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Abstract

The analyses of the macroeconomic developments mainly are based on the data from the basic macroeconom-
ic accounts – national accounts, balance of payments, monetary survey, government statistics. Based upon the-
oretical grounds and international methodological principles and standards, an effort has been made for estab-
lishing and developing a consistent framework for analyzing flow of funds in the Republic of Macedonia. The
matrices has been constructed and a quantitative analysis has been conveyed on the flows of financial funds
amongst the sectors in the Macedonian economy for the period 2004-2013. Based on the constucted matrices,
(1) the position of the each sector as a net debtor/creditor is assessed, (2) the sources for financing/investing
of that position are analyzed, and (3) the flows of funds among the sectors are assessed. Special attention is
given to the effects of the crisis, therefore two sub-period are distinguished and separately analyzed: 2004-2008
as a pre-crisis period and 2009-2013 as a post-crisis period.  In these two sub-period the changes in the behav-
ior of the main sectors of the Macedonian economy are analyzed in terms of their net lending/borrowing posi-
tion and the sources of funding that position.   

Keywords: national accounts, monetary survey, budget account, balance of payments, saving-investment gap,
flow of funds account, crisis.  
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I. METHODOLOGICAL NOTES

1. Basic flow of funds acoount
A basic flow of funds account is a modified form of the flow of funds matrix that employs a reduced number

of sector and financial asset categories. The sectors chosen are those most important for financial analysis

and for which data are available-remaining sectors are placed in a residual category. Basic flow of funds

accounts are useful in macroeconomic modeling and provide a framework for financial programming. These

accounts demonstrate a number of sectoral relationships (including consistency of flows between sectors

with macroeconomic objectives such as a sustainable balance of payments position, adequacy of credit from

depository corporations to specified sectors, financing of the central government deficit, etc.) that can be

tested for consistency within a flow of funds framework.5

In the basic flow of funds account of cash flows, the economy is divided into two general sectors: domestic

and rest of the world. Within the domestic sector, three main sub-sectors are further distinguished: central

government, private sector and the depository corporations sector (banking sector). At this level the private

sector is a residual sector and incorporates: households, non-profit institutions serving households (NPISH),

other financial corporations and local government.   

The basic flow of funds account links the non-economic activities (current and capital account in the System

of national account - SNA) - marked as components “above the line” with the financial activities - marked as

components “below the line”. The components “above the line” include flows such as: disposable income,

final consumption, net capital investment, export and import of goods and services.  These categories are

used to assess the position of each sector as a net creditor or a net debtor. The components “belowe the

line” show the financing / investing in the net borrowing / lending position of the sectors. If the position of a

particular sector is net creditor (positive sign), that means the sector increased the resources from the pro-

duction process. Consequently a positive sign in the finacing part of the account (domestic and external)

means that the sector has decreased its financial assets or increased its financial obligations. On the other

hand, a negative sign indicates that the sector is a net debtor i.e its spending exceeds its income derived

from production    

Consequently a negative sign in the finacing part of the account indicates that the sector has increased its

financial assets or decreased its financial obligations.  

1.1. Structure and elements of the flow of funds account
Flow of funds account consists of three parts:   

I. Net lending/borrowing, indicating the non-financing (real) transaction of the separate sectors; 

II. Financing, consisting two standard subcategories: (1) External (foreign) financing, including foreign direct

investment, foreign borrowing (loans, credits, deposits and other types of borrowing) and net foreign assets,

and  (2) Domestic financing, including the change in domestic credits, change in broad money and other

domestic financing (operations realized through the other non-banking financial institution); and

III. Other itms, net, that represent corrective items for equalization of the difference between net lending/bor-

rowing and financing of the separate sectors.

Net lending/borrowing of the national economy represents difference between  net saving and net invest-

ment of the overall economy. This is the main item of the flow of fund matrix showing the amount of funds

available for lending in case where the saving exceeds the investment or the amount of funds needed to bor-

row in case where the saving is lower than investment. 

5)  Monetary and Financial Statistics Manual, IMF, 2001. 
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Net lending/borrowing = Saving - Investment

Saving = Gross National Disposable Income  - Consumption 

Gross National Disposable Income  = Consumption + Investment + Export - Import  + Income from abro-

ad (net) + Current transfers from abroad (net)

The net lending/borrowing position of the „central government (c.g)” is calculated on the basis of the govern-

ment finance statistics. The net lending/borrowing position of the central government is equal to the budget

surplus / deficit realized in that period. The separate categories are calculated as follows:

Gross National Disposable Income c.g. = Total revenues and grants c.g. – Capital transfers from abroad c.g.

