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INS URANCE COMPAN IES :  I NTEGRATED BALANCE S HEET AND FLOW ACCOUNT 

NOTES ON DEF I NIT IONS SOURCES & METHODS 

I ntr oduc t ion 

The f i r s t  par t of th is pape r pr esen ts in tegr a te d  bal ance sheet and 

flow accounts for one o f  the mos t impor tan t  g ro u p  o f  f inanci al 

insti tu t ion s  ope r a t in g  in the UK secu r i ty ma r ke ts - the insur ance 

companies. It upda tes a pr ev ious exer cise pr esented i n  th e a r ti cl e  

" Bal ance Sheets for ins ur ance compan i es " i n  t h e  Septemb e r  1978 i s s u e  
o f  th e Bank o f  England Quar terl y  Bullet in. S i milar  a ccou nts have 

been pr epar ed for the var ious ca tego r ies of pen s i on funds , and th es e 

ar e intr oduced in th e second par t o f  th is  pa pe r. 

The accounts for ins urance companies g ive da ta fr om 19 6 3  to 198 5 ,  

but for the per iod up to 197 5 the data have a somewha t r e s tr i cted 
cover age and a r e  cons ider ably l ess r el iable th an for the pe r iod 

s i nce then. The e a rl i e r  data ar e gen er al l y  cons is tent wi th th e 
l ater , but  ce r ta in i tems have been consol ida te d  and the pr es en ta t ion 

is  shown i n  s omewha t less deta il. 

The est ima tes shown her e have been pr epar ed pr imar ily to pr ov id e 

r e con c il ia t ion ser ies to help analys e  component data w i t h i n the 

n a t i onal accoun ts. Beca use o f  the natu r e  of s ome o f  the conce pt s  

deployed , the est ima tes a r e  no t s u i tabl e  for a full analys i s  o f  th e 

behav iour o f  the in s ur an ce company secto r con� id e r ed separ ately. 

Di ff i cul t ies a r ise , in  par t icula r , wi th the meas u r ement o f  the 

companies ' over a l l  l iab il i t i es a nd wi th the treatmen t of the ir 

ove r s ea s  bus iness . Mos t  notably on th e l iab il i t i e s  s id e , i s s u ed 
sha r e  ca pi ta l is  mea s ur ed a t  ma r ke t  v al ue , wh ich does not a cco r d 

with convent iona l a ccounting pr act ice . ( Th e  analys i s  does howev e r  

pr ov ide a s u i table r eco r d  o f  the t r ends i n  the companies ' ma j or 

asse t hold ings , and these a r e  di scus sed in  the a r t i c l e  i n  the 
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Decemb e r  1 9 8 6  i s s ue o f  the Bank ' s  Quar terly Bull etin . )  As r egards 
ov erseas b u s iness , the UK i n s urance indu s tr y  is (at  l ea s t  on th e 
non-l i fe s i de ) es sen t i ally in ter national in char ac te r , wh er eas th e 
a ppr oach adopted her e h a s  been dete rmined by na t ional a ccounting 
conv en t i on s , wh ich excl ude the overseas a c t iv i t i es o f  Br i tish fi rms 
fr om the n a t i onal pr oduct . The conven t ion means , in e f fe ct , tha t  

b o unda r i es h ave to b e  d r awn spec i f i cally ar ound UK a c t iv i ti es , and 
the assets a nd l i ab i l i ties  of over seas s ubs id iar i es a r e  e xcluded 

f r om the in teg r a te d  a ccoun ts . 

Fo r the pu r poses o f  the pr esen t exe r ci s e , in s ur ance compan i es ' 

bus ines s h a s  been d iv ided i n to two ma in clas s e s  "l ong- ter m "  and 

Lon g- te r m  bus iness in cl udes l i fe a s s ur ance (wh ich can be 

consid ered to be a for m  of pe r sonal saving ) and pens ion bus iness . 

Tr adi tion ally th is h a s  taken pl ace under con tr acts wh ereby pr emi ums 

ar e pa id by the pol icy h older and an agr eed s um is pai d on dea th or 

a t  a spe c i f i e d  da te . However s ingl e  pr emi um bu s iness has now gr own 

to a po in t  wher e i t  a ccounts for abou t 4 0 %  o f  to tal or d inar y 

l ong- te r m  bu s iness pr emi um in come . The gr owth o f  un i t-l inked 

bus iness has  also mean t tha t  o f ten th e amoun t payabl e  is  no t an 

agr eed s um .  Ther e  ar e also annu i t ies , wh er e r egular paymen ts ar e 

mad e by the company to the po l icy holder over a s pe c i f ied per iod i n  

r e tu rn f o r  pr emi um paymen ts , o f ten for a s in gl e  pr emi um pa id at the 

ou tset , and somet imes as par t of a pens ion sch eme . "Other " 

business is  con ce r ned wi th cover against con tin gencies s uch as mo tor 

accidents and f i r e  damage . Th is  does no t involve per sonal s av�ngs , 

b u t  the in s ur ance compan i es have to ma in ta in r eserves to meet fu ture 

l iab i l i t i e s . Mos t  o f  the larger  companies  car r y  out bo th l i f e and 

o ther bu s ines s a nd a r e  k nown a s  compos i te compan i es . However , 

because the d iv i s ion be tween the two types o f  bus iness i s  impor tant 

for the a n alys i s  of inves tmen t behav iour , s e par ate f i g u r es a r e  

pr ov i ded for the i r  a s s e ts . 

As far  a s  po s s ib l e  the tabl es cover all a sse ts and l iab il i ties , and 

a " r es idual n e t  wor th " item has been der ived . Th is  i tem does not 

incl ude l iabi l i ties to po l icy h o lde r s , wh ich are es t ima te d  

sepa r a tely f r om the calculated to tal asset holdings o f  long -ter m 

funds ope r a t in g  in the UK . " Res i dual ne t wor th " does incl ude th e 

r es e r ves o f  the " other " f unds: to the ex ten t tha t  thes e ar e held in 

order to mee t  con ti ngen t l iab i l i t ies the y a r e  no t tr eated in se ctor 
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ac counts as an actual liability to anyone - only claims agreed but 

not yet paid are regarded as forming part of the assets of the 

personal sector. Errors and omissions in the statistics are 

r efl ected in "r es idual net wor th" too. 

Difficulties arise with the "other" companies' technical 

reserves. Normally these are held in respect of their worldwide 

business and would not all merit inclusion in a balance sheet 

representing just UK assets and liabilities. There is thus a 

need to estimate a split, and the necessary adjustments have been 

made by looking to the source of premium income. 

Coverage 

The figures cover in surers and collecting friendly societies 

operating in the united Kingdom and include the pension schemes 

they administer on behalf of other companies. The Association of 

British Insurers ( ABI) fformerly the British Insurance Association 

(BIA)] supply the Department of Trade and Industry with 

information relating to their members. The Department also 

collects information from a sample of in surance companies which 

are not members of the ABI. Together this information allow s 

representative estimates of assets held to be made for all 

insurers (but excluding Lloyds) operating in the united Kingdom. 

The returns include money remitted by overseas branches and 

subsidiaries, but until recently (see below*) they excluded direct 

in vestment by a UK company in its overseas branches or 

subs idiar ies as well as financial assets held by, or on behal f 0'£, 
these branches and sub sidiaries (even if held in the United 

Kingdom). However separate estimates for outward direct 

investment have been included in the tables (for sources see 

below) . 

Estimates for Lloyds underwriters are not included here. The 

underwriters are treated in the national accounts as being in the 

personal sector. Con sideration is being given to ways of achieving 

a treatment parallel to the rest of the insurance industry . 

The coverage of the Insurance companies statistics prior to 1984 Cln respect of holdings) or 
1985 Cln respect of transactions) Included assets held In respect of money remitted by 
overseas branches and subsidiaries, but excluded direct Investment by a UK company In Its 
overseas branches or subsidiaries as well es flnanclel essets held by, or on behalf of, 
these branches and subsidiaries (even If held In the United Kingdom). Collecting friendly 
societies were olso Included. From 1984 (holdings) or 1985 (tronsectlons) the coveroge hes 
been extended to Include UK holding compenles where Insurence Is the main activity of the 
holding compeny and Its subsidiaries. Additionally where a UK company cannot seperate 
figures for an oversees branch, such a brench Is now covered by the figures. Also, Informe­
tl� on direct Investment In subsidiaries, associates and branCheS, both In the UK and 
oversees, Is now collected seperetely. In the past, part of this Investment was Included In 
l/lens to compenles or In CXlInpany securities. These changes In coverege and the treatment of 
direct Investment Imply dlscontlnultles In some series, particularly those relating to 
company securities, loans and mortgages, cash, short-term assets and borrowing. 
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Sou r ce s 

Many in s ur ance compan ies cu r r en tly r epo r t  q uar te r l y transactions in 
the ma j or i ty o f  the i r  assets as wel l as annual balances for mos t o f  
these , bu t they r epo r t s ome i tems on ly annua l ly ( e g  agen ts ' 
balance s ) . The smal l e r  ins u rance compan i e s  onl y r e por t tr3ns act1ons 
annual ly a nd not q u ar te r ly . Never theles s  in br oad ter ms (wi th 
e s t ima te s  be ing made for  non-r epo r ter s ) , tr ansactions figures , 
cu r r en t  a s se ts bal ances and outstand in g bor r owi ng a r e  r epor ted 
quar ter l y: mos t  o th e r  ba lance sheet data a r e  annual . Th e AB I is 
the mos t impor ta n t  source of in forma t i on and th is forms the bas is  
for much o f  the data pub l ished r egula r l y  i n  " Bu s ines s  Mon itor  MQS" 
a nd a l so in F in anci a l  Sta t is tics (both HMSO pub l i ca t i ons ) .  For the 

p u r pose o f  the balance shee t exe r c ise , data have been sub j ect to 
a d j us tmen t ,  pr in cipa l ly wh ere hold in gs have been r epor ted at book or  

nomi na l values , or whe r e  onl y transact ions da ta have been 

r epor te d .  De ta i l s  o f  the me th ods used for th is pu r pose ar e set  out 

be low , togeth er wi th add i t ional sou r ces of i n format ion . Al though 
the s our ce d a ta a r e  gene r a l ly s ound , the f i gu r es r ece ived by the DTI 

do no t qu ite cover the to tal populat ion and a r e  the r e fo r e  sub j e c t  to 
s ome gr os s i n g  u p .  The quar te r l y tr ansac t i on s  ser ies ar e r eco r ded 

in the r e turns at cash values and hol dings f r om 1 97 6  a t  mar k e t 

v a l ues (wh e r e  a s se ts a r e  ma r ke tab l e ) .  Pr ior to th is date hold ings 

we r e  r epo r ted a t  e i th e r  n ominal or  book values . 

