; 

and the IT system requirements for commitment entry. It was also noted that the 

presented French methodology is also used in the countries of francophone 

Africa, which also have a legal requirement to differentiate between commitment 

appropriations and payment appropriations.  

  

Country Case Study: Baselines for Health Sector 
Expenditure in the Slovak Republic 

 

Ms. Martina Erdelyiova, Senior Analyst in the Value for Money Unit of the 

Ministry of Finance of Slovak Republic delivered a presentation on 

establishing no policy change scenario for healthcare expenditure in the 

Slovak Republic. No policy change scenarios are developed with the help of  the 

Value for Money Division of the Ministry of Finance. The Division was created in 

2015, with an initial staff of 5 and a current staff of 45. The same Division is also 

in charge of spending reviews, conducting on average three spending reviews 

annually. In addition, the Division conducts investment appraisals and SOE 

optimization projects.  

 

Healthcare expenditure is specific in terms of decentralization and the 

financing system. The health sector is financed by the compulsory insurance 

contributions from the economically active population and contributions from the 

State budget for the economically inactive population, which was based on % 
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average wage and comprised a total of around 25 % of total revenues. 

Nevertheless, the focus in earlier years was mostly on the State contribution and 

planning was pro-cyclical with the pressure to increase State contribution. Not 

enough attention was given to the actual needs of the sector. The payment 

system was thus adjusted so that the State budget provides co-payment 

computed so that the total sector revenues are based on the total needs.  

 

Total needs of the healthcare sector (based on which State copayment is 

determined) are in turn projected by using a relatively simple no policy 

change scenario based on past expenditure. Revenues from the insurance 

contributions from economically active persons (paid as % of salary) are 

forecasted by the Tax Revenue Forecasting Committee based on 

macroeconomic forecasts. On the expenditure side, baselines for Ministry of 

Health and subordinate budget users are estimated using salary growth 

indexation for wage bill, consumer price index for goods and services, and a 

combination of salary growth indexation and consumer price index for transfers. 

For CAPEX and for EU projects, one-off projects are netted out and the remaining 

baseline is estimated by looking at all individual projects. Baselines for the 

expenditure of healthcare-providing institutions are more complex to estimate 

and take into account different legal framework for salaries of different types of 

medical and non-medical staff. An assumption is made to use the same index for 

all salaries. Exhibit 4 shows how estimates for different types of expenditures are 

estimated.  

 

Exhibit 4: Baselines for Types of Healthcare Expenditure  
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A brief discussion was held after the presentation. Topics that were 

discussed further included the ways to build capacities for baseline preparation 

in the Ministry of Finance and line ministries; the connection between spending 

reviews and baseline preparation; and the challenge of commitment and 

expenditure controls in the health sector.  

 

Agreed Follow-up from This Workshop   

It was decided that BCOP membership will be surveyed to gather feedback 

on the interest of member countries to continue discussions in this area of 

expenditure baselines. BCOP Resource Team will prepare and conduct a mini 

online survey of members. The survey will also explore specific potential 

subtopics of interest for BCOP to potentially examine further. 
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This event report has been developed by PEMPAL and is available in English, Russian, and 

Bosnian-Croatian-Serbian languages. Permission to use, reproduce, or translate this report or 

information included in this report can be sought by the project’s Team Leader Arman Vatyan at 

avatyan@worldbank.org. Technical questions can be sent to Naida Carsimamovic Vukotic at 

naidacar@gmail.com and Iryna Shcherbyna at  ishcherbyna@worlbank.org. For more information 

on PEMPAL, BCOP, and BCOP’s working groups, see the program’s website at www.pempal.org. 
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