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1 INTRODUCTION

This paper reviews the development over time of the
financial surpluses/deficits of the different broad economic
sectors, 1 e , the personal sector, companies, government
and the external sector The form 1n which different
sectors’ financial surpluses/deficits are held 1s then
reviewed, and this affords an opportunity to consider the
evolution of various types of financial assets and
li1abilities since 1960 Data are obtained from both
published and unpublished sources A degree of estimation
1s required on occasion, and a number of somewhat arbitrary
assumptions are necessary For this reason, certain data
are more “ball-park” than precise estimates However, 1t 1s
believed that the broad picture sketched 1s a reasonably
reliable one

2 SECTORAL FINANCIAL SURPLUSES AND DEFICITS

A starting point 1s made by reviewing the financial
surpluses/deficits of the different broad economic sectors
Previous work in this area has been undertaken by Dowling
(1973) and more recently by Honohan (1982) The former
paper, a pioneering one for Ireland, constructed data series
for the net financial surplus/deficit of each sector for the

* The views expressed in this paper are not necessarily
those held by the Central Bank of Ireland The author would
like to acknowledge the valuable comments of an anonymous
referee and several colleagues in the Bank, especially
Padraig McGowan, Joe Doherty, Noel McEvoy and David Lynch
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years 1949 to 1972 and examined the factors giving rise

to these surpluses and deficits, it did not
systematicallyexamine the disposition of the different
sectors’ financial assets and liabilities This
extension, 1n effect a flow of funds analysis, was done

by Honohan (1982) for the years 1972 to 1977 The present
paper updates the series of different sectors’ financial
surpluses/deficits through 1985, and, secondly, presents
data on flows of funds for the years 1960 to 1985 It
builds, therefore, on the work of Honohan, employs
additional data sources for this purpose, but does not use
the estimation techniques used by Honohan

It may be helpful to put some perspective on this exercise
by reviewing briefly the various types of sectoral accounts
that arise 1n national accounting and that provide the basis
for deriving sectoral surpluses and deficits

There are basically four main types of such accounts,
production (or operating) accounts, i1ncome and expenditure

Table 1 A Sector’s Accounts (an 1llustration)
Trading Account

Sales Revenue
less Production Expenses
Equals Gross Trading Profit

Appropriration Account

Gross Trading Profit
Plus Rent and non-trading income
Less Payments of dividends, interest, taxes
Equals Undistributed Income (Savings)

Capital Account

Undistributed Income
Plus Capital Transfers
Less Gross domestic fixed capital formation
Less Increase 1n value of stocks
Less Capital taxes
Equals Financial Surplus/Deficit
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Financial Account

Changes 1n financial assets
Changes 1n financial liabilities
£guals net financial surplus/deficit

(or appropriation) accounts, capital accounts and financial
accounts The relation between these accounts 1s set out in
Table 1 below, only major 1tems are entered in the accounts
for brevity’'s sake Production accounts are appropriate
only to enterprises and give rise to trading profit,
interest receipts and payments are regarded as transfer
payments and, consequently, do not enter the computation of
trading profits 1n the national accounts The balance on
the production account 1s carried to the appropriation
account, and, when taken 1n conjunction with net current

transfer 1ncome, 1 e , non-trading income less dividend,
interest and income tax payments, gives rise to companies’
savings There are, of course, corresponding appropriation

or current income and expenditure accounts for the personal
and government sectors

The capital account for each sector shows as receipts
the savings balance on the i1ncome and expenditure account
and capital transfers received from other sources This 1s
balanced by the 1increase in physical 1nvesiment (fixed
investment and i1nventories), capital transfers paid and a
financial surplus or deficit This financial surplus or
deficit 1s carried from each sector’s capital account to 1ts
financial account The sum of each sector’s transactions in
financial assets and 1liabialities must be equal to this
balance The financial (or flow of funds) account in effect
shows the change 1n the various Ffinancial assets and
liabilities for each sector Taking all resident sectors
together, the country may have a net financial surplus or
deficit, this, of course, corresponds to the net financial
deficat or surplus of the overseas sector vis-a-vis
residents

The 1Irish National Accounts are not fully articulated
in the sense that all the entries i1n the sets of accounts

noted above are specifically 1dentified However, the
published National Accounts do present sufficient data to
enable sectoral capital accounts to be estimated The
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sources and uses of funds 1in the various sectors’ capital
accounts, and the difference between these two aggregates -
which 15 equal to the net acquisition of financial assets by
each sector - 1s presented in Table 2

The sources of funds for each sector are savings (1 e ,
the difference between 1ncome and expenditure, i1ncluding net
transfer 1income), depreciation and capital grants, or
capital taxes and net foreign capital transfers in the case
of the Government Funds could also be generated for a
particular sector by the sale of real assets by that sector
to another sector However, such 1inter-sectoral sales,
between, for example, the personal sector and the companies
sector, are likely to be small from one year to the next
In any event, the absence of data on such transactions
precludes their inclusion i1n a funds table

Funds can be used 1n a number of ways by each sector,
for investment in fixed capital, to finance stock-building,
to pay capital taxes or, 1in the case of the Government, to
make capital transfers to other sectors If depreciation as
a source of funds 1s 1gnored, then the fixed capital
financed 1s, of course, net, rather than gross, capital
formation The difference between each sector’s sources and
uses of funds represents 1is net acquisition of financial
assets/liabilities

The data in Table 2 show that, 1in nominal terms, the
personal sector has run an increasing financial surplus over

the period (The personal sector here includes not only
private individuals but also the farming sector and
unincorporated businesses Annual data pre-1970 are given
in Dowling (1973)) The companies’ sector’s financial
defici1t, on the other hand, has 1increased significantly over
the period with a notable decrease, however, malnly
associrated with enhanced profitability, 1n 1985 The

Government's financial deficit has also, of course, become
very large, reflecting the explosion in Exchequer borrowing
since 1977, net foreign capital transfers (the extreme
right-hand column of Table 2) could be included with the
Government sector since these are EEC transfers made mainly

to Government The counterpart to the financial deficit of
the three domestic sectors taken together 1s net foreign
disinvestment, 1 e , net external lending to Ireland
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Table 2

Financial Surplus/Deficit by Sector, 1960 — 1985 (£ million)

Personal Campanies Government External
Sources Uses Surplus/ Sources Uses Surplus/ Sources Uses Surplus/ Net Foreign Net Foreign
Deficit Deficit Deficit Disinvestment Capital Transfers
1960 60 4 38 4 220 43 2 514 -~ 82 86 248 - 162 o8 -
1965 116 5 85 9 306 76 7 1077 -310 15 7 586 - 429 4] 8 -
1970 214 3 128 3 86 O 146 6 2157 - 691 30 4 1125 - 821 65 3 -
1971 2253 1441 81 2 183 8 2431 -593 45 2 1o - 928 710 -
1972 3501 249 7 100 4 219 2 2563 -371 41 0 1525 - 1115 48 4 -
1973 486 4 318 1 168 3 277 O 376 2 -~ 992 319 1834 - 1515 82 3 -
1974 5490 2921 256 9 284 5 550 9 -266 4 =310 2396 - 2706 280 2 -
1975 9190 223 3 695 7 341 5 587 9 246 4 -218 6 2885 -~ 5071 55 9 18
1976 937 7 449 8 487 9 477 9 765 2 -287 3 -131 9 3154 - 447 3 238 1 88
1977 1,103 0 531 2 571 8 600 2 976 5 -376 3 -126 9 376 9 -~ 503 8 299 5 93
1978 1,350 3 6551 695 2 711% 11,1354 -423 9 -265 3 4655 - 730 8 444 2 15 2
1979 1,476 8 901 7 5751 925% 11,5483 -622 8 -407 O 604 2 -1,011 2 1,025 9 330
1980 1,612 5 647 7 964 8 999 1 1,736 3 -737 2 =510 O 8186 -1,32866 1,037 9 631
1981 1,820 9 968 3 852 6 1,199 2 2,0346 -84 =745 O 9470 -1,6920 1594 7 80 1
1982 2,365 7 9100 14455 7 11,2034 2,0555 -8521 -1,0357 9826 -2,0183 11,3157 99 O
1983 2,638 7 9338 1,704 9 1,337 4 2,152 4 -8150 -9901 9168 -1,9069 925 O 92 0
1984 2,755 9155 11,8100 1,472 6 2,483 3 -1,010 7 ~ 8970 863 -1,7233 837 0 87.0
1985 2,9878 6733 2,114% 1,8081 2,435 - 6264  -1,2254 ggp 7 -2,108.1 512 0 108 0
Sources Dowling (1973), Honohan (198%), National Income and Expenditure (C S 0), United Nations Yearbook

of National Accounts Statistics,

Central Bank estimates



represented by the current external deficit

It may be helpful to review briefly how the different
sectors’ financial surpluses and deficits have arisen In
the interests of limiting the amount of tabular materaal,
the factors giving rise to these surpluses/deficits have not
been presented here In the case of the personal sector,
the principal factors are the high levels of savings, 1 e ,
the excess of i1ncome over current expenditure, and the level
of capital formation, mainly housing, that absorbs part of
this savings In the 1981-85 quinquenniunm, personal
savings averaged almost £2 billion, about 40 per cent of
which was absorbed by investment in housing by the personal

sector For the companies sector, the most significant
source of funds has been depreciation followed by companies’
savings Fixed capital formation accounted for the vast

bulk of the uses of funds During the period 1981 to 1985,
companies’ savings and depreciation provided an annual
average of £1,277 million, compared with estimated annual
average fixed capital formation of £1,924 million The
principal factors giving rise to the Government’s large net
financial deficit 1n recent years have been, as 1s well
known, large current dissavings associated with current
Budget deficits allied to sizeable capital expenditure by
the Government

While the data in Table 2 say nothing about causation,
one school of thought (New Cambridge - which 1s now,
admittedly somewhat defunct) holds that the relative
stability/predictability of the private sector’s, 1 e ,

personal and companies, accumulation of financial
assets/liabi1lities 1mplies that external deficits have their
cause 1n fiscal deficits, 1 e , the 1ssue of financial

liabi1lities by the Government sector

A diametrically opposite view regarding the
relationship of different sectors’ financial
surpluses/deficits 1s the notion of Ricardian equivalence
This hands on the argument that individuals have a bequest
motive, 1 e , are motivated to accumulate savings for their
families/succeeding generations A Government deficit
(dissaving) involves the transfer of purchasing power to the
present generation from the next generation, the Government
deficit 1n the current period 1s financed by an increase 1n
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taxes for the next generation However, this
inter-generational transfer was always available as an
option to the present generation which would have reduced
their bequests in order to exercise it The fact that the
present generation did not do so means that to reduce
bequests would have been sub-optimal i1n terms of maximising
their own level of utility Hence, 1n order to undo the
inter-generational t{ransfers arising from the Government
deficit, the present generation will i1ncrease their bequests
by the amount of the deficit, leaving net bequests
unchanged In summary, under Ricardian equivalence,
Government deficits (dissavings) are offset by 1increased
private sector savings, and Government deficits are neutral
in their macro-economic effect (These and related 1issues
on budget deficits are dealt with 1n a recent survey
article, Dotsey (1985))

It 1s not clear which of these or other competing
theories are most valid It would seem that, as in most
economic theory controversies, this may be resolved only
through empirical testing - perhaps in the Grainger/Sims
causality mode