F ur ther impr ovemen ts to the ava il ab l e  da ta have r es ul ted fr om the 

intr odu c t ion o f  new annual forms , wh i ch cove r the per iod f r om 

e n d- l 9 8 4  onwa r ds . These pr ov ide i n come and expen d i tu r e  acco un ts 

for  contr ibuting companies , inclu ding in forma t ion on pr em i ums 

r ece ived by type o f  po l icy , in come fr om r en ts d iv i den ds and in te r es t  

( by s ou r ce ) , a n d  deta i l s  o f  o ther  i ncome r e ce ived . New expend itur e 

i n fo r ma t i on i n cl udes c l a ims payabl e  ( by type ) , comm is s ion and 

manageme n t  expenses , payments in respect of d iv i dends .and inte r est , 

ta xa t i on , and o th er e xpenses . I n  addi tion , the new forms pr ov ide a 

r econ c i l i a t io n  o f  the movement in  long- te r m  funds wi th th e beg inn ing 

and end- ye ar b a l ances and they a l so con ta in in fo rma t i on r ela t ing to 

ou twar d d i r ec t  investment . 

Es t i ma tes h ave be en mad e a nd in c l uded for l iab il i t ies , the ma j or i ty 

o f  wh ich hav e  no t been repo r te d  in  th e r eturns . Th e sou rce s  have 
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been men t i oned i n  the ma in text and some fur ther de ta il s a r e  gi ven 

in the notes on ind iv idual l ines . These f i g u r es can only be s a i d 

to r epr esent the Bank ' s  bes t  e s t imates , on the bas i s  o f  th e 

ava il able i n fo r ma t i on . However , the new annual fo r ms ( i e for 

end- 1 9 8 4  onwards ) do now incl ude add i t ional i n fo r ma t ion concer n i ng 

1 i abil i ties . These incl ude technical r es e r ves , the s i z e  o f  

long- te r m  bus iness funds , pr ov is ions for  taxa t ion , r e commended 

d iv i dends , and o ther con t in gen t l iab il i t ies . 

Rel a t ionsh ip w i th fl ow o f  funds a ccounts 

The f i gur es fo r in s ur an ce compan i es ' tr ansac t i on s  con tr ibu te to the 
figu r es f o r  "o th e r  f i nanc ial ins t itut ions " in the fl ow o f  funds 

accoun ts . ( Table 1 9  of the Bank ' s  o uar te rly Bulle t in ) .  The r e  ar e 

fo ur l ines ( 1 0 , 11 , 15 and 2 6 )  in th e ins u rance compan ies tabl es 

wh ich , be ing tr ansac t ions w i th o ther in s t i tu t ion s  in th at  secto r , 

d is appear on incor po r a t ion i n to the flows o f  funds table . The 

v a r ious l ines in the bal ance she e ts wh ich h ave equ iv a l en ts in the 
flow o f  funds a ccoun ts a r e  shown below : 

Fl ow o f  I n teg r a ted 
Funds balance she e t  

Gr os s Dome s t i c  Fixed Capi tal For ma t ion 
No tes and C o in 
Mar k e t  Tr eas u r y  Bil l s  
Br i tish Gov er nmen t Secur i ti es 
Local Au th or i ty Debt 
p ubl ic Cor po r a t i on Deb t  
Depos i ts w i th Ban k s  
Depos i ts w i th Bu il d ing Soc i e t ies 
Depos i ts w i t h  Oth e r  Finan c ial 

Insti  tu t i on s 
Bank Lending (excl Publ i c  Se ctor ) 
Loans fo r House P u r chase 
Other Lend ing by Financ ial Inst i tu t ions 
Un i t Tr u s t  Un i ts 
UK Company Sec ur i t ies 
Over seas Secu r i ti es 
Life Ass ur ance & Pens ion Funds 
Misc Domes t i c I n s tr umen ts 
D i r e c t  & Oth e r  Inves tments Abr oad 
M is cellaneous Overseas I ns tr umen ts 

Ma t r ix 
Ll.ne 

3 
6 
7 
8 
1 9  
2 0  
2 1  
2 2  

2 3/ 3 4 " 
2 4  
2 7  
2 9  
3 0  
3 1  
3 2  
3 3  
3 4  
35 
3 7  

and fl ow a/ cs 
Line 

1 
7 ( pa r  t) 
2 
3 
4 ,  5 ,  6 
2 4  
7 ( par t) 
1 0  

1 1/ 2 4 ( pa r  t) 
3 4 , 35 
1 2  
1 3 ,  1 4  
15 
1 6 , 17 , 1 8 , 19 , 
2 0 , 2 1 , 2 2 ,  2 3  
3 7 , 41 
2 4  ( pa r  t) 
3 1  
2 9 , 3 0  

39  
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I n te rpol a t ion o f  end-q uar ter f igu r es 

For the pu r pose o f  th is exe r ci se , a four s ta ge appr oach has been 
adopted . For each yea r  the col umn ser ies begins w i th an opening 
b al ance for al l the a s se ts l is te d . I n  pr act ice , a l though the 
o r ig i nal o pen ing balance for the s tar t o f  the whole ser ies has 
a lr eady b e en c a l culate d  or g iven , for  the s ubsequen t yea r s , the 
der i ve d  end- yea r tota l s  ( and hence the next o pening b a lance ) , will 
t hems e lv es be s ub j ect to the pr ocess wh ich is des cr ibed bel ow .  

The f i r s t  a dd i t ional col umn ( ie for the f ir s t  qua r ter , the second 
col umn f r om the l e ft ) r eco r ds the fl ow o f  funds . I n  pr actice , th e 
fl ow i s  gen e r ally a ne t f igur e , s i nce tr ansac t ions in tha t pa r t icular 
a s s e t  may i n cl ude both o u tl ays on acqu is i t ion s , and the pr oce eds 
r es ul t in� f r om s ales . 

The second addi t ion al column ( ie for the f i r s t  quar te r the th i r d  
c ol umn fr om t h e  le ft ) , shows the e x ten t to wh ich pr ice movements 
a f fe ct both the ma r ke t  v al uation of the exis t in g  h oldin gs of assets , 

and the pa r t icular quar terly flow ( i e  th e flow w ill als o  to some 

e x ten t be a f fe c ted by pr ice movemen ts ) .  To in ter pol a te whe r e  th er e 

i s  a r eval u a t ion eleme n t  involves a s e r ies o f  compu ta t ions (see 

Appendix ) .  F i r s t  the o pen ing en d- Decemb e r  l evel is  r eval ued , by the 

pe r centage change in an appr opr ia te pr ice index for the type o f  
s ecu r i ty ,  t o  pr oduce a fi g u r e  for i ts v a l ue a t  end-Ma r ch . Then the 

r epor te d  transactions i n  the f i r s t  qua r te r , as sume d to have taken 

place a t  the av erage da ily pr ice dur in g the quar te r , a r e  l ik ewi� e 

r evalued to  th e end- March pr ice and added to ( i f  ne t pur ch ases ) ,  o r  

d e duc te d f r om ( i f  n e t  s al es ) , the r eval ued end- December figu r e .  The 

r es ul ting f i gur e thu s  becomes th e p r ov i s iona l s tock es t ima te for 

end-Mar ch . Th is pr oce s s  is  r epea te d  quar te rly , un t il a figu r e  for  

the f ollow ing end- December has been ca lculated ; th i s  becomes th e 

pr ov is ion al s to ck es t i ma te for the end ye a r . 

Th e th i r d a dd i t ional col umn ( ie for the f i r s t  qua r te r  the four th from 

t h e  l e ft ) , is h eade d r es i du a l  adjus tmen t .  Th is is de r ived in one of 

fo ur ways ( se e  Appendi x ) . Wher e i t  is  pos s i bl e  to obtain a 

r eval ua t i on s e r ies and the da ta s our ce (see notes on ind ividu al 

l ines ) pr ov i des a n  end- year r epor te d balance , th is r epor te d  balance 

can be compa r e d  wi th the pr ovis ional end- yea r s to ck e s tima t e  (se e  
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pr ev i ous pa r agr aph ) . The d i f fe r ence is then s pr ead amon gs t the four 

quar te r s  as a " r es i dual a d j u s tmen t " . The me thod used a l l ows for th e 

d i f fe r ences to be s pr ead in s uch a wa y tha t they ta k e  acco un t  o f  the 

s ize o f  the pr ov is iona l s tock e s t ima tes and pr ice movements for each 

q uar te r und e r  r ev iew ( see a ppendix ) .  Whe r e  i t  is  no t poss ible to 

cons truct a r eval ua t ion inde x  (eg wher e the asse t is composed o f  

h e ter ogeneous i tems ) , the r es i dual a d j u s tmen t co l umn c a n  b e  used to 

r e conc i l e  the g iven flows w i th the end ye a r  r epor ted ba lance . 

Alternatively ,  r es i du a l  a d j u s tmen ts may be used to r econ ci l e  r epo r te d  

flows w i t h  r e po r te d  l evels when a r evalua t io n  inde x i s  no t 

a ppr opr iate , and the d is cr epancies may be due to s uch fac to r s  a s  

d i ffer ences i n  popula t ion sour ces . I t  i s  also  pos s ible for th e 

r es i du al a d j u s tmen t to be g i ven , wh e r e  the l ine in ques tion is 
der ived by r e fe r e nce to ano th er l ine in the tables . 

The r es i dual ad j u s tmen t co l umn can pe r ha ps be r eg a r de d  in many ways 

as a n  er r or s  and omiss ions col umn , ie cha nges wh i ch canno t be 

expla ined by r efe r en ce e i ther to f l ows o r  to r eval uation s . I t  is 
thus a us e f u l  indica to r  of the e x ten t to wh i c h  r e por ted quar te r l y  

f l ows and end- year ba lances a r e  co r r elate d , and po in ts to ar eas wh e r e  

fur th er wor k needs t o  be  aimed i n  orde r t o  r e conc i l e  the d i ffe r e nces . 