– Interest payments c.g. – Transfers c.g.

Consumption c.g. = Current expenditures c.g. - Interest payments c.g.  - Transfers c.g.

The net lending/borrowing position of the sector „rest of the world – abroad (s)” is calculated on the basis of

the data from the balance of payments statistics government. This item is equal to the balance of payment

current account:  

Net lending/borrowing s. = Export - Import  + Income from abroad (net) + Current transfers from abroad (net)

The net lending/borrowing position of the „private sector” is calculated as a residual  (difference between net

lending/borrowing of the overall economy and net lending/borrowing of the central government sector).

Commonplace practice when preparing the net lending/borrowing position of the depository corporations

sector is to assume that it is equal to zero, given the redistributive function of this sector. 

2. Two important linkages between the national accounts and balance of payments 
There are two important linkages between the set of data from the national accounts and data from the

balance of payments6, that are necessary for the preparation of the current and capital account i.e the com-

ponents „above the line” in the matrix. The first macroeconomic relationship refers to the link between aggre-

gate income and demand and the balance of payments current account. According to this macroeconomic

relationship, balance of payments current account (CAB) “ex post” is equal to the difference (gap) between

gross national disposable income (GNDI) and absoption (A) i.e GNDI - A = CAB. The interpretation of this

relationship is that the current account deficit occurs when the economy absorbs more than it produces i.e

the current account deficit reflects the excess of absorption over the income. 

The second macroeconomic relationship refers to the link between aggregate savings and investment and

the balance of payments current account. According to this macroeconomic relationship, balance of pay-

ments current account (CAB) “ex post” is equal to the difference between the savings (S) and investment (I)

in the national economy i.e S - I = CAB. The interpretation of this relationship is that the current account defi-

cit occurs when investment exceeds domestic saving, wherein this difference must be covered using a fore-

ign (imported) savings. 

6) Richard Barth, William Hemphill, IMF Institute (2000), "Financial Programming and Policy".
37

CEA Journal of Economics



II. FLOW OF FUNDS ACCOUNT FOR THE MACEDONIAN ECONOMY

Data sources 

National accounts – trends and effects of the crisis  
The System of national accounts (SNA) represents a useful statistical framework for macroeconomic analy-

sis because it is flexible enough to adapt to different economic theories and models and to meet the

demands of countries with different levels of development. National accounts in Macedonia are mostly pre-

pared and presented in accordance with the internationally standards and definitions given in the SNA 2008.7

Table 1. National accounts in the R.Macedonia (2004-2013)

Source: State statistical office of the R.Macedonia and own calculation

According to available data and calculation, GNDI of the R.Macedonia in the period 2005-2013 registered a

continuous increase with an average annual growth rate of about 7%. Within the gross national disposable

income, final consumption, gross investment and net transfers from abroad increase the GNDI while net

imports of goods and services and net income from abroad act in a opposit direction. The crisis caused a

slowdown in the growth rate of the GNDI – the average GNDI growth rate in the pre-crisis period (2005-2008)

was about 11%, while after the crisis (2009-2013) it was around 4%. This is due to the significantly reduced

absorption in the period after the crisis (reduced by 10 percentage points on average), with simultaneously

reduced final consumption and investment. 

The two macroeconomic categories that are important in terms of compiling flow of funds matrices in the eco-

nomy, investment and savings, for the period 2005-2013 registered an average annual growth rate of about

8% and 13% respectively. The crisis caused a significant reduction in the annual growth rate of investment

(17% in the period before the crisis to 1% after the crisis). On the other hand, the savings growth rate recor-

ded a moderate increase (from 12% on average before the crisis to 14% after the crisis). 

Balance of payments - trends and effects of the crisis 
The balance of payments is a statistical statement that systematically summarizes, for a specific time peri-

od, the economic transactions of an economy with the rest of the world. Transactions, for the most part

between residents and nonresidents,consist of those involving goods, services, and income; those involving

financial claims on, and liabilities to, the rest of the world; and those (such as gifts) classified as transfers,

which involve offsetting entries to balance—in an accounting sense—one-sided transactions.8

7) United Nations, "System of National Accounts 2008".    

8) "Balance of Payment Manual", IMF, 6th edition, 2009.
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Table 2. Balance of payments of the R.Macedonia (2004-2013)

Source: National bank of the R.Macedonia and own calculation

Republic of Macedonia in the period 2004-2013 realized continuous balance of payments current account

deficit, in an amount of about 295 million EUR on average.  Expressed as a percentage of GDP, the avera-

ge current account deficit in the analyzed period was 4.8% od GDP - in the pre-crisis period average deficit

was almost twice higher compared to the period after the crisis (6% of the GDP versus 3% od BDP). In con-

ditions of increased trade deficit, declining current account deficit was due to the significantly higher inflow

of transfers from abroad.

