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‘ What Is Financial Programming & Policies About?

First, it is about working what is going on in the
economy (and what causes what)
- Developing the ‘Big Picture’

Second, it is about forecasting where the economy
is going to go without policy intervention
- Developing a baseline scenario

Third, it is about designing policies that keep the
economy stable and prevent crisis
— Developing a policy scenario

‘ What Is Financial Programming & Policies About?
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‘ Main Macroeconomic Sectors

Real G T Fiscal
Sector Policies
CA=5-| Interest rates/exchange Monetary financing
rate
Balance of Monetary

Payments rv-nrasnoc Policies




Main Macroeconomic Sectors—Real Sector

Estimate of GDP

Goods and services (real flo

K======Production Approach

Money (financial flow) (X sectoral "value added")
"Goods Market" ==+ Expenditure Approach
(Y=C+I1+X-M)
HOUSEHOLDS PRODUCERS

NON-RESIDENTS

Income Approach
(Y =wages + OS+TSP)

"Factors Market"
©

Wages (financial flow)

OS=gross operating surpluses of
enterprises (including profits, rents, interests)

Labor (real flow) TSP=taxes less subsidies

Main Macroeconomic Sectors—Real Sector

Inflation Determinants
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‘ Main Macroeconomic Sectors—Fiscal Sector

The government budget:

Fiscal Revenue and Expenditure (in % of GDP)

* Revenue 30.0%

25.0%

* Expenditure

H Revenue (incl.

20.0% - grants)

* Net lending / borrowing ..,
[Overall balance] 10.0% 1

#| W Expenditure
— External financing 5.0% -

0.0% -

— Domestic financing ‘oo

Net lending /

-10.0% borrowing
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‘ Main Macroeconomic Sectors—Fiscal Sector

Recapping the overall balance:

Total revenues and grants —
Total expenditures and net lending =
OVERALL BALANCE

* It reflects the financing needs of the general government, and
is called the net borrowing requirement under GFS 2001

* The change in the overall balance—usually measured in
percent of GDP—is a rough proxy for the impact of fiscal policy
on aggregate demand

» The overall balance is a key determinant of debt sustainability




‘ Main Macroeconomic Sectors—External Sector

Basic structure of the Balance of Payment:

Current Account

Capital and Financial Account

Overall Balance

Financing

‘ Main Macroeconomic Sectors—External Sector

Assessing foreign exchange reserve adequacy:

International Reserves

> In relation to trade: : - 120
In months of prospective imports (LHS) 1/

i m p O rt Cove ra ge In months of prospective imports, excluding resource imports (LHS) 1/

—In percent of foreign currency deposits (RHS) 100
» Rule of thumb: reserves 4
should cover 3 months of 80
imports 3

60

40

» Inrelation to capital

flows: how vulnerable is

country to sudden capital 0
Jan-08 Jan-09 Jan-10 Jan-11 Jan-12 Jan-13
outflow?
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‘Main Macroeconomic Sectors—Monetary Sector

Central bank objectives & functions:

Monetary e Monetary policy
Stability e Exchange rate policy

Financial e Prudential policy
stability e Supervision, oversight

. . FX intervention
POlICV Operation FX reserve management

Functions Liquidity management
Lender of last resort
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‘ Macroeconomic Analysis

M acroeconomic ana |Y5|5 on Figure 1. Lao P.D.R.: Growth is Strong; Price Pressures are Picking Up
i Growth remained close to 8 percent in 2012, ... wwith impetus from services, construction, and
one level IS a bO ut .. manufacturing, similar to 2011.
Contribution to GDP Growth (2002 prices) Contribution to GDP growth (2002 prices)
0 percent) 1 perceny
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* Flagging fiscal and g e s

monetary policy issues for - )

policy makers ”°°

At another level,
macroeconomic analysis is

about telling a story and o s s s o s s
illustrating it with numbers ...
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‘ Informed Economic Policy Decision-Making

What should fiscal and
monetary policies do?

- Depends on the issue
at hand!

* |s macroeconomic
demand the issue?

b 4

* Or external I
imbalances?
e Or are there structural ’ |

issues? -
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‘ Demand Management Policy Tree

Tax rate

Revenue - Tax base
. Tax administration
Fiscal —> Consumption
Isca Interest
S oF » Expenditure "
»  Policies P , Transfers
» Investment
. . | —7 Seigniorage
Financing g g
™. Debt
Demand
Management
> M Reserve
Monetary on.ey requirements
, — Credit OMOs

Policies L, Interest rate

—— Exchange rate
- Inflation target FX swaps
L Dollarization

Rediscounts

‘ Expenditure Switching Policy Tree

> Exchange rate policy

Wage Policy
Exp?ndi.ture > Income policy /
SWItCh | ng \ Price Policy
> Tariffs
> Trade policy — Quotas
——— Export Promotion




‘ Structural PoIic¥ Tree
Price Reform Liberalization

| » Hard Budget Constraint

Tax System

Expenditure
Structure

Social Safety Nets

Cash Management
(Treasury)

L

Improve Enterprise Reform
Resource
Allocation Fiscal Reform
Financial
Sector Reform
Increase
Labor Market
Output Reform
(Supply-side |—> Increase Investment
Policies) £ P in Physical and
Xpan .
Productive Human Capital
L Capacity Increase
Investment
Return

Increase Total

*| Factor Productivity
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‘ Financial Programming & Policies
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‘ Aims of a Financial Program

Financial Program v ]
Comprehensive set of . _ acroeconomic
coordinated economic @l> stability

policies

Credibility /
market expectations
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‘ Iterations to Form a Financial Program

Where
are we? A. Program

Objectives Are we
going to
be on
track?

What are the .
effects? C. Consistent

2l [Folley Program

Measures

Projections

What can we do?
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Thank You!

It is going to be a long-and-difficult journey
these two weeks ...

But we do provide lunch and coffee.