Even wher e a r ea son ab l e  pr ice inde x  can be der ived , ther e ar e sever al 

r easons wh y s i gni fi can t r es i dual ad j ustments may be r equ i r ed . The 
pr ice index may not be en t i r ely r epr esen ta t ive o f  the pa t te r n  o f  

assets actually hel d ( e g  wher e the r e  is  a spr ea d o f  pos s i ble 

ma tu r i t i es w i th in the type of a s se t h eld ) :  the tr ans ac t i on s may not 

have tak en place a t  the aver age da il y  pr ice: o r  ther e may h ave been 
s ome s i z ab le u n i den ti f i ed n on -ca sh t r an s ac ti on s  ( s uch as the 
exchange o f  on e secur i ty for ano the r  du r in g  tak e -over s ,  o r  th e 
conver s i on o f  conver t ib l e  deben tu r es in to sh a r es ) . Matu r i ty dr i f t 
may also b e  a pr oblem w i th cer tain type s  o f  a s s e t s  ( s e e  below )  • 

The four th new co l umn is , o f  cour se , the der ived quar te r ly balance , 
and i s  the r e s u l tant o f  o pen ing bala nce + f l ows + r ev a l ua t ions + 

r es i dual a d j u s tmen t .  
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Notes on ind ividual items 

Al though the tabl es pr ov ide s epar a te asse t  d e ta il s  for l on g- term and 
"othe r " bus ines s , i t  is no t always appr opr ia te o r  pos s i ble to deriv e 
the e s t ima tes for l i ab il i t ies in th e s ame way . For exampl e the 
i ssued capi tal o f  compos i te compan ies canno t r ea l l y  be a t t r ibu ted to 
e i th e r  type o f  fund . For e ar l ier da ta i t  is a lso not  k nown w i th 
s u f f i c i ent ce r ta in ty ,  whe th er  b or r owing in for e i gn cur r ency o r  i n  
s te rl ing fr om a UK bank  h a s  been tak en for l on g- term or other 
bus ines s . ( See notes on l in e s  2 0 1- 2 0 4 . )  

Lines 1 . 1 a nd 1 . 2  Re al As sets - Land , "Bu ild ings "' Oth er 

Holdin gs of prope r ty have been r epo r ted a t  mar k e t  value f r om 1 9 7 6 . 

Sin ce tha t t ime al so , a cquisi ti ons/ s ales o f  l and and buildings hav e  

been r e po r ted quar terl y  on a fl ows basi s . P r ope r ty is a ver y 

h e te r ogeneous a s se t a nd al though th e r e  a r e  av a il able indicato r s  o f  

change in  pr i ce , each is  li kel y  to pr ove unsa t i s factor y in s ome 

r espe c t. The one chosen has  been tak en f r om Bus ines s Moni to r MM1 7 

[ Pr ice Index n umb e r s  for  c ur r en t  cos t accounting (mon thl y 

s uppl emen t ) ] and r el ates to pr iva te secto r  commer cial pr oper ty .  

Oth e r  r eal asse t holdings a r e  even mor e heter ogeneous and i nclude 

s uch i tems a s  compu te r s , furni tu r e , v eh icl es , e tc .  I t  is thus not 

poss ible to  cons tr u c t  a sui tabl e  r eval u a t ion index , and di fferences 

be tween the r epo r te d  end ye arly l evel s  and the quar terly flows a r e  

s pr ead ov e r  the r esi dual a d j u s tmen t  col umns . 

L ine 2 T r eas ury B ills 

Figu r es have gener ally been small: for l on g- te r m  funds , fr om 

end- 19 8 0 , they we r e  combined w i th "o th e r  shor t term assetsn . Fo r 

· o ther " funds , T r e a s ur y  B i ll s wer e r epor te d separ ately , a pa r t fr om 

the year s 1 9 7 8 , 1 9 7 9  and 1 9 8 0 , when they w e r e  s ubsumed w i thi n  "o ther 

s h o r t- te r m  a s s e ts " .  

Lines 3 .�- 3 . 4  B r i tish Gover nmen t Secur i ti es 

Be for e end- 1 9 7 6 , the ins u r ance compan ies r epor ted h oldings a t  nominal 

v a l ues a nd i t  h a s  been neces s a r y  to es t ima te mar ke t  v a l ues . The 

n omi nal val u e s  wer e r epor te d  in  f ive ma tur i ty bands and the figures 
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for each o f  these we r e  conver ted to mar k e t  pr i ces by s pe cially 

con str uc te d pr ice ind ices , we igh ted by the amoun ts o f  each stock in 

is s ue . S in ce end- l 9 7 6 , a nnual h old ings have been r epo r te d  at  ma rke t  

v alues: qua r terly tr ansact i ons have con tinued t o  b e  shown a t  cash or 

pur chase v a l ue . The in s t i tu t i on s  now r epor t  by r e fe r en ce to four 

ma tur i ty bands . Wheneve r  poss ible , f o r  r eval ua t ion pu r poses , us e 

h a s  been made o f  the da i l y  FT pub l ish ed ind ices . As the f i g u r es fo r 

index- l i nk ed a r e  obta ined w i th n o  ma tur i ty br eakdown , the y canno t be 

a malgama ted i n to the ma tu r i ty analys is . The O TI hav e s uppl ie d  a 
cons i s tent quar terl y  s e r ies for  transactions i n  index- l inked s to cks , 

b ased upon r e tu r n s  r ece ived . A spec i al we igh te d  in dex h a s  been 

cons tructed , on the bas is  o f  end-quar te r  pr i ces f o r  ind iv i dual 

index- l inked s tock s ,  wh ich has en abl ed a s u i ta ble compos i te 
r eval ua t ion s e r ies to be compiled . Fo r the pu r pos e o f  this anal ysis 
i t  h a s  been a s sumed tha t in s ur ance compan ies h old an av er age bask e t  
o f  these s tock s . Howeve r  i t  i s  mu ch mor e probable tha t long- te r m  
funds hold pr edominan tly l on ger- term s tock s and tha t "o ther" funds 

tend to hol d  sh or t- to-med ium- da ted s to c k s . I t  i s  k n own tha t some 
a n alys ts would pr efer to a s s ume tha t  the ma tu r i ty pr o f il e  of 

index-l inked s to ck s  follows tha t of f i xed inte r es t h oldings . 
Con s i der a t i on is be in g given to th is pos s i b il i ty .  Obv iously the 

av a ilabl e  ma tur i ty s pr ead o f  index-l ink ed s to ck s  does no t e xactl y  
mir ror that o f  f i xe d  in ter es t  hold ings s o  any a s� umpt ion s  ar e lik ely 

to be somewha t a r b i t r ary . As th er e a r e  fewer  index-l inked s to cks 
the ma tu r i ty s pr ead i s  also l i kely to be con s i der ably mor e lumpy . 
Mor e over  i t  woul d  involve the cons tr uct ion and s ubsequen t u pda ting o f  
spe c i al ly c r eated pr ice in d i ces for each o f  the index-l ink e d  ma� u ri ty 
bands . I t  is  als o  l i kely , when long- ter m  and o ther a r e  added 
toge ther , tha t  the aggr ega te r es ults would be l i t tl e  d i f fe r en t .  
Pr esently any di scr e pancies a r e  r e s olved v i a  the r es i dual a d j u s tmen t  
col umn . A d imin u t i on o f  these d is cr epancies would be a 
pr e- r eq u is i te f o r  pr oceeding wi th th e new me thodology . 

A fe a tu r e  o f  the all ocat i on be tween ma tu r i ty bands is tha t  indiv idual 
s tocks tend to "shor ten " in ma tur i ty as t ime moves f orwar d .  Th us a 
par t icu l ar s tock may move , dur ing th e r epor t ing quar te r , fr om a 
longe r dated to a shor te r da ted ma tur i ty band , and hence i n fl uence 
the aggr eg ate ma tu r i ty s tr uc tu r e  even th o ugh no tr ans ac t i on s ma y have 
tak en pl ace . S in ce in s ur ance companies do no t r epor t h oldings o f  
i nd iv idual s to ck s , i t  is  no t pos s ibl e to pr oduce an acc u r a te e s t ima te 
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o f  the e x ten t to wh ich th is pr oces s  o ccu r s  be tween quar te r s . The 
e f fe c ts o f  th is es tima te d  ma tu r i ty dr i ft ar e ,  o f  cou r se , pr es en tly 
r es olv ed wi th in the  r es i dual a d j u s tmen t  column and th is could expl ain 
wh y s ome qua r ter s have a pa r t icul arl y large r es i dual a d j u s tment 
componen t .  I t  may be tha t ,  in due cour se , fur ther  analys is will be 
a ttempted i n  order  to deal w i th th is  s peci fic pr oblem . 

L ine 4 Local Au thor i ty B ills & Tempor ary Money 

Th i s  includes all lendin g to l ocal au thor i ties , w i th an o r i g inal 

m a tu r i ty o f  l es s  than one yea r , and excl udes secu r i ti es . 
a r e  r epor te d  quar terly . 

Hold ings 

L ines 5 & 6 Local Au thor i ty Negotiable Bon ds & Oth er Lis te d  
secur i t i es , a n d  long- term loans to Local Au thor i t ies 

The i n s ur ance compan ies r epor t  figur es for the ir hold in gs o f  l ocal 

au thor i ty l i s te d  secur i t i es and l ong- term loans annually . Thes e 

to tal s wer e nomi n al v al ues u n t i l  end- 1 9 7 6  and mar ke t  val ues 

th er ea f te r . Sepa r a t e  qua r te r l y  flows data r e co r ded a t  cash val u e s  
h ave been d e r ived fr om t h e  r etu r ns .  For r eval uation pu r poses , the 

2-year neg o t i abl e  bond i ndex h a s  been used , s i nce th i s  r epr esents a 

br oadl y  me d ia n  l ine w i th in the ava il abl e s pr ead o f  ma tur i ti es . Any 

r esul t i n g  d is cr e panc ies in  the der ived qu a r terl y s er ies when compa red 

to the r epor te d  annual l evel s  a r e  co r r ec te d  by means o f  r es i dual 

a d j u s tmen t . 