It 1s of i1nterest to consider, at least 1n qualitative
terms, how the different sectors’ financial surpluses and
deficits 1n Table 2 are affected by inflation This has
recelved 1ncreasing attention 1n recent years (see, for
example, Taylor and Threadgold (1979) and Buiter (1983))
The basic i1dea 1s that each sector’s 1income, as computed 1in
the National Accounts, 1ncludes interest income However,
1n inflationary times, 1nterest comprises two elements -
part repayment of the real value of the asset, 1 e , the
principal, and a residual “true” interest payment which may
be frequently negative Since 1ncome 1s properly regarded
as excluding any realisation of assets, 1t 1s logical that
the former element 1n the 1nterest payment should be
excluded from the calculation of a sector’s income Since a
sector’s saving 1s the difference between 1ncome and
expenditure, sectoral savings should be correspondingly
adjusted

The application of this principle would 1imply that

sectors with net monetary assets (1 e , assets fixed 1in
money terms) should have their income and savings reduced by
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the 1inflationary erosion of their net monetary assets,
sectors with net monetary liabilities should,
correspondingly, have their income and savings enlarged by
the inflationary erosion of their net monetary liabalities

It 1s not proposed here to apply these adjusiments to
sectoral savings 1in the “Sources” column of Table 2
However, 1t 1s clear that the personal sector 1s a holder of
net monetary assets, while the companies and Government
sectors have net monetary liabilities Adjusting the
various sectors’ savings for gains/losses on net monetary
assets/liabilities would have the effect of reducing the
savings of the personal sector and reducing the dissavings
of the companies and Government sectors, particularly during
high 1nflation periods This implies that, on an
inflation-adjusted basis, the financial surplus of the
personal sector would be reduced as would the corresponding
financial deficits of the companies and Government sectors
In real terms, therefore, the sectoral financial imbalances
that are evident from Table 2 would be attenuated

3 FINANCIAL ACCOUNTS/FLOWS OF FUNDS

The financial surpluses/deficits of the four broad
sectors - personal, companies, Government and External -
provide the starting point for an examination of the
different sectors’ financial accounts Since, as indicated
earlier, each of these sector’s net financial surplus or
deficit 1s the sum of the changes in i1ts financial assets
and liabilities, 1t 1s necessary to 1solate the different
types of financial institutions - licensed banks, building
societies, savings banks, life assurance companies and
pensions funds, etc - 1n order to ascertain the change 1n
the net financial claims of the personal, non-financial
companies, Government and external sectors on the various
types of financial institutions

It might be asked why one should be interested in such

funds flows at all If financial and capital markets were
perfectly competitive, the pattern of flows between
different sectors 1i1n the economy would be of lIittle
importance It 1s evident, however, that such markets are
far from being perfectly competitive -  because of
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informational deficiencies, the existence of scale
economles, institutional barriers for new entrants, etc In
these circumstances, the channels through which surplus
agents save can affect the extent to which particular
deficit agents can borrow, and the evolution of: different
types of financial assets and 1liabilities and of the
associated financial 1institutions 1s important, for
example, Honohan (1982) cites the developments in building
societies’ deposits and loans as influencing the volume of
residential construction and house prices

More generally, financial accounts or flow of funds
tables provide a framework for the analysis of past events
and can be of help 1n detecting broad relationships which
may be used, 1in particular, for forecasting For example,
the transactions recorded 1n the financial accounts help to
shed light on the structure of companies’ financing - debt
or shareholders’ funds - and on the changing shares of
different financial intermediaries The financial accounts
can also be used to assist in indicating the effects of
changes 1n the tax code on the structure of financial
transactions in the economy

From a Central Bank point of view, 1t 1s of 1nterest to
consider the evolution of money holdings as well as other
near-money assets, developments 1in which could have
implications for the stability of the money demand function,
one of the basic elements i1n formulating monetary policy
At a more general level, central banks have an interest 1n
the evolution of the financial sector because of their role
1n  supervising various types of financial institutions and
1n managing the markets in which they intervene

Against this background, the financial institutions we
wish to focus on are the Central Bank, the licensed banks,
the building societies, TSBs, the Post Office Savings Bank
(POSB), the State Banks (ACC and ICC) as well as the
li1fe-assurance companies and pension funds In the National
Accounts, the credit institutions, 1 e , all these financial
1ntermediaries except for the life assurance companies and
pension funds, are included with the companies sector, while
the 1li1fe assurance and pension funds are included 1n the
personal sector with the paymenis of life assurance premiums
and annulties and the receipt of accrued benefits being
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treated as transfers within the personal sector It 1s
required, therefore, to segregate these various financial
intermediaries from the companies and personal sectors 1in
which they are embedded in the National Accounts In the
case of the credit institutions, this 1s done by recalling
the basic relation

Net Financial Surplus/Deficit = retained (after-tax income

plus depreciation

plus capital tiransfers

less gross domestic fixed
capital formation

less 1increase 1n the
value of stocks

less taxes on capital

For all practical purposes, for the credit institutions
considered here, the net financial surplus can be taken to
be retained earnings plus depreciation less  gross
domestic capital formation (Capital taxes by way of the
bank levy 1n recent years are brought into the calculus for
the 1licensed banks ) Of course, from the balance sheet
1dentity for each set of financial institutions, this will
be equal to the net change 1n all of the other assets and
lrabil1ities

In the case of the life assurance companies and
pensions funds, 1t will be recalled that these are i1ncluded
with the personal sector since they are considered to be the
collective property of policy holders and pension scheme
members Personal incomes include, therefore, net interest/
investment 1ncome of assurance companies/pension funds, as
well as employers’ contributions to pension funds, while
personal expenditure 1includes the adminmistrative costs
(wages, commissions, etc , including any profits accruing to
shareholders) of these schemes The increase 1n life and
pension funds forms part of the personal sector’s savings,
and the financial account for the personal sector reflects
this through the net increase in contributions to these
funds, capital formation by the funds and various
transactions 1n financial assets are dealt with 1in the

financial account for the assurance companies/pension funds
sector
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Accordingly, the financial accounts summarised here are
articulated with respect to the personal, non-financial
companles, Government and external sectors as well as the
following financial i1nstitutions the Central Bank, the
licensed banks, the building societies, TSB, the POSB, the
state banks (ACC and ICC) and the life assurance companies
pension funds Specific consideration of a number of
financial institutions - e g , umit trusts, credit unions,
finance companies, provident societies - has been omitted 1in
the present exercise What might be considered as the most
s1gnificant of these, unit trusts, are covered to the extent
that assurance companies/pension funds 1nvest their
resources 1n unit trusts which i1n turn 1invest 1n gilts,
equities, etc The Department of Trade, Commerce and
Tourism’'s Blue Books show investments by Irish registered
companies of the latter type only, and accordingly, do not
indicate the extent of assurance companies’ 1nvestments via
unit trusts

The principal assets and liabilities of the various
sectors and financial institutions considered are i1dentified
in the financial accounts In all, there are 14 such assets
and liabilities considered The remaining assets and
liabilities for each sector are summarised in a “residuval”
row, so that the total change 1n a sector’s assets and
liabilities, including “residual” assets/liabilities, equals
the net financial surplus/deficit of that sector each year
The row-sum for each asset and liability 1s 1identically
zero, for example, the 1ssue of a liability by one sector
should be fully accounted for by a change in the holdings of
all other sectors

Financial accounts have been constructed 1n this way

for each year 1960 to 1985 1inclusive Data sources and
methods are given 1n Appendix 1 As 1s evident from this
appendix, some parts of the table are more reliable than
others We have not gone so far as to use the statistical

procedures used by Honohan (1982) to modify the data Data
sources more recently have improved, 1t should be noted,
partly as a result of exchange controls, but also following
the 1mproved banking statistics since end-1982  However, 1t
would be unrealistic, and probably uneconomic on
cost-benefi1t grounds, to approach perfection in this regard
It might be noted that, even in the UK, which has quite a
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sophisticated system of financial accounts, a recent
conference on financial statistics was devoted, inter alia,
to focusing on the major lacunae 1n the area (see, for
example, Alexander (1985))

The detailed financial accounts for each year 1961 to
1985 are presented in Appendix 2 As regards the accuracy
of the data, the major deficiency relates to the companies
sector where the data on securities issued relate only to
public companies, no data are available on securities
1ssued by the large number of private companies operating in
the country This may explain why the balancing or residual
1item for the companies sector in the annual tables (see
Appendix 2) can be relatively large Most of the other
data, derived as they are from published balance sheets or
from data reported to the Central Bank, are considered to be
reasonably reliable

In order to get the flavour of the major developments
over the period, the data are summarised for five separate

five-year periods in Tables 3 to 7 In these tables, the
financial flows are expressed as percentages of GNP and
averaged over the relevant quinquennium These summary
tables confirm, first, what was noted earlier - the

continuing large financial surplus of the personal sector
reflecting the extent to which, because 1ts savings exceed
investment, 1t can make a net contribution to the financing
of the other sectors The large and growing financial
deficits of the companies and Government sectors 1s also
evident, as has been noted earlier

Some noteworthy elements are also evident from the body
of the tables, although not many of these are particularly
surprising, perhaps The first notable feature 1s the
reduced relative i1mportance of the banks as repositories of
financial assets Reference to the first column of Tables 3
to 7 shows the roughly equal share of the i1ncrease 1n
personal sector deposits going to the licensed banks and the
various deposit-taking non-banks over the past decade The
1mproved share of the latter institutions was particularly
evident for the building societies, and to a lesser extent,
for the state banks and TSBs, the Post Office has begun to
recover lost ground 1n the very recent past However,
when account 1s taken of deposits from other sectors,
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Table 3 Financial Transactions Between Sectors, 1961-1965, per cent of GNP

r Industrial/ | Banking [Central Assurance Bullding | ACC/ | General
Personal |Commercial Sector Bank POSB | TSB Cos /fension| Socteties| ICC Covt Overseas
I U S | i e - b Funds _ | -
Notes and Coln 05 03 - -8 - - - - - - -
Dosits with Licensed
Bonks 20 11 -35 - - - - - - - 05
Depostts with Non-Banks 11 _ 05 |01 04
Small Savings Schemes 06 _ _ _ 06 - - _ _ = _
Lending Banks 12 -11 24 - - - - - - - -
Non Banks 04 03 - - - - 01 - 06

House Purchase loans -~(}9 - - - - - 05 04 - - -
Direct External

Borrowling - 02 - - - - - - - 06 09
Government Seruritles 17 01 12 01 - - 03 - - las -
Companies becuritfes 11 13 - - - - 03 - - - -
Identified Forefgn

Tnvesiment - - - - - - 03 - - - 03
Life Assurance/Pension
Funds 16 - - - - - -16 - - - -
—————— e — -} ——

