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The Financial Programming Model (FPM) 
 

I. The core and goal of the FPM 
 

The FPM is used to develop a concerted actions plan to attain macroeconomic 
objectives. The FPM is an estimation technique which programs the 
macroeconomic policy and coordinates growth parameters across all sectors of 
the economy.  

 

This technique covers numerical targets of the economic policy and 
parameters of these economic policy tools to achieve the targets and allows to 
formulate macroeconomic framework of the economic activity for a certain 
period. Internationally, the FPM is built upon the International Monetary 
Fund’s (IMF) methodology.  

 

The FPM encompasses analyses of indicators, like the volume of the country’s 
output, inflation, public expenditures, the balance of payments and the 
exchange rate and allows to measure the impact of changes in these aggregates 
on the country’s economic landscape, as well as on the financial stability.  

 

The key goal in formulation of the program is to determine the policy decisions   
for maintaining macroeconomic stability. The FPM covers measures on 
regulation of money supply aimed at both regulation of domestic aggregate 
demand and manitenance of equilibrium in the balance of payments, 
minimization of unemployment and other macroeconomic goals through the 
monetary and fiscal policies.  

 

Linked analysis of events to occur in the economy and correctness of the 
adjusted economic policy significantly depend on economic data and statistic 
indicators included to the financial programming. Thus, the FPM is based upon 
interaction between macroeconomic indicators. These macroeconomic 
indicators cover national accounts, the balance of payments, public finance and 
monetary accounts. Analysis of these indicators within the financial 
programming framework identify whether sectoral policies mutually confront. 

The program is built upon functional interactions between macroeconomic 
indicators and the key macroeconomic equations dwelling in the national 
accounts system. Interaccount interactions boost the quality of analysis of 
economic processes on the previous period and future. 
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Figure1. Overall layout of the FPM 

 

 

 
 
 
 
 
Financial relationship among macroeconomic indicators is reflected in the 
financial funds flow matrix. This matrix allows to determine whether excess 
expenses in any sector are financed through excess accruals in another sector 
or by the external sector. 
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II. Macroeconomic sectors and working mechanism of the financial 
programming  

 

 
In general, the FPM consists of 4 sectors – the real sector, the fiscal sector, the 
external sector and the monetary sector. 

 

 
Real sector indicators are estimated through the GDP’s production and 
expense method and encompass income generation and utilization, as 
well as capital accounts. This sector also covers an indicators table on 
estimation of the oil and non-oil sector GDP. To note, certain real sector 
indicators are estimated through correlation to changes in other three 
sectors. For instance, changes in the money base are used when 
projecting inflation, evaluation of construction growth is related to public 
investment expenditures. 

 
The fiscal  sector covers central government’s fiscal and off-budget fund 
accounts. In other words, in a broader sence, this sector encompasses public 
financing and its relation to other economic sectors. Government sector’s 
consolidated budget structurally contains current and capital expenditure 
operations, and accounts, which finance budget deficit. The fiscal sector format 
within the financial programming framework has been improved to become 
analysis freindly. The revenue side of the government budget is classified as 
tax and non-tax income, while the expenses side includes current and capital 
expenses.  At the same time, revenue and expenses items of the budget are in 
more detail disaggregated. Intersectoral linkages of the budget may be 
exemplified through correlation of non-oil revenues of the budget to non-oil 
GDP growth, customs receipts to the import size, oil revenues to oil export, rise 
in budget’s current and capital expenses to economic growth and social targets 
and etc.    