L ine 7 - Cash in hand and bal an ces w i th UK ban k s  

Da ta a r e ava il able f r om r e tur ns - r es idual a d j us tmen t may be 

neces s ar y  in o r der  to  a gr ee wi th end- year r epor te d  da ta . 

Lines 8 & 9 - Sterl ing CO s and for eign-c ur r ency CDs 

For bo th l i fe and o ther compan i es , the s pl i t  sh owi n g  tr ansac t i on s  in 

s te rl in g  and for e i g n  c ur r ency CDs separa tely , has  no t alwa ys been 

av a il able ( pa r tl y  for con f i den tial i ty r ea s on s , par ticul arly wh er e the 

fl ow h a s  been small ) an d hence a z e r o  flow f i g u r e  h a s  been enter e d 

when f i g u r es a r e  u n av a il abl e .  A z e r o  f i g u r e  in the f l ows column 

does no t necess ar il y  mean tha t the flow f o r  f or e i g n  c ur rency CO s has 

b e en n il ,  bu t ma y mean th a t  i t  h a s  been s ub s ume d w i th in the to tal fOI 

£ COs .  
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Lines 1 0  & 1 1  - Bu ilding society depo s i ts and depos i ts w i th 

o th e r  f i nanc ial ins t i tu t ions 

11 

Fig u r es fo r in s ur ance co mpan ies ' depos i ts wi th bu ild in g  soc i e t ies ar e 

f r om the bu ilding soc ieties ' r e turns . A br eakdown be tween l ong- ter m 

a nd "other " bus iness is  not  ava il able however , and the to tal is 

allocated to long- ter m bus ines s , s i nce i t  i s  assumed tha t mos t o f  th e 

depos i ts a r e  pr obably in connec t i on wi th "l in ked "  l i fe con t r a c ts 

i nves ted i n  b u ilding societies . These f i gur es a r e  deducted f r om 

depos i ts w i th o ther f i n ancial i n s t i tu t i on s , tak en f r om th e in s ur ance 

companies r e turns , to g ive l in e  1 1 * . 

L ines 1 2  & 13 - Loans fo r house pu r cha' se' & 'Loans on co mpany pol i cies 

These ar e l i fted d i r e ctly f r om the for ms: any d i scr e panc ies at the 

end ye ar r epor te d l evel s  a r e  s pr ead v i a the r es i du al ad j u s tmen t 

col umn . 

Lines 14 . 1  & 14 . 2  - Other UK l oans to I CCs/ to pe r s on s  

For long- te r m  ins u r ance companies , fl ows d a t a  f o r  "o th e r  U K  l oans" 
a r e ,  u n t il 01  1 9 7 9 , deemed to be all a t tr ibu tabl e to I CCs . Fo r 

end- year l evels , "o th e r  UK l oans to per s ons " h a s  been s ub j ect to 

i n te r pol a t i on a nd wa s not separ ately i den t i f i ed in the r etu r n s  un t il 

end 1 9 7 8 . Fig u r es ar e r epor ted sepa r a tel y  a fter th is date . 

L ine 15 - un i t  tr us t  u n i ts 

These ar e r epor te d s epa r a tely for bo th l on g- te r m  and " o th e r " funds . 
A r evalua t ion inde x has  been cons tr u cted , u t il is in g  FT da ta for a 
baske t o f  t ypi cal un i t  tr ust  un i ts , based u pon mar ke t  v al ues ( a t  b i d  
pr ice ) a s  publ ished . The s t a t i s tics cov e r  onl y au thor ised un i t  
t r us ts . 

* Fr om 1 9 8 2 , fO llowing changes in  the r eg ul a t ions a f fe c t i n g  
lE depos i t- tak ing in s t i tu t i on s , OFl s  wer e no l on ge r  able to acce pt 

depos i ts . Such ins t i tu t ions then became par t o f  the mone tar y 

)1 

s ector . Any r ema in in g  i tems wh ich we r e  n o t  tr ans fe r r e d  we r e  then 
deemed to be miscellaneous domes t i c  ins tr uments  ( see l in e  2 4) . 



Lines 16 & 17 - UK ordinary shares listed/unlisted 

These are reported separately by both long-term and "other " 

funds. The FT actuaries share index has been used for 

revaluation purposes for listed shares and the USM index fo r 

unlisted. 

Lines 18.1 & 18.2 - UK preference shares listed/unlisted 

While total preference shares are reported separately for bot h 

l ong-term and "other" funds (but see final sentence of 

paragraph regarding UK debentures - below), the earlier data 

d id not always provide a split between listed and unlisted. 

Based upon available data, a degree of interpolation has been 

neces sary to derive this split for earlier years. For 

long-term funds, 30% of the aggregated flow has been allocated 

to unlisted shares until 01 1979. A separate FT index for 

listed preference shares has been available since mid-l977: 

e arlier data together with unlisted preference shares have 

been revalued in line with the prices of fixed interest stocks. 

12 

Lines 19.1,19.2 and 19. 3 UK Debentures Listed/ Unlisted/Convertible 

Annual levels for listed and unlisted debentures are reported 

for both long-term and "other" funds. For flows data, 

transactions in unlisted debentures are deemed to be too small 

to calculate the split. For convertible debentures, flow 

data is unavailable for long-term com panies and annual 
it I' 

h oldin gs for both long-term and other remained unreported 

until 1978. For revaluation purposes, the FT's fixed 

interest index has been used th roughout. Unfortunately, 

although preference shares and debentures were reported 

s eparately for the earlier series, they have been combined on 

the new forms from end-l984 onwards. 

Lines 20, 21, 22 and 2 3  Overseas Ordin ary/Preference/Debentures and 

Overseas Government 

The methods used are similar to those for OK securities: both flows 

and annual levels are derived for the returns. For revaluation 

p urposes, separate price indices have been c reated for long-term and 
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"other " funds , r eflec t in g  th e d i f fe r in g  natu r e  o f  th e ir business es. 

In der iving the ind ices i t  was assumed tha t the inv es tmen t 

pe r for mance o f  ins ur ance companies wo uld d i f fe r  l i t tl e  f r om that 

impl i ed by the indices of  equ i ty pr i ces used , par t i c ul arly given the 

companies ' r is k  aver s i ty .  The co un tr ies in i ti ally chosen for this 

exe r c ise wer e the US , Japan , Wes t Ger many , Canada and Aus tr alia. As 

a r es ul t  o f  fu r ther inves t i g a t i on i t  wa s de ter mined th a t  for some o f  

the la tter year s s h a r e  pr ices a n d  the s t erl ing exchange r a te for the 

US , Japan a nd Wes t Ge r many pr oduce d pr e fe r r ed r es ul t s . FUr ther 

de tails concer n i n g  the me thodology used to der ive the pr e f er red 

model s , may be fo und in the a ppend ix . 

Line 2 4  Mis cel laneous Domes t i c  Instr umen ts 

Th is i tem ar ises due to changes in the r egulat ion s  a f fe c tin g 

depos i t- tak ing ins t i tu t ions , all o f  whi ch now fall wi thin the 
mone ta r y  sec to r . Fr om 1 9 82  this i tem has r epl ace d "Deposi ts with 

OFI " . [See foo tnote to l ine 11 .] 

Lines 2 5 , 2 6  and 3 2  Agen t Balances (p er s ons ) ,  Re in s ur ance Bal ances 

(OFI ) and OU ts tanding I n te r es t Dividends 

Thes e i tems wer e  n o t  separ ately in den ti f i e d  un t il 1 9 7 8 .  Fo r earlier  

year s the componen t break down has been s ub j e c t  to inter pola tion . 

Only annual d a ta hav e been r epor te d a nd quar te rly l evel s  hav e  been 

e s t ima ted th r oughou t .  For l ong- te r m  funds the calcula te d s pl i t  h a s  
been a s  follows : ( Line 2 5 )  3 6 % ,  ( Line 2 6 )  9 % ,  ( Line 3 2 )  5 5 %. For 
o th e r  insur ance compan ies th e r el evant pe r cen tages a r e  6 0 % ,  3 3 %  a n d  

7 %  r espect ively . 

L ines 2 7 . 1 ,  2 8 , 29 . 1  and 3 0  B ill s , e tc ,  Oth er I nv es tmen ts , COs 

issued by Over sea s  Banks and OVer seas L oans 

Figu r es for these i tems are r epor te d  on both quar terly flows and 
annual l evel s  bas is . An y r es idual d i f fe r ences are s pr ea d  be twe en 
quar te r s . " B ills e tc "  cove r s  a s se ts h eld in the fo r m  of bank bill s 
and all o th e r  shor t- te r m  assets hel d  in  the UK incl u d i n g  those h eld 
w i th the Cr own Agen ts . 
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Lines 2 7 . 2 ,  2 7 . 3  and 2 9 . 2  Amoun ts r ece ivab l e  fr om In land Reven ue , 
O ther UK Deb to r s  and Over seas Deb to r s  

Thes e i tems we r e  n o t  r epor te d un til 1 9 7 8 . As they we r e  subsumed 
wi th i n o th e r  i tems pr ior to tha t date , i t  has no t been possible to 
der ive es t i ma tes for the e ar l i er  ye ar s . Fr om 19 7 9  bo th annual 
l evels and quar ter l y  f l ows have been ava i labl e and thes e have been 
i nco r po r a te d  i n  o ur ser ies . 

Line 3 1  Long- te r m  ov er seas asse ts d i r e c t inv estmen t  

D i r ec t  inves tmen t overseas b y  UK i n s ur ance compan i es is r epor te d  
thr ough the AB I to the OT I . An inqu i r y  i n to ov er seas inves tmen t 
a s se ts , condu c ted a t  en d- 19 8 l , s h owe d th e l evel o f  UK d i r ect 
inves tmen t in  i ns u r ance ov erseas to be £ 3 , 0 2 8  mill ion . Earl i e r 
f i g u r es a r e  by in ter po l a t i on and mus t  be r egarde d  a s  bes t 

es t ima tes . The pr oblems o f  calcula ting da ta have been grea tly 
compo unde d by the tr an s fo r ma t i on over th is pe r iod o f  ov er seas 

b r anches i n to subs i d i ary compan i es , wi th cons equent ma j or changes in 

d i r ec t  inves tmen ts . 