Offictal External Reuerves — _ _ 11 - _ - - - a1 _
Advanre~ by Covernment - - - - - - - - - - -
Advances to Government _ - - _ 12 - _ _ — -13
Batan« ing Item Re-1lial 21 22 08 -02 —__j _ - - 05 19 23
———— e e e = - —_ - - U S 4
Fininci1al Surpluc/Deti~it 40 37 08 01 - - 0?2 - - 1=-37 295
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lable 4 Financial Transactions Between Sectors, 1966-1970, per cent of GNP
Industrial/ { Banking |Central Assurance Building | ACC/ | General
Pervonal |Commercial Sector Bank POSH [158 Cos /Pension| Socleties} ICC Govt Overseas
— kFunds
Notes and Coin 04 Q2 01 -08 - - - - - - -
Depnits with § 1cenised
Barks 32 10 -6/ - - - 03 o1 - 03 16
Deposits with Noa-Banks 1% - - - 04 |-02 - 07 -01 - -
Small Savings Schemes 03 1 - - - -0 3 - - - - - -
Lending Banks -5] 04 49 - - - -01 - - - -
Non-Banks -02 - - - - - - - 01
House Purchase Loans -10 - - - - - 05% 05 - - -
Dire.t External
Borrowing -10 - - - - - - - -08 18
Luvernment Securlities 16 - 23 -2 - - 02 01 - ~q 1 -
Lomparies Securitles 05 07 ~01 _ _ - 04 _ - - -
Identitiea Forelgn
Investment - - - - - - 05 - - - -05%
Life Assurance/Pension
Funds 20 - - - - - ~20 - - - -
Oftic al kxternal Reserves - _ _ 22 - _ - - _ 22
Advances by Lovernment - - - - - - - - - - -
Advarces to Government - - - - o8 {03 - - - 10
Bal T r”——
alancing ftem -Residual 18 -45 04 ~10 - - _ - - 18 16
Financial surplus/Deficic g0 a5 09 Q2 04 a8 213
1
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Table 5 Financial Transactions Between Sectors, 1971 - 1975, per cent of GNP
Tndustrial/ | Banking |Central Assurance Buflding | ACC/ | General
Personal [Commercial Sector Bank tOSB | TSB Cos /Penston| Societies| ICC Govt Overseas
Funds
Notes and Coin 06 03 01 -10 - - - - - - -
Deposits with Licensed 46 17 ~-93 - - - 02 02 01|-01 27
;eposi ts with Non-Banks 2_9——— - - ) _‘—:——— -041|-04 - 15 06 - -
;mall Savings Schemes 02 ] - T - -02 - - - - - -
Lending Banks ) -45 - 2.8 73 - - - - - - - -
Non-Banks -07 03 - - - - - - 10 - -
House Purchase Loans -14 - - - - - 02 12 - - -
Di t Ext 1 -
rg;rrov:if\lgma = 06 - - - - - - -04]|-28 39
Cosetnment Securities 17 - 28 06 - - 01 [/ - -6 1 06
Companies securities 04 07 01 - - - 03 - - - -
Identified F 1
enInve:rmez:e &n - - - - - - 07 - - - 07
Life Assurance/Pension
Funds 26 - - - - - -26 - - - -
Official Fxternal Reserves _ - _ o8 _ - - - - _ .28
Advances by Government - - - - - - - - - - -
;Wances to Covernment - - - ~——— 0,6 0'4 - - - 10 -
B;a_l_a_ncing Item -Residual 31 -2 4 B 26 ___0_?«03 03 - = 18 03
Finantial “urplus/beficit 95 47 07 01 - - a2 - _ 87 39
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Table 6 Financial Transactions Between Sectors, 1976 - 1980, per cent of GNP
Industrial/ } Banking JCentral Assurance Building | AcC/ | General
Personal |Commercial Sectlor Bank POSB | IrSB Cos /Penston| Societles| ICC Govt Overseas
Punds
Notes and Loin Q8 04 - -1 2 - - - - - - -
Dc%&ltsmthl.laft’m 40 17 ~-98 - - - 04 02 o1l - 33
Deposits with Non-Banks 40 ) - - - -021-05 - 26 -07 - -
Small Savings bchemes 04 - - - -04 |~ - - - - -
Lenaing Banks 55 =37/ 94 - - - 01 - 01 - -
Nun-Banks a0 04 - - - - - - - 14 - -
huuse Putchase Luans -30 - 08 - - - - 21 - - -
Dirgct External
Borrowing - -09 - - - - - - -08] -46 62
uovernment Securities 16 01l 14 07 - - 08 05 01] -65 12
Cumpantes becurities 02 -04 ~-Q2 - - - 04 - - - -
Identi1fiecyd Foreign
Inve:tmente - - - - - - 10 - - - <10
Lite Assurance/Pensior
Funds 30 - - - - - 30 - - - -
Orricial External Reserves - _ - 20 - - - - - - -20
Advances by Government - - - - - - - - - - -
Advarces tu Government - - - - 04 |03 - - - 07 -
Balaucing ftem -Resldual 53 447 -09 -12 - {01 01 ~-02 Jlo1 o3 18
Finarcial surplussbericat |00 -79 o7 04 - - -06 - - =122 96
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Table 7 Financial Transactions Between JSeclors, 1981-1985, per cent of GNP
Industrial/ | Banking [Central Assurance Bullding | ACC/ ] General
Personal |Commercial Sector Bank 10SB ) TSB Cos /Penston} Socleties| ICC | Govt Overseas
Funds
Notes and Coin 03 01 01 ~-05 - - - - - - -
Depos1vs with Licensed
Barks 32 03 - 67 - - - 07 02 |03 01 19
Deposits with Non-Banks 34 - - - D2 0% - -23 L0 3 - -
in_a:l Savings Schemes 08 ~ _ - 08 - _ - _ _ -
Lending Banks 21 24 48 - - - -0 2 - O 1 - -
Non-Banks 01 04 - — - lo1 - - 05 - -
House Purchase Loans 23 - 03 - - - - 20 - - -
;)lrect External
Borrowing - 10 - - - - - - 01 ~70 81

Covernment Securities 06 19 27 02 57 02
Companies Securities 01 06 0,1 - - 05 - - - - -
Identified Foreign

Investment - - - - - - o8 - - - 08
Life Assurance/Pension B i

Funds 51 - - - - - H1 - - -
Official External Reserves _ _ - 14 - - _ - - - ~14
Advances by Government ~ _ _ _ -
Advances to (overnment _ - - - o8 04 - - - -12 -
Balancing Item -Residual T
30 -5 01 06 01, - - 01 | 01} -02 03
Financial Surplus/Deficit 19 64 03 02 . 05 01 - ~141 84
!




notably companies and non-residents, the banks are still the
dominant player 1n the deposit market Because they held a
near monopoly of deposits i1n the early part of the period,
the roughly equal sharing of the increase 1n personal
sector deposits over the past decade has meant a decline 1n
the banks’ share of the total stock of deposits

A second 1mportant feature has been the large 1increase
in funds flowing to the assurance companies/pension funds
(For reasons given in the Appendix, assurance companies and
pension funds are grouped together ) To put this 1n
perspective, in 1960 net inflows to assurance
companies/pension funds were approximately £9 million By
1985, this had grown to an estimated £990 million This
increase reflects not only strong growth 1n the traditional
li1fe assurance and pensions business, but also 1n medium to
long-term savings with a small 1life assurance element
These have taken the form, 1nter alia, of wunit-linked
savings plans as well as 1nvestments via guaranteed income
and growth bonds These savings 1nstruments have been
strongly marketed by the life assurance companies and have
been percelved to offer generally good returns to the
investor - well documented 1n the press - as well as having
attractive tax advantages

It 1s worth noting that there has been some recent
discussion 1n the literature of the effect of savings by way
of life assurance and, especially, pension schemes on the
level of aggregate personal saving (Feldstein (1977),
Threadgold (1978)) One hypothesis 1s that this, to a
si1gnificant extent, largely contractual saving represents a
full net addition to total personal saving An alternative
hypothesis 1s that total personal saving 1s unaffected by
net 1nflows 1nto Ilife assurance and pension schenmes,
changes 1in 1individuals’ savings of this kind are fully
offset by compensatory changes 1n voluntary savings The
tentative conclusion of these studies for the UK and US 1s
that aggregate personal saving | has been 1ncreased
significantly by savings through the life assurance/pensions
medium Although no comparable analysis has been conducted
for the Irish case, 1t 1s likely to correspond to the UK and
US examples (This conclusion 1s tentatively supported by a
recent study of occupational pension schemes 1n Ireland,
Bristow and Ryan (1985))
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A further feature of the tables (column 2) 1s the
comparatively undercapitalised nature of the (non-financial)
companies sector This has been well documented 1n two
recent studies (NESC, 1983 and Stewart, 1986) The obverse
of this 1s the extensive recourse to bank borrowing
resulting 1n a highly geared financial structure for
companies 1n Ireland

Finally, the large volume of Government paper 1ssued 1n
recent years as well as high levels of direct external
borrowing are evident from the tables

4  CONCLUDING REMARKS

We have endeavoured to investigate, wusing the National
Accounts as a starting point, how the different broad
economic  sectors have deployed their net financial
surpluses/deficits over the period 1960 to 1985 While
there are lacunae 1n the data, 1t 1s believed that the data
sources used have permitted a reasonably accurate picture to
be sketched

The flow of funds data presented here confirm the by
now commonly-held view of increased competition for savings
between financial institutions The dominance of the banks
as a repository for savings has been eroded 1n recent years
by other financial institutions and, most significantly, by
the 1ife assurance companies and pension funds It would
appear that an increasing portion of this flow to assurance
companies/pension funds 1s in the nature of discretionary,
as opposed to contractual, savings, of new li1fe assurance
business done by life companies 1in 1983, revenue by way of
single premiums, essentially discretionary, was more than
five times greater than revenue through yearly renewed
premiums, whereas these magnitudes were rather similar 1in
1975 This may be of 1nterest for analysing consumption
behaviour, since these discretionary savings can be
curtailed 1f consumers wish to maintain consumption i1n the
face of declining real income and, indeed, 1n recent years,
li1fe companies 1in their annual reports have commented on
significant liquidations of such i1nvestments

The financial accounts so constructed are of necessity
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couched 1n terms of flows rather than stocks of assets and
l1abilities, since the National Accounts themselves reélate

to flows of 1ncome, etc ., savings 1n any one Yyear,
therefore, are 1dentical to increases 1n wealth, whether
real or fainancial Since portfolio adjustments are
undertaken 1in order to attain stock equilibrium - flows

being part of the process of attaining portfolio balance -
econometric analysis should be conducted in terms of stocks
of assets and liabilities Although not all of the 1items
considered 1n the finmancial accounts here are available 1n
stock terms - company securities and external assets of the
private sector, perhaps, being the most obvious - many of
them are

It 1s the conventional wisdom that the level of 1income
and wealth and relative rates of return determine portfolio
allocation between different assets and liabilxrties  Future
work might be directed towards constructing a model of
portfolio behaviour that would explain the financial flows
documented 1n this paper Relevant work has already been
undertaken by Browne and Honohan (1983) who established a
hierarchy of substitution between various bank and building
society assets and liabilities As already adverted to,
shifts i1n the pattern of savings flows can have significant
wmplications for the structure of 1interest rates and
economic activity (see Friedman (1982) for an analysis of
the US case) The extent of financial i1nnovation and the
degree to which different financial 1institutions have
developed financial 1instruments for different groups of
savers and 1investors has, no doubt, played a role 1n
influencing the pattern of savings flows Although
econometric modelling of financial behaviour 1s subject to
more complexities than that of the “real” economy - the
fai1lure to adequately model exchange rate behaviour being an
example of this - one could envisage a financial model
helping to assess the impact of the shift in savings towards
longer-term (life assurance/pension fund) investment as well
as, for example, to clarify the impact of tax changes on
income from financial assets such as 1s proposed in the 1986
Finance Act
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APPENDIX 1
Sources and Methods - Broad Sectoral Flows