The main determinant of the balance of payments current account deficit is trade deficit (on average 1.4 bil-

lion EUR per year), partially offset by relatively high inflows of current transfers (on average around 1.2 bil-

lion EUR per year). In the financial account, the largest inflow was generated from direct investment (on ave-

rage 256 million EUR). With the outbreak of the global economic crisis the direct investment inflows decli-

ned. The balance of payments overall balance in the period 2004-2013 is positive (with the exception of 2008

and 2013 godina) with amount of about 130 million EUR (about 2% of GDP) - approximately the same inc-

rease is registered in the foreign reserves. This means that in biggest part of the analyzed period inflows in

the financial account are higher than the current account deficit, resulting in foreign reserves increase.  

Monetary survey - trends and effects of the crisis  
Monetray survey are consolidated balance sheets of depository corporations sector (monetary authority and

depository institutions). This means that monetary survey consolidates data from individual balance sheets

of monetary authorities and deposit money banks in a survey, thus providing a statistical assessment of vari-

ous definitions of money and credit. 
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Table 3. Monetary survey of the R.Macedonia (2004-2013)

Source: National bank of the R.Macedonia 

Net foreign assets of the banking sector in R.Macedonia in the period 2004-2013 registered a continuous

increase (with the exception of 2008 and 2013), with cumulative growth of around 800 million EUR. The inc-

rease is due to significant increase of net foreign assets of NBRM (approximately by 1.2 billion EUR), while

net foreign assets of the deposit money banks declined (by about 430 million EUR because of increased

foreign liabilities). At the same time, net domestic assets of the depository institutions recorded a cumulati-

ve increase of about 2.4 billion EUR, almost entirely determined by the growth of domestic credit to the pri-

vate sector (by about 3 billion EUR). Regarding the money supply (deposits of the non-government sector)

in the period 2004-2013 a cumulative increase of about 3.2 billion EUR was registered, mainly due to the

increase of short-term deposits of the non-government sector (by 1.6 billion EUR). The crisis caused: (1) a

significant reduction in the growth rate of loans to the private sector, and (2) preference for long-term

savings, which was not the case before the crisis.

Central government budget - trends and effects of the crisis 
Government financial statistics records and presents transactions between government sector and other

sectors in the economy (including rest of the world sector).  This statistic is prepared in accordance with the

recommendations and standards contained in the IMF GFS Manual.9

Table 4. Central government budget of the R.Macedonia (2004-2013)

Source: Ministry of finance and own calculations

9) In R. Macedonia the Government finance statistic is prepared according to the IMF GFS Manual 1986, meaning that the data in
the Macedonian budget are presented on cash basis, not on accrual basis (IMF GFS Manual 2001).  40
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After a realization of relatively balanced budgets in the period 2004-2008, in the period 2009-2013 higher

budget deficits were achieved (for a cumulative amount of 1.1 billion EUR), which corresponds with the more

expansive fiscal policy guided in the period after the the crisis. Gross disposable income of the central

government in the period 2004-2013 amounted about 715 million EUR on average, with an average amount

of consumption of 600 million EUR, savings of 115 million EUR and the state’s investment of 230 million

EUR. The crisis caused a decline of GNDI of the central governmen, as a result of reduced savings (while

government consumption remained almost unchanged). As a consequence of these trends in 2013 govern-

ment consumption exceed its GNDI, thus resulting in a negative value of central government saving.

Expressed as % of GDP, government saving is around 2% of GDP on average, with relatively small share of

investment of about 3.5%.  

2. Construction and analysis of account of flows of funds among the sectors in the Macedonian

economy 

Based on the data from the underlying macroeconomic statistics and according to the methodology descri-

bed above a matrix of cumulative financial flows among the main sectors of the Macedonian economy was

constructed. The analysis of the matrix shows that in the period 2004-2013 the difference saving-investments

in Macedonia is negative, i.e investments are permanently higher than savings (cumulative by 2.9 billion

EUR, or by 4.7% of GDP). Analyzed by periods, net borrowing position of the Macedonian economy after the

crisis declined - from 1.8 billion EUR in the five years before the crisis to 1.1 billion EUR in the five years

after the crisis. 

Analysed by sectors in the analyzed period, both private sector and central government are net borrowers

with higher amount of net borrowing in the private sector - 2.9% of GDP (private sector) vs 1.9% of GDP

(central government).  The overall investments of the private sector are around 22% of GDP, while saving is

around 19% of GDP.  