The AB I have conducte d  a s urvey o f  the fl ows o f  d ir ec t  inves tmen t and 

e arn ings and th e r e s ul ts ar e r epor ted quar terl y to th e DT I .  Th is 

s ur vey wil l  be s upe r s ed e d  b y  a new annual ov er seas tr ans ac tions 

inqu i ry to i ns ur ance compan i es , also being condu cted th rough th e ABI, 
s uppl emen te d b y  in fo r ma t i on to be der ived fr om the r es tr uctu r ed 

domes t i c  inqu i r i es to UK ins u r ance compan i es . ( Funds held over seas 

b y  Ll oyds Under wr i te r s  to man age the ir bus ines s in the US , Can ada and 

e l s ewher e ar e cons ider ed to be por t fol io investment . Details o f  the 

l ev e l s o f  thes e funds and e ar n ings on th is inv es tmen t ar e r epo r te d  

annua l ly t o  th e DT I . )  D i r e c t  inves tment ov er seas by U K  ins ur ance 

b r ok er s , (and inves tmen t by over seas compan i es in UK i n s ur ance 

br ok e r s ) appe ar s ind i s t in g u i sh abl y wi th the gen er al i ty o f  d i r e c t  

inves tmen t s ta t is t i cs . 

For the pur pos es o f  the pr es en t s ta t is tics ( fo r  conv en ien ce only ) 

over seas d i r e c t  inves tmen t h a s  been a t tr ibu ted to "o the r " funds . 

Th is d oes n o t  i mply that l on g -te r m  funds do not h old over seas dir ect 

inves tmen ts , bu t tha t  un t i l  r ecen tl y the r e  wa s no means o f  s pl i tting 

th i s  compon en t be tween the two types o f  funds . The new ann ual 

r e tu r n s  now pr ov i de s uch a s pl i t  fr om en d- 19 84 onwa r ds . 
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Lines 2 01 ,  2 0 2 ,  2 0 3 a nd 2 0 4 Bor r owing f r om UK ban k s/ mone ta ry secto r 
in s te r l ing/ fo r e i g n  cu rr� borrowing f r om ov er seas in for ei gn 
cu r r en cy, o ther bor r owing UK 

S i nce 1 9 7 5 , the bank s have r e por ted the i r  l ending to ins ur ance 

e n te r pr ises ( in s ur an ce compan i es , pen s i on funds and pr ope r ty un i t  

trusts ) : a s  pens ion funds and pr ope r ty un i t  t r us ts r epor t the i r  

b o r r owing fr om ban k s ,  that en ab l ed es tima tes o f  bank l en d in g to 

i ns u rance companies t o  be made b y  r es idual . Fr om 0 1  1 9 7 9 , ins u r ance 

companies h ave a l so r epor te d  th e ir bank b o r r owing (and a l so o ther 

b or r owing i n  the UK and b or r owing f r om ov erseas ) ,  wh i ch analysed a 

compar ison w i th the e ar l i er ser i es . Fol l owing r econ ci l i a t ion , a new 
ser ies for to tal b or r owing fr om UK bank s h a s  been der ived . Fl ows 

d a ta for fo r e ign cu r r ency b o r r owing ta k en to f in an ce inv es tmen t in 

for eign cur r ency secur ities wer e ava i l able fr om exch ange con t r ol 

s ources for ear l ier year s , and es tima tes o f  th e to ta l o u ts tand in g 

wer e  pr oduced us ing pe r petual inventory , tak ing a cco unt o f  changes in 

the exchange r a te . I t  was then pos s ib l e  to co mpar e  th es e f i g u r es 

with those taken f r om the pos t mid - l9 7 9  r e tur ns , to pr o duce a 
con s i s te n t  ser ies for bo th bor r owing fr om UK ban k s  in fo r e ig n  

cur r ency , a n d  bor r owing f r om ov er seas in for e i g n  c ur r ency .  "Oth er 
bor r owing UK " has  been r epo r te d  s epar ately s in ce end - 1 9 7 8: e ar l i er  

f i g u r es are  by inter pola t ion . The f igur es h owev er should be tr ea ted 
w i th ca u t i on f o r , in aggr ega te , fl ows da ta r el a t in g  to mone ta ry 
sector lending  to O F I  and r epo r ted b or r owing by OFI  se ctor as a wh ole 

show l ar ge d is par i t i es . 

Over the l a t ter  ye ar s ( i e  pos t -0 2  19 8 1  da ta ) , i t  sh ould be n o te d  that  
fol l owing changes in the s ta tu tor y r eg u la t ions , UK  bank b or r ow ing 
f igu r es wer e  ma de ava il ab l e  s e par a te l y , for both l on g - te r m  and 
·other " funds . Howeve r ,  for  conven ience and cont inu i ty ,  they have 
con tinued to be comb ined w i th in the tab l es . 

Line 2 0 5  p ol icy Holder s '  Funds 

Th is i te m  is not r epor ted s e pa r a te l y . I n  th e UK n a t i on a l acco un ts , 
a l l  l i fe ass ur ance funds a r e  cons ide r e d  to be the pr ope r ty o f  the 
pe r son al s e c to r . Thus the n e t  i n f l ow to l on g - te r m  funds - pr emi ums , 
r en ts , d iv idends and inter est , l es s  cla ims and admin i s tr a t ive 
expen ses , is a t tr ibu tab l e  to pe r s on a l  s av in gs in  the acco un ts and is 
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ma tched b y  an i n cr ea se in  cla ims o n  in s ur ance co mpan i es . However , 
for the pu r pose o f  th is exer cise , a t tempts have been made to de r ive 
the a ctual amou n ts held in th e book s of long - term compan i es , 
r epr esen ting funds wh ich a r e  u l t ima te l y  earma r ked to meet paymen ts 
due to pol icyholder s on the ma tu r i ty o f  pol i c i es pr esen tly in force , 
o r  on death , o r  i f  the po l icy is  s ur r en der e d .  

I n  t h i s  conne ct ion i t  i s  impo r tan t t o  n o te tha t  the l iab i l i t i es o f  
· o th e r " i n s ur ance funds d o  n o t  qual i fy f6 r en tr y  i n  the l ine "po l i cy 
h old er s '  funds " in the s ame way as do those o f  l i fe funds . A l i fe 
in s ur ance fund h a s  to pay u p  a t  some s ta ge , e i ther when an endowment 
ma tur es or when s omeone d i es . So the r e  is a d i rect  l i ab il i ty to the 
pe r s on al secto r . Wi th ,  s ay ,  a f i r e  in s ur ance po l icy , however , the 
l i ab il i ty i s  r ea l l y  on l y  a con tingen t one ( unless the r e  is a claim 
o uts tanding b u t  not  ye t pa i d ) . The company , be ing pr uden t ,  will of 

co u r s e  se t as ide cer ta in amounts in  i t s  books to cov e r  th e k ind o f  

s ums wh ich a r e  d eemed l ik ely , on the bas is o f  pa st  expe r ien ce , to be 

paid ou t i n  cla ims on the values ins ur ed , bu t thes e "l i ab il i t i es" are 

r ea l ly r es e r ves , a nd fa l l  in " r es i du a l  n e t  wor th " ( the bal ance o f  

to tal asse ts a n d  l i ab i l i t ies ) in the se ctor ba lance shee ts. 

Liab il i t i es in r espec t  o f  po l icy h o lde r s ' funds for m  on ly a pa r t  o f  

t h e  total l i ab i l i t ies o f  lon g - term ins urance compan ies wh ich inter 

a l ia i n cl ude i tems s uch as i s s ued s h a r e  ca pi ta l : amoun ts owi ng to 

holding , fel l ow subs i d i a r y  and associated compan ies : provis ion for 

ta xa t i on and , in the ca se of non -mu tu a l  compan ies , d iv iden ds payable 

to shar eholder s .  FUnds se t as ide i n  order to mee t  cont ractual 

commi tmen ts to po l icy h o lder s ,  in  r espec t  o f  pr emi ums pa i d ,  con tin ue 

though to for m the bulk  o f  assets h el d  and thes e a r e  normally 

r eg a r de d  as  for min g the poo l  of  "ma n aged funds" . P r ior to 19 7 7 ,  thE 

Depar tment o f  Tr ade pr ovided e s t ima tes for th e aggrega te s ize o f  such 

f und h o l d in gs con ta ine d  w i th in a w i der  tab l e  sh owi n g  a balance sheet 

f o r  insur er s inco r po r ated in  the Un i ted K ingdom ( Table 17 . 4 5  - Annual 

Abstr ac t o f  S ta t is t i cs) . Thus i t  wa s pos s i b l e  to compar e  the amount 

held  in l ong - ter m bus ines s funds wi th the total o f  ou ts tanding as sets 

for any par t icu lar  ye ar , e i ther tak ing l on g - ter m funds in is olation 

o r  i ns u ra nce companies as a whol e  ( i e  including " o th er " funds ) .  

Such compa r is on r evea l s  tha t  for l on g - te r m  funds , th is co mpon en t a s  

pr opor t i on o f  total a ssets held , wa s 8 3% f o r  1 9 7 5  and 84% fo r 19 7 6. 
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Because th is  informa t ion wa s d i s con tinued (bu t s e e  n o te below 

concer ning the new annua l r e turns ) later  f i g u r es a r e  by 

in te r po l a t i on , i e  th er e is no de f in i tive sour ce . The l a ter f i g u r es 

should ther e for e be tr eated w i th cau t i on . For the ye ar s subsequen t 

to 1 9 7 6 , pr ov is ion a l  es tima tes for pol icy h olde r s ' funds have been 

made by means o f  per pe tua l inventory , w i th r e fer e nce to the cash f l ow 

a nd the aggr ega te r evaluation componen t con ta ine d  i n  l ine 2 0 0 , wh ich 

pr esen ts total asse ts of l ong - te r m  funds . ( For r eval ua t ion 

pur poses , po l icyholde r s ' f unds a r e  a s s umed to compr ise a basket  of 

asse ts whose compos i tion equa tes to thos e o f  to tal l on g - term fun ds. 

I t  fo l l ows then , tha t a q u ar te r ly s e r i es can b e  con s tr ucte d ,  wi th 

r e fer ence to tha t shown in  l ine 20 0 . )  I t  h a s  been a s sume d that , 

pos t 1 9 7 6 , 84% of the a sse ts held by l on g - te r m  funds r epr es en ts the 

amount ea rmar ked in order to mee t  l i ab il i t i es to po l i cyholder s. 