The basic methodology employed i1s that wused by
Dowling (1973) and Honohan (1982) The data sources
are 1dentical to those as described extensively 1in
Honohan (op cit, pages 208, 209) For the most recent
years, preliminary estimates have been made where
necessary These have been obtained from CSO, Budget
Statements or are Central Bank estimates

Sources and Methods Detailed Flows of Funds
Notes and Coin

Change 1n currency outstanding as per Central
Bank balance sheet Holdings by non-bank sectors 1in
aggregate 1s derived as difference between currency
outstanding and holdings by banks Distribution of
notes and coln between Personal and
Industrial/Commercial companies effected on arbitrary
2 1 basis
Source Central Bank Bulletins

Deposits at Licensed Banks

Changes 1n deposits (current and deposit accounts)
of Associated and non-Associated banks, some
extrapolation 1s required in the case of deposits at
the latter i1n the early 1960s Personal, companies and
non-resident deposits obtained from internal Central
Bank files Bank deposits of TSBs, Assurance
Companies/Pension Funds and ACC/ICC obtained from
relevant annual reports, assurance companies/pensions
funds’ bank deposits are computed as indicated below
Bank balances of building societies are obtained from
their balance sheet as published 1i1n Central Bank
bulletins For the early years, the change 1in
“investments and cash” 1s distributed equally between
bank deposits and Government securities Explicit data
are avallable for later years
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Source Central Bank Bulletins, Assurance Companies
(Annual Report, “Blue Book” of the Department of
Industry and Commerce, Annual reports of ACC/ICC),
1nternal Central Bank files

Deposits with Non-Banks

Changes 1n deposits of POSB, TSB, Building
Societies, ACC/ICC All these deposits are attributed
to the personal sector
Source Central Bank Bulletins, mainly Money and Other
Liquid Assets Table

Small Savings Schemes

Change 1in amounts outstanding, i1ncluding interest,
where appropriate 1n respect of small savings
insiruments National Instalment Saving, 1index-linked
bonds, savings certificates, prize bonds and tax
reserve certificates All are attributed to the
domestic personal sector
Source Central Bank Bulletins, Money and Other Liquid
Assets Table and Government Savings Schemes Table, data
to 1972 see Dowling (1973)

Lending PBanks

Change 1n non-Government domestic credit of
licensed banks less, since 1977, lending for
housing  which 1s specirfically 1denti1fied The
allocation to personal and companies’ sectors 1s done
by defining the former sector as the sum of
agriculture, tourism, retail, professional services
etc , personal, schools/charities, etc , sectors in the
sectoral distribution of credit, analysis of advances
Companies, therefore, relates to all other sectors
Source Central Bank Bulletins, Analysis of Advances
Table, Domestic Credit Table

Lending Non-Banks
Change in lending (non-Government) of  TSBs,

Assurance Companies and ACC/ICC Lendings of ACC are
attributable to the personal sector, ICC lending 1s
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allocated to the companies sector
Source Annual Reports of TSBs, Assurance Companies
Blue Books, Annual Reports of ACC/ICC

Home Purchase Loans

Change in lendings of Assurance Companies,
Building Societies and of licensed banks as 1ndicated
1n the Analysis of Advances
Sources Assurance Companies Blue Books, Central Bank
Bulletins

Direct External Borrowing

This 1s 1denti1fied specifically for (1)
State-sponsored bodies (Excluding ACC/ICC) which 1s
included 1n the Companies Sector, (11) ACC/ICC, (111)
Government
Sources Balance of Payments Statements, ACC/ICC Annual
Reports, Budget Statements, Dowling (op cit)

Companies ' Securitles

Total companies’ securities issues are obtained
from Table C25 “Funds raised by Issues on the Domestic
Capital Markets”, Central Bank Annual Report Equity
capital raised by banks 1s separately specified -
obtained from internal Central Bank sources and relates
to two Irish clearing bank groups Prior to the
amalgamation of the clearing banks 1n 1972, equity
capital raised is arbitrarily extrapolated backwards
Uptake of companies securities by assurance
companies/pension funds 1s calculated as indicated at
1tem 12 below, while the personal sector’s uptake 1s a

residual Non-resident uptake 1s assumed to be =zero,
except 1in 1972-1977 when Honohan's (1982) data are
used The uptake for these years was in fact, quite
small

Government Securitles
Total 1ssues up to 1972 taken from Dowling (op

cit), for 1973 to 1974 data taken from Table
Marketable Government Securities, Central Bank
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12

Bulletin, net 1ssues to non-Government sector For
1974, 1ssues for 9 month period are gross up to give
annual estimate For later years data are taken from
Monetary Developments chapter of Central Bank Bulletins
or Budget Tables

Allocation to sectors 1s taken from relevant
Central Bank Bulletins (Monetary Development Chapters)
for more recent years For earlier years, uptake by
banks 1s obtained from Domestic Credit Tables of
Bulletins and that by Central Bank from 1ts balance
sheet 1n Bulletins Uptake by Assurance
Companies/Pensions Funds, building societies, ACC/ICC
1s derived from Blue Books (as modified below), balance
sheets (as 1in Central Bank Bulletins) and ACC/ICC

Annual Reports, respectively Honohan's (1982)
estimate of non-residents’ wuptake 1s used for 1972 to
1976, data for earlier years are derived in a similar
way to Honohan Uptake by non-financial companies

obtained from Stock Register held by Central Bank from
1976 on, for earlier years, proportion of “companies”.
holdings of total other holdings of Marketable
Government Securities for the years 1976-1978 was
applied to “Other” holdings “Personal” holdings 1s a
residual

Identified Foreign Investment

Relates solely to external portfolio investment by
Life Assurance Companies/Pension Funds

Li1fe Assurance/Pensions

The revenue of the life assurance
companies/pension funds 1s computed as follows (per
Blue Book, Department of Trade, Commerce and Tourism)

(a) Companies 1incorporated in Ireland

Premiums plus annuities “within Ireland” plus
Interest, Dividends, etc

less claims, surrenders, annuities, bonuses,
commission and expenses and “within Irelandt!, =
Net Revenue
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(b) Companies 1ncorporated outside Ireland

Premiums plus annuities “within Ireland” x net
revenue for companies incorporated in Ireland +
premiums plus annuities (within Ireland) of
companies incorporated in Ireland

(¢) To account for revenue of pension funds other than
those included 1n (a) and (b), the net revenue of
all assurance companies (as computed at (a) and
(b)) 1s grossed up by the ratio of estimated
revenue of assurance companies and pension funds,
as reported to Exchange Control Department for
seeking approval for outward portfolio 1nvestment,
to estimated revenue of assurance companies only
for the years 1981 to 1983 On this basis, the
revenue of pension funds, other than assurance
companies, 1s roughly one-third of the combined
revenue of assurance companies/pension funds The
implied funds flowing to pension funds, S0
calculated, 1s incidentally close to  that
estimated by an Irish Life Assurance Company
spokesman, as quoted in The Irish Times of 22
March 1986

Estimated bank borrowings by assurance companies, etc ,
apparently mainly for external investment 1s taken from
the balance sheets of life assurance companies

The 1nvestment of the revenue of the assurance
companies/pension funds i1s based on the balance sheets
of the 1i1fe companies 1incorporated in Ireland,
appropriately grossed up (Blue Book) Where, as 1n
later years, the value of assets reflects capital
appreciation (as reflected in the "miscellaneous” 1tem
in the Revenue Accounts), this 1s allowed for on a pro
rata basis as between gilts, equities, properties The
major difficulty pre-EMS and extension of exchange
controls 1s the attribution of portfolio investment to
domestic or foreign outlets In the case of giit
investments, estimated purchases of Irish government
paper can be verified by reference to internal Central
Bank data on stock registration In the case of
equities, net i1nvestment 1s apportioned equally between
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14

15

16

Irish and external 1investments, perhaps  somewhat
surprisingly, the amounts involved, at 1least up to
1980, are not very large From 1979, outward portfolio
investment, which 1s primarily equity 1investment, 1is
known definitively (c¢f Central Bank Exchange Control
Department)

Offic1al External Reserves
Source Central Bank Bulletins
Advances to Government

These represent advances by the TSBs, POSB to the
Exchequer The former 1s known (TSB Annual Reports),
and the latter 1s the difference between  “Small
Savings” accruing to the Exchequer and TSB advances to
the Exchequer From 1960 to 1971, data from Dowling
(op cit) are used

Residual

Balancing 1tem - 1ncludes changes 1n various
assets/li1abilities which are not known specifically or
in which we are not 1nterested for the present
exercise

Net Financial Surplus/Deficit i

For the personal, Government and overseas sectors,
these are calculated i1n the first part of the paper
(see Sources and Methods, part A) The net financial
surplus/deficit of the companies sector 1s partitioned
1nto that attributable to the specified financial
institutions and the remainder, 1 e , non-financial
industrial and commercial companies It might be noted
that the pure 1ntermediation role alone of the POSB 1s
taken into account, 1ts other activities being absorbed
1in the Government sector up to 1973 and 1n the
companlies sector for 1984 and 1985 The net financial
deficit attributed to assurance companies/pension funds
reflects the estimated physical capital formation by
these entities For the specified financial
institutions, the net financial surplus/deficit 1s,
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1deally, equal to retained <(after-tax) 1income plus
depreciation plus capital transfers less gross capital
formation Jess 1increase in the value of stocks less
taxes on capital In practice, in the present
instance, the estimate of net financial surplus/deficit
1s calculated, as indicated i1n the text, as retained
earnings plus depreciation Jess 1increase 1n fixed
assets The latter entity 1s taken, where possible,
from the Sources and Applications of Funds of the
relevant 1institutions’ annual accounts 1n order to
abstract from valuation changes in fixed capital

The sources of information are as follows

(1) Banks  annual reports of two main clearing bank
groups, internal Central Bank data Prior to
1972, when the amalgamation of clearing banks
took place, data are extrapolated backwards

(11) Central Bank Annual Accounts, Central Bank
Bulletin

(111) Trustee Savings Banks Annual Accounts of
Various TSBs, 1information from Department of
Finance

(1v) Building Socleties Balance Sheets, Central
Bank Bulletins (change 1n fixed assets may
reflect valuation changes)

(v) ACC/ICC Annual Reports for early vyears,

when flows were apparently quite negligible, a
degree of extrapolation i1s involved
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Financial Transactions Between Sectors,

1961 (£ million)

Perconal | Gompentes | Sector |pank  |Poss | Tsa Goe-Tranaton Secietise| 100 |Gove ™ [overseas

Notes and Coln 36 18 02 £H6 - - - - - - -
Deposits with Licensed

Banks 167 88 -277 - -1- - - - 09 24
Deposits with Non-Banks 68 - - - 41|48 - -09 - - -
Small Savings Schemes 44 - ~ - 44 - - - - - -
tending  Banks 76 a1 89 - N 04 01 - - -