 
External sector indicators, according to the IMF guidelines, are enriched by 
indicators reflecting economic operations of the country with the rest of the 
world within a certain period of time. In harmony with the objectives of the 
FPM, the balance of payments has been classified under an analytical format 
and is segregated as thus: i) external trade balance, ii) services balance,                     
iii) income balance, iv) current transfers, v) capital and finance flow account, 
vi) errors and omissions, vii) change in reserves. 
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Under the IMF’s Monetary and Financial Statistics Manual, financial 
corporations include central banks, commercial banks, other financial 
corporations (pension funds, insurance companies) and other financial 
intermediaries (non-bank credit unions). Monetary sector accounts in 
Azerbaijan include balance accounts of country’s commercial banks and of the 
Central Bank. In other words, the monetary survey – the analytic summary of 
the monetary sector is the sum total of the consolidated balance sheet of 
commercial banks and the Central Bank’s analytic balance. The monetary 
sector links to the real sector through money supply function. The model 
reflects this linkage via the following equation (the Fisher equation): 

 
M * V = P * Y 

 

 
where, M – money supply, V – velocity of money circulation, P – exist ing 
price  level  in  the economy,  Y – real Gross Domestic Product (GDP). 

 

 
The working mechanism of the financial programming covers mutual 
interaction, statistic coordination and projection of macroeconomic indicators,  
(see: Figure 3). 

 

Generally, close inter-sectoral linkages and dependency considerably boosts 
the quality of projection. For instance, changes in domestic oil extraction and 
oil prices under the relevant scenario requirements immediately affect 
surplus of the external sector, revenues of the fiscal sector, Central Bank                
FX market interventions, the monetary base and inflation. In other words, any 
change in sectors’ key policy indicators immediately push other sectors’ 
outcome indicators response. 



5 

   

 

III. Projection Methodology within the Financial Programming  
 
Projection within the financial programming observes the following sequence: 

 

 
a.     Analysis of the macroeconomic situation in the country  

 

Analytical analysis and the quality of projection within the financial 
programming markedly depend on proper explanation of changes in the 
economy. Furthermore, to attain macroeconomic objectives the real impact of 
existing policy tools needs to be objectively assessed. 

 

Figure 2. Projection frame and algorithm  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
b.     Evaluation of exogenous factors  

 

Projection of exogenous factors – primarily surfacing in external sector accounts – 
draws special attention. Change in the world economy, including price indexes in 
external trade, interest rates in the world market, shifts in supply and demand in 
partner and rival countries, needs to be addressed in the financial programming. 
These indicator-related projection numbers are derived from international financial 
institutions, analytic materials and statistic bulletins of various private and public 
structures. 
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c. How to set macroeconomic targets and develop policy measures plan on 
its basis  

 

In financial programming projections are primarily built for a short and 
medium run. Short-run projections cover a one-year period, while medium-run 
projections – the period up to 3 years. 

 

Initially projections in the model are separately developed per sector, based 
upon general macroeconomic goals set in the country. Firstly, the price and 
country’s overall output production are projected in national accounts, which is 
followed by projections on the balance of payments and public financing 
accounts and eventually on monetary sector accounts. It is not mere 
coincidence that the monetary sector is projected around the bend. Processes 
in other sectors of the economy considerably contribute to this sector’s 
accounts. 

 

To verify proper estimation of indicators and ensure inter-account 
coordination across projection phases, they need to be re-developed and 
corrected. 

 

Moreover, residual item needs to be identified per account. This item, being a 
balancing indicator in the account,  is an original warning for any problem in 
projections. 

 

Projections are built upon two scenarios: the base and program scenario. 
 

Base scenario: is developed in terms of probability of extension of the existing 
policy in each sector in future. In other words, the base scenario identifies 
whether there will be any changes in country’s macroeconomic indicators on 
the background of the previous period’s sustained policy. The key goal here 
is to identify whether problems lingering in the economy will be resolved 
by themselves, emerge anew or amplify amid the sustained policy. 

 

Program scenario: The program scenario initially sets macroeconomic goals, 
followed by, if necessary, programming of base scenario parameters per sector, 
developed in an initial phase. The program scenario is mainly the policy 
strategy, the country will pursue, to attain certain macroeconomic goals. The 
difference between program and base scenarios is in changes between the 
policies pursued in past and to be pursued in future. 



 

 

Figure 3. Relations between macroeconomic 
indicators 
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Fiscal sector 
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