Al though i t  i s  acce pted that th is pe r cen ta ge is l ik ely to f l uctu a te 

somewha t each yea r , ther e is  no a cceptable me thod o f  es t ima t i n g  th e 

e xact pr opor t i on o f  tota l  a s se ts s e t  a s ide in orde r  to mee t  

l iab il i t i e s  o ther than thos e to pol icyholder s . 

I n s ur an ce company aggr ega te bal ance sh ee ts , pr epa r ed by th e OTI, h av e  
r ecen tly been. impr oved and now inter a l i a  pr esen t da ta for l on g- term 

bus ines s funds a nd o ther se l ected l iab il i t i es , wh ich h av e  pe r mi tte d  a 
mor e acc u r a te es t imate of th e s iz e  o f  pol icy holder s ' funds for 1984 
onwards . I t  h a s  a l so been pos s ibl e  to r ev iew , in  the l i gh t of th is 
new da ta , the s ize of th i s  component , w i th r e fe r ence to the to tal of 
a s s e ts held , fo r the in te r ven ing ye ar s ( ie be tween 19 7 6  and 1984 ) , 
al tho ugh th i s  must , o f  neces s i ty , involve in terpola t i on o f  tr end s. 

Alth o ugh the "ou tgo " for  man agemen t e xpenses , UK ta xa t i on and 
t rans fer to shar eholder s ,  is  ava il able in the AB I ' s annual 
pub l ica t i on " In s ur an ce Fac ts and Fig u r es " t h es e  f i g u r es r el a te to 
wor l dwide ( no t  j us t  UK ) b us in es s . Thu s  for  the pur pose of th is 
par ticu l ar exe r cise they mus t  be t r eated w i th ca u t i on . I t  is a l s o  
appa r en t  tha t , f o r  e xampl e , w i th in t h e  l is t  o f  r epor ted asse ts , a 
s ign i f i ca n t  pr opor t i on o f  the i tems " l and and b u i l d in gs " r epr es en ts 
the v alue o f  pr oper ty held d i r e ctly to enable the condu c t  of normal 
b u s ines s . Al though for mu tu a l  compan i es s uch a s s e ts wou l d  
au toma tical ly b e  included w i th in pol i cyholder s '  funds , i t  wo uld seem 
l ik e ly tha t  fo r the ma j o r i ty o f  l imi te d  l i ab il i ty co mpan i es th ey 
would be excluded ( i e  once a g a in they would fall  w i th in r es i du al n e t  
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wo r th ) . I n  add i tion , i t  i s  k nown tha t compan i es fr equen tly do not 
use cu r r en t  ma r ke t  v al ues in calculating pol icyholder s ' funds: wh en 
th ey r eval ue the i r a s se ts , they may t r an s fe r  par t o f  any ca pi tal 
g a ins to the i r  investmen t r es er ves r a ther than to pol icyholder s ' 
funds ( in the fo rm o f  b on uses , e tc ) . 

L in e s  2 0 6 . 1 . 1 , 2 0 6 . 1 .2 ,  2 0 6 .2 and 2 0 6 . 3  I ns u r ance compan i es ' own 
i s s ues o f  UK o r d in ar y  sh a r es (l is te d ) ,  OK o r d in ar y  sh ar es ( un l is te d), 
l oa n  capi tal (l is ted ) and pr e fer ence sha r e s  (l is ted) 

For l is te d  i s s ued ca pi tal , the f i gu r es o f  amoun ts outs tand in g  ar e 
ma inl y  b ased u pon s ta t i s t i cs o f  l i s ted se cur i ties a t  mar k e t  pr i ces , 
publ ished q uar te rly in The S tock Exchange Fact Book , s uppl emen ted by 
v alues for cer ta in ind iv i dual compan ies , as calcula ted f r om the 
n umber of sh a r es and pr ices . Figu r es for tr ans ac t i on s  ar e 
s uppl emen ted by the Bank ' s  capi tal issues ser i es . 

Ther e i s  no good s our ce for unl is te d  o r d in ar y  sh a r e  ca pi tal and the 

e s t ima tes wh i ch a r e  pr ov ided mus t be r e g a r ded as par ti cularly cr ude. 

H owever , for  the pe r iod to en d-19 7 6 ,  the book value o f  to tal ca pi tal 

paid - u p  was ava ilable f r om th e Depa r tmen t o f  Trade ' s  annual 

a ggr eg a t i on o f  the s upe r v is or y  r e tu r ns. Fr om th is wa s dedu cte d  the 

n omi nal val u e  o f  l is ted capi tal , tak en f r om the s tock exchange 

s ta t is tics , to g i ve the book value o f  unl is te d  ca pital . The ma r ket 

to nomi nal value r a t i o  for l i sted or d inary sh a r es was then appl i ed t( 

th is book v a l u e  to e s t ima te the ma r ke t  v al ue . However no aggr ega te 

f i g u r es f r om the r e gula tor y r e turns have be en ava ilable s i nce 1976 , 

s o  tha t  the l ate r f i g u r es in th e tabl es a r e  pr o jec t i on s . I t  h a s  be� 

a s s umed tha t  ther e  a r e  no unl isted debentu r es or l oa n  s to ck s . 

L in e  2 5 2 Res i du al Ne t Wor th 

I n  the un i te d  Na t i on s ' " A  s ys tem o f  n at i on al a cco un ts " ( SNA )  (1968 ) ,  

n e t wor th i s  d e f ined as : 

" The e x ce s s  o f  the r eal and fin ancial a s se ts owned by an 
ins t i t u t ional un i t  ove r  i ts l i ab il i t i es to par t ies o ther than 
owne r s  of the ins ti tu t i on al u n i t . " 

When th e  UN t u r ne d  to secto r  balance sh e e ts , wh ich wer e  s ca r ce l y  

touched o n  i n  the SNA i tsel f , th i s  de f in i t ion pr oved uns a t i s fa ctory. 
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A n at i on ' s  wealth would , in th is sys tem , be d e f ined as th e to tal o f  

i ts non - f in ancial a s se ts toge ther wi th i ts ne t f i n an ci al cl aims on 

the r es t  o f  the world . I n  an in tegr ate d  s ys tem o f  n a tion al and 

sector accounts , the s ame total shoul d  be obta ined by adding toge ther 

each domes tic sector ' s  ne t wor th . Y e t , for i n s tance , th e pe r s on a l  

sector ' s  holdings o f  company secur i t i e s  cann o t  b e  e xcl u ded fr om the 

ca lcul at i on of i ts ne t wor th , so the s ame amo un ts canno t , th e r e for e ,  

als o  be par t o f  the ne t wor th o f  the issu ing sector s . Sha r e s  issued 

by co r po r a te s ec to r s  have ther e for e to be r eg a r ded a s  l iab il i t i es to 

the holder s ,  gen e r ally in o ther  sector s .  I f  these a r e  valued for 

conven ien ce a nd a r ticul a t i on at mar ke t  pr ices ( a s  gene r al l y  advocated 

and as they are her e ) , then cor porate se ctor s and sub-se ctor s wi l l  
h ave an independen t r es i du al n e t  wor th . Un inco r po r ated in sti tu tions 

l ik e  bu ilding socie ties and pens ion funds also have s u ch net wor th s. 

Beca use the conven t i ons u s ed in  n a t i on al a cco un ts r equir e in ter  alia 

the issu i n g  sector s to assume l i ab il i ty for sha r es a t  the ir  mark e t  
val ue ,  the me thods used h e r e  for mea s ur in g in te r -secto r al l iabil i ties 

and cla ims do no t accor d w i th conventional a ccoun ting pr a c t ice. 

Th is a n alys is  cannot th er e fo r e  be used to eval uate th e ne t we a l th o f  

the sector on a " s tand alone " bas is . Indeed th e exe r cise was no t 
con s tr uc ted for th is pu r pose . I n  br oad te r ms , a s  th ose famil iar  
w i th conven tional accounts w i ll be awar e ,  in th e case o f  companies 
wh ich have iss ued or din ar y sh a r es , th e r e  is no l iab il i ty a t  a ll on 
the issu i ng company to pa y any pa r t icular s um to shar ehol der s: the 
v al ue o f  th is a s se t a r ises en t i r ely fr om i ts ma r k e tabil i ty which in 
tur n is  determined by the company ' s  per formance and the expe c ted f l ow 
o f  futu r e  d iv i dend in come. 

I t  is o f  co urse the case that the r es i du al ne t wor th ab s or b s  all th e 
er r or s  and om iss ions f r om o th e r  par ts o f  the balance shee t . 

I n  v iew o f  the d i f f icul t ies in es t ima t in g pol icyh olde r s ' funds an 
a l te r na t ive to entr ies for bo th th is  i tem and r es idual  net wor th 
migh t be a comb ine d  en tr y  - a r es i dual wh ich would no t d is t in gu ish 
pol icyholde r s ' funds sepa r a tely . 
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I NS URANC E C OMPANY BALANC E S HEETS - AN ALTERNATIV E PRES ENTAT ION 

An alter n at ive and pe r haps mor e conven t i on al pr es en ta t ion of the 

i ns u r ance company annual accounts (source Bus iness Mon i to r  Quar terly 
S ta t i s t ics MQS I n s ur ance companies ' a nd pe n s i on Funds ' inves tmen t ,  

Th i r d  quar ter 19 8 6 ) i s  shown below . Th i s  da ta i s  only compiled on 

a n  annual b a s is and coul d  not r ead i l y  be pr oduced on a quar terly 

bas is  for incor por a t ion i n to i n tegrated accoun ts . 

INSURANCE COtoPANIES' BALANCE 9iEET AT END a: YEAR 

ASSETS 1984 
R 

1985 
P 

Long-term business essets (I) 114,459 131,358 

other then long-term business essets (I) 21,002 2 2,617 

Net velue of direct Investment In: 

Non-Insurence subsidiaries end 

essoclete compenles In the UK 1,382 1,618 

UK essoclete end subsldlery Insurance 

companies end Insurence holdings 

companies 

Oversees subsldlerles end essoclates 

TOTAL. ASSETS 

(I) Assets et market values. 