Non-Banks 25 30 - - -1 - 15 - 40 - -

House Purchase Loans 31 - - ~ -] - 21 10 - - -
Dirget Bererre! - 23 SR N Y I - |- 8o | 16
Government Securities 89 10 71 32 -| - 30 - - -232 -
Companies bSecurities -16 -14 - - -1 - 30 - - - -
ey ; ; A R I B I B ey
Life Ass;:ﬁgge/?ension s _ _ _ | 128 _ - _ _
official External Reserves - - - 67 ~| - - - - - 67
Advances to Government - - - - 924111 - - - -103 -
Balancing [tem - Residual| 1 ¢ -3 1 158 | 28 [-07|09 - 07 |38| 155]| 39
Financial Surplus/Deficit| 401 -227 50 15 - [02 -1 2 09 02 28| 12
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Financial Transactions Between Sectors, 1962 (£ million)
rorsnnt | RAIIEL™ | SAAEE (S Lo e |22 | BEISERE) 255|027 ovurmns
Notes and Coin 25 13 15 |53 I - - - - -
Depost L g icensed 196 19 -321 | - -] o3 03 o1 | 28 | 33
Deposits with Non-Banks 98 - - - 56|15 - 25 02 - -
Small Savings Schemes 42 - - - -42| - - - - - -
Lending Banks 03 00 206 - - | - - 03 - - -
Non-Banks 45 36 - - -1 - 05 - 46 - -

House Purchase Loans 56 - - - S 34 22 - - -
e roning - -06 - - -1 - - - - | 20 16
Government Securities 199 10 19 05 -] - 26 03 - -6 2 -
Companies Securities 88 ~-104 10 - - - 26 - - - -
Identified Foreign

Investment - - - - - - 24 - - - -24
Life Ass;a:s:eﬂ-‘ension 123 _ _ _ _ _ -123 _ _ _ -
Official External Reserves - - - 84 - - _ - - - -84
Advances to Government - - - - 106/ 07 - - - -1 3 -
Balancing Item - Residuall 4 4 78 151 |27 |-0810] 01 01 43 143 | 193
Financial Surplus/Deficitl 354 | _ogp 60 | 09 [ -|o2] o0 01 02| -zo| 134
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Financial Transactions Between Sectors,

1963 (£ million)

pevaonat | “Gocpenicn™ | SOEATS | GERET™ |oosn | ran | 802000k | Soeiotitel 2557 | S50T™ fovarnens

Notes and Coin 49 25 10 84 -} - - - - - -
Deposits with Licensed 100 61 -26 - -1 - - 02 01 03 | 61
Deposits with Non-Banks 95 - - - 36{-19 - 37 03 - -
Small Savings Schemes 62 - - - 62] - _ _ _ _ -
Lending Banks 94 129 »8 - - - 01 04 - - ~

Non-Banks 20 a7 - - -] - - - 37 - -
House Purchase Loans 80 - - - -] - 39 41 - - -
i - - -l - ) - - - | -] 8| 30
Government Securities 85 10 140 | 02 -1 -{ 28 02 -1 267 -
Companies Securities 97 125 _ - _ - 28 - _ _ _
T fnvastment - - N I I Y - N
Life Ass;::g:e/?ension 127 - _ _ _ _ 127 - _ _ -
official External Reserves - - - 157 - - - - - - 157
Advances to Government _ _ - _ 10l 07 - - - qMn7 -
Balancing Item - Residual| 134 -107 82 | 68 |[-12] 14 -01 01 31 27| 25
Financial Surplus/Deficit 287 282 70 07 - | 02 a7 03 02 -293 21
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Financial Transactions Belween Sectors,

1964 (£ million)

Perwonal || Companies | Sector® |sank - |vosp | 1sn CZZ:ZS‘LE&O,. Soctetisal 106 | Geve " loverseas
ne

Notes and Cotn 11 XS 07 -159 -] - - - - - -
DepontLe g LAconsed 196 81 4 | - _Jo1] 03 0% - 39 | 55
Deposita with Non-Banks 16 - - - 53110 - 52 01 - -
Small Savings Scheme3 78 - - - =78 - - - - - -
Lending Banks 23 82 445 - - - 02 08 - - -

Non-Banks 46 - - - - - 03 - 43 - -
House Purchase Loans ~107 - - - -1 - 55 52 - - -
Drrgt Extotnad - | s - - -t - - | - | 8| a3
Govetnment Securities 82 10 -19 11 ~f - 28 05 - 317 -
Compantes becurities 06 24 10 - -1 - 28 - - - -
Laen veatment " - - - - -1 -} 20 - - - | <o
Lise Ass::;g:e/?enslon 145 _ - - _ _ -4 5 - - - -
officlal External Reserves - - - 21 - - - - - - 291
Advances to Government _ _ - _ 132l 09 _ - - ~141 -
Balancing Item - Residual 278 137 75 134 |01 03 - 01 -40 176 7
Financial! Surplus/Deficit BO B2 80 09 -] 03 -l16 01 02 ~B1 34
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Financial Transactions Between Sectors, 1965 (£ million)
Personal | Gonpantes | Sector” |bank  |poss | ss Son-Tranaton | Societics 16 | Gove ™" |overseas
Notes and Coin 07 04 02 43 - - - - - - -
Deposi;:n:;th Licensed 19 8 109 @1 _ o _ 02 - 02 24
Deposits with Non-Banks 96 - - - 29 - - 45 22 - -
Small Savings Schemes 48 - - - ~48 - - - - - -
Lending  Banks 34 60 92 - - - 04 06 - - -
Non-Banks £8 35 - - -1 - 10 - 83 - -

House Purchase Loans Ji1 _ _ _ A 74 37 - _ _
Direct External

Borrowing - 22 - - - - - - - 59 81
Government Securitles 90 10 297 _ R 26 02 _ 25 _
Companies Securities 79 -105 - - - - 26 - - - -
B - - - -] o] e o Bl B
Life Assg:ﬁgge/Pension 165 - _ _ ) 165 _ - - -
official External Reserves - - - 31 - - - - - - 131
Advances to Government - - - - 771 - - - - =77
Balancing Item - Residual 173 @9 30 17 2 _lo3a - _ 62 134 05
Financlal Surplus/Deficit D7 P8 90 28 -los a0 02 01|l -29| as
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Financial Transactions Between Sectors,

1966 (£ million)

Porsonal || Companies. | Sector® |Bank  |pose | s Sii:gggEim sactotise| 1667 | Gove " |overseas

Notes and Coin 38 19 12 69 R - - - - -
e - 24 140 ®2 | - |- Jo2| o9 o5 |- |us | 64
Deposits with Non-Banks 65 - - - 07-04 - 48 06 - -
Small Savings Schemes 72 - - - 720 - - - - - -
Lending  Banks 33 29 193 - -- 04 03 - - -

Non-Banks 22 03 - - - - - - 25 - -
House Purchase Loans -1 4 - - - - - 69 45 - - -
Dirger Enternal - | os - -] -] - - | - | 09| na4
Government Securities 17 10 X4 - -1 - 31 05S - 37 -
Companies Securities 68 -82 <0 - -1 - 34 - - - -
e vestacnt © - - - - - 65 - - _ | ss5
Life Ass:::g:el?enslon 216 ~ _ _ _ _ 216 _ _ - _
Official External Reserves - - - D3 - - - - - - =03
Advances to Government - - - - 74| 09 - - - 83 -
Balancing ftem - Residuali g 30 23 |06 |0slo4 01 02 -6 86 B1
Firancial Surplus/Deficic) g8 g 470 100 [ 28 | -f03| -1 02 03| <05 | 1161
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Financial Transactions Between Sectors,

1967 (f million)

SO | crvel el Pl I P g o | X [l
Notes and Coin 5% 28 ~04 79 -]~ - - - - -
Deposits with Licensed
Banks 50 7 167 -7 - - o1} 13 06 - - 95
Deposits with Non-Banks 152 - - - £8|-12 - =71 a1 - -
Small Savings Schemes 59 _ -~ - 59! - - - _ - -
Lending Banks 25 60 33 - - -l ae 02 - - -
Non-Banks -19 03 - - - - - - 22 - -
House Purchase Loans 114 - - - - | - 55 59 - - -
e ronien - 22 - - - - - - 05| 17 | 44
Government Securities 189 10 128 29 -] - 34 06 - |-P6 -
Companies Securities 43 90 - - -} - 47 - - - -
e vestment - - - - -{ - 78 - - - |78
Life Assurance/Pension
Funds 230 - _ _ I 230 - - - -
Oofficial External Reserves - - - 29 -1 - - - - - 29
Advances to Government _ - - - n7li2 - - _ 229 _
Batancing Item - Residual| g 35 PO | 55 | - |oa| o1 03 |01} 156| -84
Financial Surplus/Deficit 88 85 10 34 - lo3s 18 01 0s B6 152
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Financial Transactions Between Sectors, 1968 (£ million)
Personal | | Compantes | Sector” |ank - |pose | Ts6 Sii:zggz\im Soctotiss| 166 | Gove™" [overseas

Notes and Coin 44 22 34 -100 - _ - _ - _ _
PP s | 26 azi | - -{o3l 17 07 -lo2 |wo
Deposits with Non-Banks 87 _ - - 20|-14a - 60 07 - -
Sasll Savings Schemes 32 - - - 32 - - - - - -
Lending  Banks ) 124 85 - -1 -] a2 a2 02| - -

Non-Banks ~16 37 - - - - 03 - -18 - -
House Purchase Loans 219 _ _ _ N 55 64 _ - -
O Sorconing - 04 - - -] - - - 03| 68 65
Government Securities n7 10 ) 63 N 30 07 I -
Companies Securities 82 120 20 - - - 58 - - - -
L avescaent © - - - - | - -| es - -l - | 83
Life Ass:z:g:e/?enalon a8 _ _ _ ol =8 _ _ _ _
official External Reserves _ _ - |aa 1 _ _ _ - 474
Advances to Government - - - - 28l 40 _ - - | 65 -
Balancing Item - Residual B8 76 2 120 |43 27126 - -02 20| 53 485
Financial Surplus/Defictt 58 6 47 120 34 -] 03 30 04 04} 437 163
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Financial Transactions Between Sectors, 1969 (£ million)
Personal || Gompanies | Sector: | Bank - |poss | Tse 32::2?5531“ Sostatios| 100 | Gove " |overseas

Notes and Cotn 43 21 o8 |72 -1 - - - - - -
Deposits with Licensed a7 %7 84 _ —lo> _ 16 _ 31 7 9
Deposits with Non-Banks 21 - - - 26{-95 - -85 15 - -
Small Savings Schemes 10 - - - ao0| - - - - - - -
Lending Banks -£6 3 91 107 0 - -1 - -10 05 01 - -

Non-Banks 28 27 - _ - - - - 565 - -
House Purchase Loans -130 - - - - - 70 60 - - -
Dirgzﬁrgzt{:;nal _ a1 _ - - - - - 02| 147 40
Government Securities 67 1 10 29 |-p45 - - 16 16 - -89 7 -
Companies Securities - 48 - - - — 48 - - - -
e vestment o - - - - -1 -{ 8% - ol 5
Life Ass.;s:gge/nnsxon 00 _ _ - | -1 o0 _ _ _ _
Official External Reserves| _ - - 6l 9 - - - - - - -619
Advances to Government - - - - 84l 47 - - -1 a3 -
Balancing Item - Residual| g5 g 4141 %3 |87 |48[53 - 03 |32 =0 166
Financial Surplus/Deficit 66 2 %0 130 15 - 03 ’ 11 01 05 63 4 M1
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Financial Transactions Between Sectors, 1970 (£ million)