Table 5. Flow of funds account in the R.Macedonia (cumulative 2004-2013)

Source: State statistical office, Ministry of finance, NBRM and own calculations
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Chart 1. 

Saving – investment gap: private vs government sector

(effects of crisis)

(mill. EUR)

Source: State statistical office, Ministry of finance, NBRM
and own calculations

Chart 2. 

Flow of funds among the sectors in the 

Macedonian economy 

(in mill. EUR) 

(cumulative, 2004-2013)

(cumulative, 2004-2008 before the crises) (cumulative, 2009-2013 after the crises)

Source: own calculations

The crisis caused a significant reduction in the net debt position of the private sector of 1.8 billion EUR (in

the period 2004-2008) to only 24 million EUR in the period 2009-2013 (Chart 1). This decline is mainly due

to the significant increase in the savings of the private sector - from 3.9 billion EUR in the pre-crisis period

to 8.2 billion EUR in the post-crisis period. At the same time an opposite movement was registered in the

central government - significantly increase of its net borrowing position (from 27 million EUR in the pre-cri-

sis period to 1.1 billion EUR in the post-crisis period). This shift is due to the significant reduction in central

government saving (from 940 million EUR to 200 million EUR), with a simultaneous increase in investment

(by about 360 million EUR) as a result of fiscal authorities response to the global economic crisis. 42

Flow of funds account in the Macedonian economy – methodology, trends and effects of the crisis



Analysing the financing part of the matrix, in the period 2004-2013 the net borrowing position of the private

sector is almost entirely financed from abroad (a cumulative amount of about 3.1 billion EUR - mostly in the

form of foreign direct investment). In the domestic financing a negative amount was registered, which means

that the private sector in Macedonia “gives” more than it uses funds from the other sectors of the economy.

In the transactions with the banking sector, the private sector appears as a net creditor in an amount of 360

million EUR. The banking sector appears as a net lender to both the external sector and central government.

Simultaneously the government sector uses almost identical amounts from domestic and foreign sources in

order to finance its net borrowing position. 

Dynamic analysis of the sources of funding points to a significant displacement mainly as a result of the glob-

al economic crisis. This shift in the sources of financing corresponds to the significant changes in the posi-

tions of the private sector and the central government that were explained above. The banking sector from

net creditor to the private sector in the period 2004-2008 becomes a net debtor to the private sector in the

period 2009-2013 – the banking sector receives more funds in the form of deposits than it gives to in a form

of loans, thus reflecting a growing caution of banks in times of crisis and increased risks.  At the same time,

the banks raise funds kept in foreign banks and increase the amount of funds transferred to the central gov-

ernment - mainly through the increased purchase of government securities. Also the inflow from abroad to

the private sector is significantly reduced. Significantly increased net borrowing position of the central gov-

ernment in the last five years besides the banks mostly is financed from abroad - Eurobond issuance and

use of foreign credits. This represents a change in direction in the relationship between the government sec-

tor and abroad.  

Concluding remarks

Based upon theoretical grounds and international methodological principles and standards, an effort has

been made for establishing and developing a consistent framework for analyzing flow of funds in the

Republic of Macedonia. The matrices has been constructed and a quantitative analysis has been conveyed

on the flows of financial funds amongst the sectors in the Macedonian economy for the period 2004-2013.

The data from major macroeconomic accounts - national accounts, budget, monetary statistics and balance

of payments - were used for preparation of the matrices for the Macedonian economy. The main findings of

the analysis of flows of funds account in Macedonia are the following: 

l In the period 2004-2013 saving-investment gap for the Macedonian economy is negative (invest-

ments are permanently higher than savings on average about 5% of GDP), as a result of the net bor-

rowing position of the private sector (saving-investment gap of about 3% of GDP) and of the govern-

ment sector (about 2% of GDP); 

l The crisis caused a significant reduction in the net borrowing position of the private sector mainly as

a result of the significant increase in the savings of the private sector. At the same time an opposite

movement was registered in the central government - significantly increase of its net borrowing posi-

tion as a result of fiscal authorities response to the global economic crisis;

l The net borrowing position of the private sector is almost entirely financed from abroad, while gov-

ernment sector uses almost identical amounts from domestic and foreign sources in order to finance

its net borrowing position in the period 2004-2013;

l The global economic crisis caused significant displacement of the sources of funding mainly as a

result of the global economic crisis. The banking sector changed its net creditor position to net debtor

position to the private sector raising funds kept in foreign banks and increases the purchases of gov-

ernment securities. Also the inflow from abroad to the private sector was significantly reduced, while

government increased use of funds from abroad.
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