1,204 1,218 

4,703 5,234 

142.750 162,045 

f. mill Ion 

LIABILITIES 

Borrowing: 

Borrowing from UK monetery sector 

Institutions 

Other UK borrow I ng 

Borrowing from overseas: 

Short-term 

Medium and long-term 

General business technlcel reserves 

Long-term business: 

Funds 

Clelms admitted but not paid 

Provision for texatlon net of amount 

receivable: 

1984 
R 

1,766 
215 

497 
147 

12,858 

86,167 
346 

UK euthorltles 31 
Oversees euthorltles 33 

Provision for recommended dividends 491 

other creditors end liabilities 1,305 

Excess of essets over ebove liabilities: 

Excess of velue of essets over 

IIebllltles In respect of long-term 

funds 26,675 
Minority Interests In UK subsidiary 

companies 3 
Shareholders' cepltel end reserves In 

respect of generel business 11,263 
other reserves Including profit end 

loss eccount balances 1,015 

19\ 
P 

TOTAL. LIABILITIES 142,750 16 
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INS URANC E C OMPAN IES : I NTEGRATED BALANC E SHEET AND FLOW ACC OUNTS 

ADDITIONAL NOTES ON DEFINITIONS SOURC ES & METHODS - PRE 19 7 6  DATA 

Cover age 

Conunonwealth l i fe assur ance compan ies d i d  not pr ov ide " Radcl i f fe 

r e tur ns " un til De cember 19 67 , wh ile non B I A  member s wer e not 

br ough t in un til 1 9 7 3  when the Depar tmen t o f  Tr ade began to 

col lect f i gur es from a sample o f  them . The levels sh own a t  end 

19 6 7  and end 19 7 3  allow for the incl u s i on of the new con tr ibuto r s .  

The " Radcl i ffe r e tu r ns " included asse ts h el d  in  r espect o f  money 

r emi t ted to the Un i ted Kingdom and inves te d  on head o f f i ce a cco un t 
by over seas br anches and s ubs id iar ies bu t e xcl uded d i r e ct 

inves tment by UK compan ies and br anches and s ub s idiar ies abr oad , 
as well as f inancial assets held by , or on beh a l f  o f , those 

br anches (even if h el d  in the Uni te d Kingdom ) �  

No tes o n  Indiv idual Lines 

Line 1 Rea l As sets - Land and Bu ilding and ·Other" 

HOld ings o f  pr oper ty wer e no t r epor ted a t  mar k e t  value ov er th i s  

per iod . At end -December 19 7 6 , the compan ies we r e  a s k e d  to 
e xclude ove r seas pr oper ty fr om o ther r epor ted pr oper ty hOl dings' 

wh ich pe r mi tte d  a mor e  a ccu r ate es tima te o f  the i r  holdings o f  UK 

Real Asse ts . Th is enabled es t ima tes for the ear l ier  year s to be 

e s t ima te d  by per pe tu a l  inven to r y . Thes e es tima tes mak e  u s e  o f  
indi ces f o r  pr oper ty bonds and , for some earl i e r  year s , P r oper ty 

Un i t  Tr us t pr ices . However such es t ima te s mus t be r eg a r de d  a s  
cr ude , for as s ta ted ear l ie r  pr oper ty is  a ver y h e te r ogeneous 

asset and ther e a r e  few ava il able ind i ca to r s  of changes in 
pr i ces . "Other " r eal assets wer e obta ined by i n ter pol a t i on by 

r e fe r ence to the l a te r  ye ar s . 
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Line 3 Br i t i sh Gover nmen t Secur i t ies 

As s ta ted in the ma in te xt , be for e end - 1 9 7 6  the i nsur ance 

compa n i es r epor te d thes e at nomin al value , and i t  was necessary to 
e s t ima te mar k e t  values . The nominal values wer e  r epor ted in f ive 

ma tu r i ty bands , and the figur es for each o f  these wer e  conver ted 
to mar ke t  pr i ces by s pe c ia l l y  cons tructed pr i ce ind i ces , we igh ted 

b y  the amoun ts o f  each indiv idual s tock in issue � Quar ter ly 
h o l d ings wer e  es t ima ted by in ter pol a t i on . I n  July 1 9 6 7 , when 

s te e l  was r en a t i onal ised , £ 3 2  mil l ion o f  s teel compan ies ' 
s e cur i t i es wer e sold to the a u thor i t ies by the insur ance compan ies 

in the two we ek s be fore ves ting day : these tr ansactions a r e  
class i f ied a s  sales o f  gover nmen t s tock s . Ano ther  £ 1 0 6  mill ion 

wer e conver te d in to 6 1/2 % Tr eas u r y  Stock 1 9 7 1 . Exchanges of 
secur i t ies a r e  not included in the cash tr ansa c t i ons , and there is 

ther efor e a s pe c i a l  incr ease o f  £ 1 3 8  mi l l ion in r evaluations etc , 
in the th i r d  quar ter o f  1 9 6 7 , w i th cor r espond ing fal ls els ewher e ,  

ma in ly in l ine 1 6 . 

Lines 5 & 6 - Loca l Au thor i ty Nego t i able Bonds and Other Lis ted 
Secur i t ies and Long-term Loans to Local Author i t ies 

The br eak down be twe en secu r i t i es and �oans was es tima ted w i th 

r e fer en ce to the Cambr idge wor k *  ( for the ear l ier  year s )  and th e 

br eak down r epor ted by the nea r es t  equ iva l en t  g r oup of in s t i tu ti on s  
- the pr iva te sec tor pens i on funds . For loans , the annual 

changes in end -ye ar f i g u r es th us calcu l a te d , we r e  conver te d to 
g ive qua r te r ly tr ansactions and level S  by i n te r pola tion . For 

l is te d  secu r i t i es , the annual es tima tes , wh ich .we r e  nominal 
v a l ues , wer e  conver ted to mar ke t  values , w i th the use of nomina l 

to ma r ke t  r at i os for  outs tand ing l is te d  local author i ty secur i t i es 
calcul a ted fr om s tock exchange da ta . Quar ter l y  t r ansa c t i ons in 
secu r i t i es wer e  the r es i du a l s  for the comb ined r epor te d  

tr ansa c t i ons in l oans and secur i t ies , a fter deduc ting the 

e s t ima tes made for l oans . Thes e , used i n  con j unct i on wi th pr ice 
indi ces (movemen ts in  pr i ces o f  gover nment s tocks in the ear l ier  

yea r s  and in  nomi n a l  to ma r ke t  r a t i os in  l a te r  year s ) � pe rmi t ted 

the calcula t i on of qua r te r l y  hold ings by i n ter pola t i on . 

* J R 5 ReVell , 1ihe Wealth of the Nat10n (cambridge. �liiversitJ 
Pr es s , 1 9 6 7 ) a nd A R Ro e ,  The Financ i a l . I � te r d�pendence o f  the 
Economy 19 5 7 - 19 6 6  ( London : Ch apman & H l l l  19 7 1 ) . 
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Line 7 Cash and Balances w i th UK Banks 

Cer ti f i ca tes o f  depos i t  ( l ines 8 and 9 )  wer e included here , 

ind is tingu ishably , un t i l  end 19 7 2 , but  the amoun ts mus t have been 

very small . 

Lines 8 and 9 Nego t i able ce r ti ficates o f  deposi-t 

See l ine 7 above . 

Line 1 5  un i t  Tr us t un i ts 

These we r e  not r epor ted sepa r a te l y  be fo r e  1 9 6 9 , but  the amoun ts 
involved be for e th en were pr obably smal l . The pe r pe tual 

inven to r y  me thod was used fr om end -19 6 9  to end -19 7 3 � us ing the 
pr ices o f  ord inary sh ar es . Mar k e t  values ( a t  bid pr i ce )  wer e 

r epor te d  for end -19 7 6 � these wer e  tak en back by pe r pe tu a l  

inven tor y to end - l9 7 3 . At end -l9 7 3 , non -BIA member s ,  wh i ch d i d  

bus iness i n  equ i ty-l inked insur ance , began to con tr ibute to the 
ser ies . 

Lines 16 , 1 7  and 2 0  UK and ov er seas ord inary and de fer red sh a r es 

The me thods used wer e s imi lar to those for UK l oan capi tal , bu t 

r ather mor e  in forma t i on on the mar k e t  v al ues o f  o r d in a r y sha r es 
was ava i l able . Fir s t , the Diamond Commiss ion made s pec ial 

es t ima tes of  h oldings o f  UK - l is te d  sh a r es at ma r k e t  pr ices for 
each of the year s 1 9 69 to 1 9 7 3 � secondly , Cambr idge had made 

s peci a l  es tima tes for ear l ier  year s based on sh a r e  owne r sh i p  
surveys � and , th ir dly , some o f  the lar ger compan ies had for some 

ye ar s pr ov ided both book and mar k e t  v al ues o f  the i r  sha r eholdings 
in the ir  ann ual accoun ts .  In  the case o f  over s e as equ i t ies , 
s in ce abo u t  thr ee quar te r s  o f  over seas sha r es held wer e  US sh a r e s , 
use was made o f  in forma ti on g iv en in  Bes t ' s  Insur ance Repor t ,  f r om 
wh ich r at i os o f  ' au thor ised v a l ue ' to cos t cou l d  be ca lcu l a te d  for 
a s ample o f  UK compan ies , and these r a t i os were though t to be 
appr oxima te l y  equ ivalen t  to r atios o f  ma r ke t  values to book 
v al ues . US sh are pr i ce values wer e also the ma in ones used for 
pe r pe tu a l  invento r y  and i n te r pol a t ion . The fall in hOl d ings of 
s teel secur i t ies in  1 9 6 7  ( s ee n o tes to l ine 3 )  was taken i n to 



acco un t .  The br eakdown be twe en l i s te d  and un l is ted sh ares , not 
av a i l able be for e end -19 7 6 , h as been es t ima ted . 

Lines IB . l ,  I B . 2  and 2 1  UK and OVer seas Pr efer ence Sh ares 

The me thods used we r e  s imil ar to thos e for UK l oan capi ta l . 