Non-Financial | Banking | Central Assurance Building | ACC/ | General
Personal Companies Sector Bank POSB | TSB | Cos /Pension | Societies| ICC | Govt Overseas
¥ S
Notes and Coin 117 59 20 -196 - - - - - - -
et s - 87 m6 | - |- |42 132 as | - | 76 | 14
Deposits with Non-Banks 475 - - - 18 5] -1 6 - 23 61 - -
Small Savings Schemes 31 - - - 31 - - - - - -
Lending  Banks 247 3 780 21 - - - -18 -2 02 - -
Non-Banks 33 25 - - - 04 06 - 60 - -
House Purchase Loans 181 - - - - - 58 123 - - -
Direct External
Borrowing _ 293 - - - - - - 13f-04 810

Government Securities 71 14 Q02 01 - - 11 45 - 4 4 -
Companies Securities 108 =157 <20 - - - 69 - - - -
Identified Foreign

Investment - — - - - - 69 - - - £ 9
Lite Ass::::;e/?enswn B2 _ _ _ _ _ B2 _ - _ _
orficial External Reserves - _ _ 24 - - - - - - 24
Advances to Government - - - - 20 75 - - - 285 -
fatancing frem - Residal]l w65 A28 | 277 | 189 06-103 - 16 | 15| 1ma| 2
Financial Surplus/Deficit 186 107 140 18 ~lo3 -6 7 04 03 =783 &6 3
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Financial Transactions Between Sectors, 1971 (£ million)
Non-financial | Banking | Central Assurance Building Acc/ | General
Personal Companies Sector Bank POSB | TSB canI P:nsion Societies| ICC | Govt Overseas
unds
Notes and Coin 82 41 10 -133 - - - - - - -
Deposits with Licensed
Banks 38 158 -0 6 - -[37f -45 o8 04 76 &4
Deposits with Non-Banks M09 - - - 11 {90 - 236 62 - -
Small Savings Schemes 146 - - - -4 - - - - - -
Lending  Banks 147 3 77 721 - -] - 07 -15 03| - -
Non-Banks 68 47 - - - 101 22 - 136 - -
House Purchase Loans ;36 _ _ _ _ - 23 213 - _ -
Direct External
Borrowing - A7 4 - - - - - - 06]| <177 357
Government Securities 191 01 3B1 -11 - - 145 -1 4 - -3 -
Companies Securities 210 159 _ - - - 51 - - - -
Identifled Foreign
Investment - - - - - - 76 - - - <76
Life Assurance/Pension
Funds 038 - - - - - 438 - - - -
Official External Reserves] - - - Q8 - - - - - - 08
Advances to Government _ _ _ - xn3| 95 _ _ _ YY) -
Balancing Ltem - Residual] ogg -971 56 |16 | 24|34 12 55 | 94 194} 733
Financial Surplus/beficit| g -4 150 | 48 | -|03] -»3 11 -19| 28 7o
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Financial Transactions Between Sectors,

1972 (£ million)

Personal | Coapanies  |Sector” |Bank . |pose | 158 SZZ:ZEEEZM Sectetisa| 166’ | Gove™" |overscas
Notes and Coin 1213 62 o1 lass - - - - - - -
Deposits with Licensed
Banks 180 580 -158 5 - - |o3] 10 25 24| -85 08
Deposits with Non-Banks % 6 - - - 88l95 - 374 16 1 - 28
Small Savings Schemes 47 _ N _ 47| - - - _ - -
Lending Banks 77 2 615 2908 - - - D2 =14 05 - -
Non-Banks 171 05 - - - 06] -05 - 175 - -
House Purchase Loans A5 - - - - - ~12 7 - - -
D Rotrouing _ 31 - S R S - 61| 188 | ms
Government Securities 07 07 B\BS 55 -] -] -60 49 18{-04 97
Companies Securities 05 232 £8 - -{ -1 280 - - - 05
Taentjtiad Forston - - ol I I Il i
Life Ass:::g:e/?enaxon &5 _ _ _ _ | -&5 _ _ _ -
official External Reserves _ - - 51 - - - - - - 611
Advances to Government - - - - 143 91 - - - -23 4 -
Balancing Item - Residual 41 168 €B1 56 08l -01 02 - -12 596 919
Financlal Surplus/Deficit| 304 30 160 24 -l o4l 22 13 12|15 84
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Financial Transactions Between Sectors, 1973 (£ million)
Personal | " Companies | Sector: |bank - |Poss | Ts ‘éi:;g.\m Soctetisal Toc | ove " [oversens

Notes and Coln 183 91 73 |laa7 R _ _ - _ -
Pepost e 1 L g70 748 w3 [ - |- lo3a| 28 14 05| 76 (19
Deposits with Non-Banks 68 7 - - - 79|86 - B1 1131 - -
Small Savings Schemes 10 - - - a0] - - - - - -
Lending Banks -120 3 -114 8 259 - -1 - 01 09 -16 - -

Non-Banks 89 19 - _ -] - - - D8 - -
House Purchase Loans F03 - - - - - 134 H9 - - -
o perroving - 479 - - -] - - |79z | mo
Government Securities 240 03 00 41 -] - 58 35 20} 1245 58
Companies Securities - 16 4 - - N 129 - - - 35
tdentified Foreten ; ; N R I I S I
Life Ass;ﬁ:gge/Penslon a1 _ _ _ _ _ @91 _ - _ _
Offictal External Reserves _ - - 31 - - - - - - 31
Advances to Government - _ - - 123ls7 - - - {480 -
Balancing Item - Residuali 67 7 55 54 213 {-34(31 01 47 -103| 276 -101 3
Financtal Surplus/Deficit| .o 723 173 | &2 _los| w7 a1 oalams &3
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Financial Transactions Between Sectors, 1974 (£ million)
Personal | Coapanies | Sector” |baak  |poss | 18 coa. TFanaion Satetics| Too | Gove " [overseas
Notes and Coin 17 2 86 24 |82 - - - - - - -
Deposl;:n:;th Licensed 1437 81 269 _ ~ ~ 59 4 4 10 39 07
Deposits with Non-Banks 747 - - - -10 0}-12 8 - D0 23 - 04
Small Savings Schemes 32 - - - k32| - - - - - -
Lending Banks 08 41270 e 2 - - - 41 87 14 - -
Nor -Banks 88 136 - - - -~ 168 - 6 - -

House Purchase Loans 207 - - - - | - 123 284 - - -
Direct External

Borrowing - 9 - - -1 - - - 263167 | 289
Government Securities e} 10 Q7 %3 - - -11 2 102 - |e0 137
Companies Securities 36 - =103 - - - -13 4 - - - 01
Tdentfind Foresen ] ] T - ol I e
Life Ass;_:::g:e/?ensxon @2 _ - _ - _ 402 - - - -
official External Reserves - - - 86 - - - - - - £86
Advances to Government - - - - 76|06 - - - -18 2 -
Balancing Item - Residual 43 &4 578 | 604 56[29 482 32 63 €2 131
Financial Surplus/Deficit %6 9 — %2 29 53 _lo7 60 11 44 206 o0 2
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Financial Transactions Between 3ectors,

1975 (£ million)

Non-Financial | Banking [ Central Assurance Building | ACC/ | General
Per sonal Companies Sector | Bank POSB | TSB COBF/ P:nslon Societies| ICC | Govt Overseas
unds

Notes and Coin a7 159 56 -£32 - - - - - - -
Deposits with Licensed

Banks 876 435 45 5 - - 104 04 no 26 20 571
Deposits with Non-Banks 13 - - - =15 §-17 § - 20 296 - 24
Small Savings Schemes 102 _ _ _ 102} - - _ - _ -
Lending  Banks -0 1 -157 2 >17 - -1 - 11 32 13| - -

Non-Banks 99 161 - - -l1sf =47 - 22 - -
House Purchase Loans 531 - - - - - 53 q 8 - - -
Direct External
Borrowing - 72 - - -y - - - -14 9| 1636 M3

Government Securities &1 46 130 | 00 | -| -| 147 146 os|-m1 | ®me
Companies Securities 53 N4 - - - _ %0 _ - - 41
Identified Foreign

Investment - - - - - - 1 - - - 21
Life Assurance/Pension

Funds &7 - - - - - 57 - - - -

Official External Reserves - - - 106 - - - - - - =180 6
Advances to Government _ _ _ _ 2 5{ 16 6 - _ - B1 _
Balancing Item - Residial] 229 -127 3 B5 |45 |32]-01 - 34 9q 747 | 01
Financial Surplus/Deficlt| 05 7 263 8 33 49 | - |os| s 21 19 6071 577




€61

Financial Transactions Between Sectors, 1976 (£ million)
Non-Financial { Banking | Central Assurance Building ACC/ | General
Personal Cowmpanies Sector Bank POSB | TSB | Cos /Pension | Societies| ICC | Govt Overseas
Funds
Notes and Coin 333 167 21 479 - - - - - - -
Deposits with Licensed
Banks 1239 84 276 6 - - |34] 04 16 10] 124 %3
Deposits with Non-Banks 102 - - - L5 51221 - 41 6 34 4 - 34
Saall Savings Schemes 170 - _ _ 17 0 - - - - - -
Lending Banks 257 4 A3 5 ans - - - 78 36 54 - -
Non-Banks <09 176 - - - l27| 09 - 57| - -
House Purchase Loans =124 9 - - - -] - 02 151 - - -
Direct External
Borrowing - 10 - - -] - - - 21 71-37 34
Government Securities & 4 50 %60 83 _ _ &5 0 135 aAz2{ama _
Companies Securities %9 a8 7 -1 8 - - - 13 - - - 23
1a ified F b3
emln::stmg:;: &n - - - - - - 248 - - - =24 8
Life Assurance/Pension
Funds PYO - -~ -~ - - <90 - - - -
Qfficial External Reserveﬁ _ 795 _ _ _ _ - _ 295
Advances to Government - - - - D129 - - - £30 -
Balancing Item - Residual| 35 4 220 A6 1 7o 124169 01 508 71 X4 114 8
Financial Surplus/Deficit| 487 9 307 9 | 163 -{to0l -223 14 21] 473 | 269
N
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Financial Transactions Between Sectors,

1977 (£ million)

Persona1 | "“Conpantes | Sector” |Bank - [Poss | 758 3:::2:.::"3210n Soctetisa| 10c | Gove ™" |overseas
Notes and Coin 06 198 62 |631 -1 - - - - - -
Pepes pana o pn 73 “wwe | - | -|-] =0 o6 |72| 68 |mms
Deposits with Non-Banks >4 8 - - - a0 51-63 8 - ~1191 62 2 - 08
Small Savings Schemes 245 - - - 245 - - - - - -
Lending  Banks 410 2 o2 56 - -1 -] 05 01 26 - -
Non-Banks B2 162 - - -i130 15 - 69 -~ -
House Purchase Loans A8 3 - %9 - I 17 @7 - - -
Direct External
Borrowing - 81 - - -1 - - - 55| 80 1946
Government Securities O 68 154 O 44 - - %69 A9 - 14120 1290
Companies Securities 05 21 21 - - - 195 - - - 02
etz Loy S I N S I N RS I I B L
Life Assurance/Pension
Funds 147 3 - _ - - - 473 - - - -
Official External Reserves|  _ - - 5 2 N - - - - 26 2
Advances to Government _ _ _ _ 519501 _ - - | acpo _
Balancing Item - Residual] g 7 205 a6 |81 |69 (121 10 -39 53] @4 ¥65
Financial Surplus/Defictt 571 8 292 530 1 4 -l14 16 6 21 11 Em8 I8 8
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Financial Transactions Between Sectors,

1978 (£ million)

Non-Financial | Banking | Central Assurance Building ACC/ | General
Personal Companies Sector Bank POSB | TSB | Cos /Pension | Societies| ICC | Govt Overseas
Funds
Notes and Coin %59 285 43 897 - - - - - - -
D h L d
eposl;:n;;t icense £ 8 1435 ~ _ . 1
~-864 3 07 13 76 69 -4 3 74 2
Deposits with Non-Banks 241 7 - - - 16 9] -6 8l _ %6 7 183 6 - 63
Small Savings Schemes 35 - - - 37 5, - - - - - -
Lending  Banks -5 3 206 728 - - 4 42 20 |47 - -
Non-Banks 21 24 - - -lao - - @ 5 _ -
House Purchase Loans a6 6 _ 1P 9 - - - 19 16 6 - - -
Direct External
Borrowing - 91 - - - - - - 10| 280 249
Government Securities 128 12 670 38 - - % 4 273 0Ol 00 300
Companies Securities 108 201 =16 4 - - - x7 - - - -
Identified Foreign
Investment - _ _ - - - 08 - - - =08
Life Assurance/Pension
Funds 196 3 - - - - - =196 3 - - - -
Officiral External Reserves - _ _ 512 _ _ - _ - - i)
Advances to Goverament _ - - - 0 8f14 2 - - - 50 -
Balancing Item - Residual| oq7 4 8331 %68 83 36|98 - 03 199 -85 %0
Financial Surplus/beficit| ggf o -2 9 531 | 160 | - |09| 602 65 17 708 | 404
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Financial Transactions Between Sectors, 1979 (£ million)
Peraonal | Goupaniss | Sector |Bank  |Posn | 758 | Gon-Jpenston Soctetiss| Toc | Gove ™ Joverseas
Notes and Coin 71 %5 153 |-121 9 - - - - - - -
Deposits with Licensed
Banks 27.4 251 -6 3 - - 143 M4 1 |-06 87 163 9
Deposits with Non-Banks 353 _ - - £330 - -9 |-298 - 27
Small Savings Schemes 203 - - - jo3z| - - - - - -
Lending  Banks 60 228 0 6 _ . 25 05 103 - -
Non-Banks ®s5 -39 _ - - a a1 - 132 - -
House Purchase Loans 201 - 148 - - - 44 160 9 - - -
Direct External
Borrowing - 36 - - - - - - -837] 10 67 3
Government Securities 1195 28 Mo 100 | - - %8 67 7 02| 400 €00
Companies Securities 08 434 54 - - ~ 180 - - - -
e ] S o a e me | - o] - | e
Life Ass:;gg:e/?ension 05 _ _ _ _ | 2oms _ _ _ _
official External Reserves _ _ - oo | - - - - - - 77 2
Advances to Government - - - - l»6l44 - - - 270 -
Balancing Item - Residuall 37,8 507 3 638| 3R3|40 |78 - <123 | 40 =739 ma4
Financial Surplus/Deficit 55 1 £ 6 21 2| - (08 51 9 60 36| -1011 2 1088 9




461

1980 (£ million)

Financial Transactions Between Sectors,
Non-Financial | Banking | Central Assurance Building | ACC/ | General
Personal Compantes Sector Bank POSB | TSB | Cos /Pension | Socteties| ICC Govt Overseas
Funds
Notes and Coin 21 30 61 870 - - - - - - -
Deposits with Licensead
Banks 251 &7 938 1 - - 160 &35 182 |36 |-161 474 1
Deposits with Non-Banks | 7 4 173 - - |e6l64 - 86 |46 - 05
Small Savings Schemes B4 _ - _ 23 4 _
Lending  Banks -1 7 40 7 08 3 - -1 -] 82 16 |-=33] - -
Non-Banks ~580 -4 3 - - - - - - 1102 3 - -
House Purchase Loans 2233 - 81 - - 103 - 211 - - -
Direct External
Borrowing - 1735 - - - - - - HI51; 6560 ] 846
Government Se.urities 153 8 190 PN0 1430 - - 577 3’8 27 880 170
Companies Securities 39 a81 17 _ - _ 55 7 - - - _
Identified Foreign
Invastment - - - - - - 56 7 - - - 6 7
Life Assurance/Pension
Funds 2849 - - - - - 284 9 - - - -
Official External Reserves an 3 G713
Advances to Government _ _ _ - B/8lx2 - _ - €20 -
Balancing Item - Resrdual| o8 g -183 0 209 (-4 [12] 78] - -131 |55 |-155 | 148
financial Surplus/beficit] g4y | 76 62 | B9 | - |17 -5 80111286 | @O
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Financial Transactions Between Sectors,

1981 (£ million)

ersonat | "Conpanies | Sector |sank  [Fosn | 750 [Gon IPenaton [ Secieties 160 | Govt ™ [overscas
Notes and Coin 511 %5 02 |4 - - - - - - -
Deposits with Licensed
Banks 710 0 03 1235 | - - |22 1564 1B1 |07 |07 [1H1
Deposits with Non-Banks F¥78 - - - L0 3|47 8 - 051 6 47 4 - 07
Small Savings Schemes 507 _ _ - 07 - - _ _ _ -
Lendtng  Banks 63 | F01 88 4 - -] -| =3 03 |84]| - -
Non-Banks 97 683 - - - {166 04 - 8| - -
House Purchase Loans -8 2 - 1145 - - - 19 a8 - - -
Direct External
Borrowing - 194 3 - - - - - - 60 (-12660 154 3
Covernment Securities 13 3 34 1200 75 - _ &3 16 34 |05 D0
Companies Securities 862 -111 3 ~21 - - - 57 2 - - - -
ey i i N S I R e
Life Assurance/Pension
Funds 48 4 - - - - - {484 - - - -
Official External Reserves| - - - 1209 - - - - - - -120 9
Advances to Government - _ _ _ 296|864 _ _ _ 760 -
Balancing Item - Residuall 597 | 04 145 | %1 {44160 02 73 [=8B6]-w2 [ao0
Financial Surplus/Deficit &2 6 85 2 8 6 631 ~| 14| <101 123 15{-1620 [16748
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Financial Transactions Between Sectors,

1982 (£ million)

Personal | Companics | Sector® |bank - |Pose | rsp éii:zgggim Secierisa| 166 | Gove™! [overacas
Notes and Coin a7 38 Ve | 21 R - - - - -
Deposits with Licensed
Banks 685 136 o2 1 - -laa| 282 a8 485 32 | 243
Deposits with Non-Banks 45 3 - - - 20 Ol-62 8 - 1 4 49 0 - 01
Small Savings Schemes 47 9 - - - 479 -~ - - - - -
Lending  Banks 209 Q41 54 0 - - - <159 =00 -3 1 - -
Non-Banks 33 =27 - - -117 5 - - 114 5 - -
House Purchase Loans 6 1 - 28 - - - 69 29 4 - - -
Direct External
Borrowing - 1780 - - I . - - 71 2 | -1148 0 1397 2
Government Securities 145 1 44 @o| 130 | -| - @O 675 |[40]|-760 | 80
Companies Securities 124 50 _ - I 126 - - - -
R e ] _ B T I I o] - | ame
Life Assurance/Pension
Funds A0 4 - - - - - 40 4 - - - -
Official External Reserves - - - 1209 - - - - - - 1209
Advances to Government - _ _ - m2l=ms8 - - - &30 -
Balancing Item - Resaduall 559 | 332 1734 | 474 [»7] 10 - 126 [-B5| 645 04
Financial Surplus/Deficit| 1465 7 g5 2 %7 H#A4 |- RK1 45 8 07 222183 1447
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Financial Transactions Between Sectors,

1983 (£ million)

Non-Financial | Banking | Central Assurance Buillding ACC/ | General
Personal Companies Sector Bank POSB | TSB COSF‘II:;:sIon Societies| ICC Govt Overseas
Notes and Coin 635 37 106 -1(6 8 - - - - - - -
DeDOSLSZn:;th Licensed 2 276 a4 4 _ - 741 1135 94 B21| 142 419 9
Deposits with Non-Banks 299 _ _ _ o0 7l-63 - 294 |lxa _ 16
Small Savings Schemes M6 - - - 06 - - - - - -
Lending  Banks 20 2 -1 0 87135 - -] -] 6 04 [49 - 57 2
Non-Banks 01 -6 3 - - - 167 =2 - o7 - -

House Purchase Loans 320 - 24 - _ _ 18 =97 8 _ - -
P Borrowing - 618 - - - - - - |2 -mo0 | gmo
Government Securitles 3P0 50 70 o - _ » 7 P2 01 890 FO
Companies Securities a4 3 06 4 >»7 - - - 13 4 - - - -
e vestment & - - - - -1 o - - - |amo
Life Assurance/Pension o

Funds 646 8 - - - - - 606 8 - - - -
Official External Reserves _ - - 408 - _ - _ - - 408
Advances to Government _ ) - _ _ hes 0] 37 0 _ - - a0 _
Balancing Item - Residual| 75 3 -71 9 47 |-2777 | 7311 01 89 Hi38 ]| 161 164 5
Financlal Surplus/Deficit| |7y g -l 7 |53 -|80} 51 15 |17 [A969 | 170
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Financial Transacltiaons Between Sectors, 1984 (£ million)
Non-Financial | Banking | Central Assurance Building ACC/ | General
Personal Companies Sector Bank POSB | TSB | Cos /Pension | Societies| ICC Govt Overseas
Funds
Notes and Coin 11 55 B2 498 - - - - - - -
Deposits with Licensed
Banks 258 872 H0R 4 - - - &0 134 55| 240 2485
Deposits with Non-Banks a6 3 - - - .37 3|66 4 - -5 0 -B9 - 13
bmall Savings Schemes 1196 - - - 119 - - - - - -
Lending  Banks -191 4 365 612 6 - -1 -] 60 13 | 63| - 57
Non-Banks 92 00 - - ~1|80 - - q 2 - -
House Purchase Loans <33t 1 - %9 -~ - - 34 Jons - - -
Direct External
Borrowing - 20 - - -~ - - - =10 O{-649 O 20
Government Securities 1% 5 52 430 |1220 - - | sms6 284 [-193-10%60 00
Companies Securities 04 477 44 7 - - - &0 - - - -
Identified Foreign
Investment - - - - -] = 104 0 - - - =104 O
Life Assurar.e/Pension
Funds 86 0 - - - -t - -8%6 0 - - = -
Ofticial txternal Reserves - - - 86 4 - - - - - - 84
Advances to Government - - - - 124 2|6 8 - - -1 1610 -
Balancing Ir2m - Residual a0 0 408 437 hxwo Plog - 16 7 ~18 8 a8 7 483
Financial su plus/Deficit] 10 g -o78,5 149 | 236 | -|-07f @0 106 041733 | @40
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Financial Transactions Between Secta™s 1985

(£ million)

Personal "08;:;::'1‘::.1 g:::‘:::"‘s g;::ul POSB | TSB g::ﬁﬁ;xm s;ho::::;l:- ?gg, g:rv.:ﬂl Overseas
Notes and Coin a1 156 80 |-B7 - - - - - - -
DePos e icensed 218 6 B0 |e78 | - | -[13d &2 45 | 20 88 | 23
Deposits with Non-Banks 537 2 - - - 163 8[-96 - 39 [|-635 - -
Small Savings Schemes 19 1 - - - EL-% . - - - - -
Lending Banks X6 3 47 2 X6 1 - - - 200 117 {-185 - N2
Non-Banks a1 41 _ - -l2a1 - - |59 - -
House Purchase Loans 676 - 132 _ - - 40 >0 4 - - -
Direct External
Borrowing _ 190 _ - - - - - 00| 860 86 0
Covernment Securities -248 124 200 | 4mo | ~-| -] €40 88 | 292 -0 B4
Companies Securities 0O 207 - - - - 617 - - - -
e veatment © - - - ot 2l o - -1 2] amo
Iife Ass:\x;:g:e/?enslon ™0 _ - _ _ - o900 _ _ _ _
Offictal External Reservesg — - _ 107 — - - - - - 107
Advances to Government _ _ - - 274 1 97 0 - - -l 3no -
Balancing Ttem - Residual| @B 3 471 6 131 4 0% |-111-81 01 09 {181 83| 52
Financial Surplus/Deficit| 21145 £33 6 149 | 235 -l 10 -s2 106 | 14]-2081 600




DISCUSSION

G Keenan It 1s my pleasure to propose the vote of thanks
to Tom 0'Connell for the paper he presented to the Society
The paper 1s obviously the result of much searching through
scattered material and so involved a lot of tedious work

An analysis of flow of funds attempts to answer two
questions, first, what was the total financial surplus or
deficit of the different economic agents 1in any period and,
secondly, how are those surpluses or deficits distributed
over the different financial assets and liabi1lities
available to the saver?

Brendan Dowling 1n his 1973 paper to the Society
answered the first question fully and gave a partial answer
to the second The second 1ssue of the asset distribution,
however, was handled by Honohan i1n his paper to the Society
1n 1982 0’'Connell has built on the work of Dowling by
extending the series on financial surplus and deficits to
1985 essentially applying the same techniques based on the
National Accounts In answering the second question,
however, he has followed a different approach to Honohan
Honohan wused a probalistic framework to distribute the
discrepancies between the estimated total financial
surplus/deficit of each sector and the sum of the more
readily 1dentifiable financial assets acquired by the

sector In this paper O0°Connell has adopted a more
traditional approach and has painstakingly tried to unearth
some of the data which had been previously missing His

task was made more possible than 1t was for Honohan by the
change 1n compilation of banking returns with a switch 1n
emphasis from location of branch to residency of customer
resulting 1n a much i1mproved presentation of data on a
sectoral basis Because of this 1t 1s possible to link much
of the entries in 0°Connell’s flow of funds table directly
back to official data particularly in the later years
While some may argue that an “act of faith” 1s required 1in
using official data, one can feel more confident of these
data than those “manufactured” from the 1nadequate published
and unpublished data which were previously available

The wuses for these types of data are potentially many
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and varied In 1ts current state of development I think 1t
1s most useful for descriptive presentation of the evolution
of the financial structure in Ireland during a period 1in
which we have witnessed substantial real 1income growth and
rapid change 1n the i1ndustrial structure Potentially such
data should also be vital i1n tracing the effect of monetary
and fiscal policy on the different sectors of the economy
and the evolution of the financial structure 1n response to
these policy changes A most obvious recent example 1s the
imposition of the DIRT and the potential significant effect
this will have on asset allocation decisions The cells 1n
a flow of funds table should help pick up these effects 1n
the coming years A third obvious potential wuse should
allow an analysis of the change i1n the financing of economic
activity overturn

It 1s noteworthy that 0'Connell has refrained from any

of these uses 1in his paper I presume this partly reflects
the amount of work which was required to get the paper to
1ts present stage But 1t probably also reflects a degree

of caution on his part in actually making too much of the
data at this stage As 1 stated earlier I think 1n 1ts
present form that data are mainly useful for historic
descriptive analysis of the evolution of the financial
structure A flow of funds table does not suggest anything
about causation so that an assessment of the potential wuse
of the table for policy purposes 1s as critically dependent
on the amount of i1nformation which 1s absent from the table
as 1t 1s dependent on the information actually presented

In this regard 1t 1s useful to examine the si1ze of the
balancing or residual i1tem for each sector relative to the
si1ze of the overall financial surplus/deficits of the
sector If we therefore, look at Tables 2 and 7 we can see
that for the five sub-periods considered the residual 1tem
in the personal sector column was never less than an average
of 25 per cent of the total financial surplus/deficit of the
sector and was over 50 per cent of the total 1n two of the
five year periods Likewise for the (Non Financial) Company
sector the residual was never less than 40 per cent of the
total savings on average over any of the five year periods
and was as high as 100 per cent in one five year period

Errors and omissions of this scale, which 1t must be said
are a feature of such tables in other countries, should
severely limit the i1mmediate use of such data for policy
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analysis and prescription

It 1s all too easy to slip from an observation of the
data to policy recommendations for altering the sectorial
flows to what 1s considered a more desired level Too often
we have too narrow a focus on the 1interaction between
sectors and not enough emphasis on the nature of the assets
and liabilities 1n each cell of the flow of funds table
The 1ncreased allocation of personal sector savings to the
life offices for 1instance reflects 1in part direct
competition between the banks, building societies and life
offices for secure savings The products offered by the
l11fe offices to attract the funds, for example “Guaranteed
Income Bonds”, are invested in gilts in order to cover the
guarantees given by the life offices on such savings The
guarantees could not be given 1f these funds were 1nvested
1in equities, for example, and so the deposits would stay
with banks and building societies

On a more general level 0 Connell says in his paper
that specific consideration of a number of assets such as
unit trusts, credit union deposits, and the deposits with
finance and provident companies are currently omitted from
the table Unless one was willing to justify the rather
heroic assumption that the potential asset distribution
dichotomises 1t seems to me almost i1nevitable that there
will be significant omitted variable bias 1n coefficient
estimates, 1f these data, as currently presented, were used
for modelling portfolio behaviour

I want to make a couple of minor points of
clarification 1n relation to life offices as mentioned 1in
the paper First, as the author states, no consideration has
been given to unit trusts 1n outlining the asset
distribution He suggests that unit trusts are covered to
the extent that life offices/pension funds 1nvest in these
given that these funds are invested 1n gilts and equities
Such 1nvestment by life offices/pension funds 1n unit trusts
1s probably negligible as such unit trusts are usually
direct competitors of the life offices 1n the savings
market However, the total estimated unit trust holdings 1s
only around £20m so that the annual flows would not be
significant
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Of more 1mportance 1s the estimate of the life offices
and pension funds net annual flows These estimates seem to
me too high by a significant margin Taking the year 1983
as an example, O'Connell’s estimate 1s of a net annual flow
to these 1institutions of £647m The life offices had an
inflow of around £377m in that year which i1mplies an 1inflow
to praivate pension funds of £270m Based on estimates of
the assets of private pension funds this would 1mply a ratio
of net cash flow to total assets of around 22 per cent
compared with a figure of around 14 per cent for life office
pensions, at that stage On the basis of the experience of
the life offices 1t would seem that the estimated net flows
to private pension funds of £270m could be nearly £100m too
high 1n 1983 The same argument would also apply to the
data for other years

In conclusion, I do not know whether the author intends
to hand over the reins to someone else to continue the
mammoth task which he has undertaken or whether he proposes
to continue his excellent efforts If he does propose to
continue I wish him every success and am very happy to
propose this vote of thanks on the Society’s behalf

P Honohan 1 welcome the greatly extended data period now
covered i1n the flow of funds estimates, 1t 1s to be hoped
that these can now be wupdated annually However the
residual errors are still very large - of the order of 5 per
cent of GNP for the surplus of the personal sector, for
example I maintain that 1t 1s worth attempting to
distribute these residuals throughout the table, as I did 1in
my 1982 paper to the Society, using a least squares method

Although such allocations have been criticised by some as
being arbitrary, 1 take great comfort in the fact that my
1982 exercise suggested that, for 1975-77, +the balance of
payments deficit was understated by a cumulative £200
million subsequent revisions to the official Balance of
Payments statistics were 1p the same direction and even

larger - a cumulative £300 million for those years The
1982 paper also suggested a reduction 1n personal sector
savings for 1975-77 of some £250 million Once again this

anticipated the direction of the official revisions
However, 1in the case of savings, the official versions were
smaller, and, like Brendan Dowling, I therefore feel that
there may be a need for further downward adjustments
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The five-year tables presented in 0'Connell’s paper
include some 1nteresting features First of all there 1s a
strong trend in the residual for the surplus of the personal
sector, which starts at -2 per cent of GNP 1n the early
“si1xties and swings around to +5 per cent and +4 per cent 1in
the last decade Whatever the explanation of these “missing

savings”, they are not static A growth 1n  bogus
“non-resident” bank accounts 1s certainly not the full story
here, as the cumulative magnitudes 1nvolved (a stock

build-up of up to 150 per cent of GNP) are far too large

Mr 0’ Connell mentions the so-called Ricardian
hypothesis according to which private and public savings are
negatively correlated Whatever the truth of the theory,
there 1s certainly a strong negative correlation (-0 98)
between the personal sector financial surplus and that of
the Government 1n the five year averages and, over 25 years,
the two magnitudes sum to zero The correspondence does not
appear to hold so well at the level of individual years, but
1s nevertheless a striking and hitherto unremarked finding

Of course, the Ricardian hypothesis should apply to the
private sector generally, and should therefore include that

part of the company sector which 1s Irish-owned In fact,
the strongest correspondence 1s between the deficit of the
company sector and the overseas sector position, 1 e , the

balance of payments Once again the 25 year totals net out,
and the correlation here 1s -0 99

J € Stewart There are two points that I would 1like to
make in relation to this paper The first point 1s that it
would be useful to compare the flows of funds to the pension
funds with estimates of the stock of pension fund assets
contained i1n the study by Bristow and Ryan Secondly, the
author refers to an earlier paper by me 1n support of his
argument that non-financial companies 1n Ireland are
“undercapitalised” However, as pointed out in my paper 1t
1s very difficult to make statements about the level of
gearing or undercapitalisation from flows of funds data,
particularly Dbecause of the effects of 1nflation in
increasing owners equity Rather my paper shows that the
main source of funds to non-financial public companies 1s
from the banking sector
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Reply by Thomas 0'Connell I would take the point made by
several speakers that there remain significant problems 1n
fully articulating financial flows in the economy The
residual or balancing 1tem for the personal sector 1is
disconcertingly large, suggesting, as some speakers have

averred, that National Accounts estimates of personal
savings may be too high Also, data on the companies sector
remain sparse Although some speakers have questioned some

of the data i1n certain respects - for example, some of the
flows attributed to assurance companies/pension funds, and
the allocation of Government securities between sectors - I
would maintain that, particularly for recent years where new
data sources have been used, these data are reasonably
reliable

As regards what can be done with funds flow data, a
question railsed by Patrick Honohan, they can be useful for
shedding light on structural changes and, indeed, as he has
1indicated, on i1nteresting regularities where these exist
More i1nteresting analyses, however, require data on stocks
rather than flows and 1t 1s to be hoped that recent
improvements in the areas of banking and balance of payments
statistics will provide the stimulus to researchers to
explore the gquestion of producing more extensive data on
stocks of financial assets and liabilities
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