Lines 19 . 1  and 19 . 2  Company Loan Capi tal ( L-is ted and Unl isted ) 
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Figur es for end 19 7 3  onwa r ds wer e  ca lculate d  by per pe tu a l  
i nven to r y , f r om the mar k e t  values r e por ted a t  end 19 7 6 . Th is 

me thod was not used for ea r l ier yea r s , beca use es t ima tes wer e not 
ava i l able for wha t  wer e  pr obably s iz able a cqu is i t ions o f  

deben tu r es i n  exchange for o r d inar y sh a r es , dur ing tak e -over and 
me r ge r s  in some year s - these a cqu is i t ions w i l l  not h ave been 

incl uded in the quar te r ly r epor ted tr ansactions figures . For the 
ear l ier year s , r ough r a t ios had to be est ima ted to conve r t  the 

r epor ted bo ok values to ma r ke t  v al ues ; some of these wer e based 
on the Cambr idge wor k . Quar terly holdings wer e ob ta ined by 

in te r pol a t i on . Li s te d  and un l is ted l oan ca pi ta l  wer e  not 
r epor ted sepa r a tely until  end 19 76 . The ear l ier figures for 

l on g - te r m  funds a r e  es tima tes based on the end 19 7 6  d iv is ion 
be tween l is ted and unl is ted s tocks and the Cambr idge wor k , wh ile 

gen e r a l  funds r epor te d  on ly sma l l  hOl d ings o f  un l is ted s tock s a t  
end - 19 7 6  and no e s t ima tes h ave been ma de for ear l i er year s . 

The insur ance co mpan i es d i d  not r epor t tr ansac t i ons in UK 

secur i t ies sepa r a tely f r om those in over seas secur i t i es .  Annual 

changes in book v a l ues of OVer seas deben tur es wer e  tak en as 
e s t ima tes of tr ansact ions wh i ch wer e  spr ead over the quar ter s and 

then deducted f r om to ta l tr ansac t i ons in deben tu r es to pr ov ide 
f i g u r es o f  those in  UK deben tur es by r es idua l . 

Line 2 2  OV e r seas Deben tu r e  Sha r es 

The mar k e t  val ues a s  r epor ted a t  end 19 7 6  wer e ex tended back by 

pe r pe tu al inv en to r y , us ing appr opr iate pr ice indices and figur es 
for t r ansact ions ( e s t ima ted as changes in book val ues ) un t i l  a 

po in t  wher e  the mar k e t  val ues wer e l i t tle d i ffer ent from book 
v a l ues . Repo r te d  book val ues wer e  used for the ear l ier yea r s .  
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Line 2 0 2  Bor r ow ing from UK banks in s ter l ing 

Ban k s  hav e on ly r epor ted such bor r owing s in ce 1 9 7 5 , no es t ima te s 

are  pos s ible for ear l ier  year s .  

Line 2 0 6 . 1 . 2  Un l i s te d  UK Or din ary Shar es 

Ther e is no good s our ce for these figur es and thus the es t ima tes 

wh ich ar e pr ov ided mus t  be r egarded a s  be ing par t i cu la r ly cr ude . 

Fi r s t , the book value o f  to tal "capi tal pa id up " �  was obta ined 

fr om the Depa r tmen t of Tr ade ' s  annual aggr egation of  the 
superv isor y r e tur ns . From th is was deducted the nominal value o f  

l is ted capi ta l , f r om s tock exchange s ta t i s tics � to g i ve the book 
value of unl i s ted capi tal . The mar k e t  to nominal value r a t io for  

l is te d  o r dinary sh a r es was th en appl ied to th is book value to 

e s tima te the mar k e t  value . The ann ual changes in book v a l u es 

have gene r ally been tak en to be tr ans ac t ions wh ich wer e  then 
spr ead over the r es pec tive quar ter s .  ( I t has been assumed th a t  

ther e a r e  no un l is ted deben tu r es o r  loan s tock . )  

Line 2 0 5  Pol icyh olde r s ' Funds 

The companies ' l iab il i ties to pol icyholder s wer e  ca l cu l a te d  by 
tak ing figur es for UK compan ies ' l ong - term funds from the 

aggr ega te d  r eg u l ato r y  r e tu r n s  [ de ta il e d  f i g u r es for the yea r s  up 
to 1 9 7 0  wer e publ i shed by the Depar tmen t of  Tr a de in  Insur ance 

Bus ines s Sta t i s tics , wh ile s umma r y  f i g u r es a r e  g iven in the CSO ' s 
Annual Abs tr act o f  Sta t is tics (bo th HMSO) , deduc t ing the f unds o f  

the ir  br anches and sub s id ia r ies abr oad , wh ich a r e  included i n  the 
r e tu r ns , and add ing funds of over seas compan ies ' br anch es and 
s ub s idiar ies oper ating in the UK . For the v e r y  ear ly yea r s ,  the 
l i fe funds of  UK s ubs id iar ies , ope r a t ing in the l ar ger  

commonwe a l th co un tr ies we r e  ob ta ined f r om over seas in sur ance 
s ta t i s ti cs , bu t less in for ma t ion was ava il able for mor e  r e cen t  
ye ar s . However , the fund to pr emium r at i o  for the ear l ie r  yea r s  
was r easonably cons tan t and was then appl ied to f i g u r es for 
pr emi ums f r om over seas in l a te r  ye ar s ( fr om the r egul a to r y  
r e tu r ns ) to es tima te the funds o f  U K  br anches and s ubs i d iar i es 

abr oad . Fi gures for funds of  over seas br anches and s ub s id i a r es 
in  the UK wer e  pr ov ided by the Li fe Of f i ces As socia t i on . The 
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t r an s ac t ions figures wer e  tak en fr om es tima tes made by the Cen tr al 
S ta t is t i ca l  Office ( CSO)  for na tional a ccoun ts pur poses � 

Quar te r ly l evel s for 1 9 6 3 - 1 9 7 4  wer e  ob ta ined fr om annual level s 
and quar te r ly tr ansa c t i ons v ia a r evalua t i on ser i es based upon 

hold ings o f  pr in cipal a s sets . 

Line 2 06 . 1 . 1 ,  2 0 6 . 2  and 2 0 6 . 3  Listed UK Ordinary ' Shares , Lis te d 
Loan Capi tal and Lis ted Pr e fe r ence Sh a r es 

S tock exch ange figu r es we r e  ava il able on ly once a yea r  for the 
yea r s  pr ior to 1 9 7 2  but  quar ter l y  ther ea fter � The ear l ier 

quar te r ly f i g u r es we r e  ob ta ined by i n ter polat ion � The s tock 
e xchange f i g u r es wer e  compiled from clos ing pr i ces a t  the bo ttom 

o f  the r ange , wh er eas mid-ma r k e t  clos ing pr ices we r e  r ea l ly 
needed ; i t  was not though t tha t r e l i able a d j u s tmen ts could be 

made . 
ser ies . 

Fi gu r es for tr an sactions ar e f r om the Bank ' s  new iss ues 

Line 2 5 2  Res i dual Ne t Wor th 

Beca use o f  the conv en t i on s  used her e ,  i t  should be noted that the 
b a l an ce sheet figur es for end - l 9 7 4  show an impr oved ne t wor th 

pos i t i on for the secto r , a s  compa r ed w i th end - 1 9 7 3 � despi te the 
fact tha t th is was a t ime when ins u r ance company l i ab il i ties ( in 

the u s ua l  sense o f  the te r m )  wer e  r is in g  r apidly ow ing to 
in f l a t i on and asset values wer e adve r s el y  a f fected by the sha r p  

decl ine in secu r i ty pr i ces . The fal l  in asset values i s  shown ­
c l ea r l y  w i th in the pr esen ta t ion . Th is  was , however , lar gely 

o f fse t ,  on the l i ab i l i ties s ide , by a cor r esponding fall in the 
v a l ue of pol icyholder s '  funds . Insur ance compan ies own issued 

shar es (val ued at mar k e t  pr ices ) ,  a lso sh owed sh a r p  decl ines , 

wh i ch fur ther r educed l iab il i t ies , s o  tha t the overall  e f fect was 

to impr ove s l igh tly the over a l l  net wor th pos i tion � Wh ile th is  

conclus ion would be gene r a l l y  s ound f r om the s tandpo i n t  o f  

secto r al b a l ance sheets , obv ious ly fr om a conven t i onal accounting 

po in t  of v iew , it  should be r ecogn ised tha t , as a g r oup , insur ance 

companies s u f fe r ed a sever e decl ine in the i r  over a l l  pos i ti on over 

th is per iod . It is  also the case tha t r es i dual ne t wor th 

includes techn ical r eserves , wh i ch a ga in would n or mally be 

e xcl uded w i th in a conven t i on a l  sys tem of accoun ts . 
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PENS ION FUNDS : INTEGRATED BALANCE SHEET AND FLOW ACCOUNTS 

NOTES ON DEFINITIONS SOURCES , METHODS 

Int roduct ion 

Integ r a ted balance shee t and f low accounts f o r  pens ion funds a r e  

pre sented be low . Sepa rate table s a r e  p r ovided f o r  pr ivate sec t o r  

fund s , local au thor i ty fund s , and othe r publ ic sector fund s .  As 
f a r  as po ssible , the data have been prod uced in a fo rmat which i s 

c ons i stent wi th that used f o r  the ins u r ance c ompanies ' i nteg ra ted 
ba lance sheet and flow accounts .  

The stat i s t ic s  cove r autonomous funded sc heme s .  Au tonomous f und s 

are gene r a l ly run by boa rds of t r u stee s on beha lf  of the i r  

membe r s .  Funded scheme s hold inve stments t o  matc h the i r  
l i abi l i t ie s  t o  pay bene f i ts . The stat i s t ic s  exc lude unf unded 

sc hemes , mos t  of  wh ich a r e  in  the publ ic sec tor . Some o f  the 
unfunded public sector  scheme s are contr ibutory , and t he excess of 

employe r s '  and employee s '  cont r i bu t i ons over pens ions and bene f i ts 
pa id ou t g ive s r i se to su rpluses , but such s u rpluse s are  pa id 

d i rectly into the Consol idated Fund and a re not bu i l t up' i nto 

separate fund s . " The se " not ional ly - f unded " scheme s a r e  t he r e fo r e 
not c lass i f ied as " o the r f i nanc i al  i ns t i tut i ons " i n  the nat i onal 

account s ;  the i r  su rpluse s  a r e  t r eated the re a s  part  of  pe r sona l 

saving , matched by cla ims on the cent r a l  gove r nment . The 
stat i st ic s  a l so exc lude i nsu red pe nsion sc heme s ,  whe re 

contr ibu t i ons a re paid ove r to a l i fe insur ance company , wh ich 
a ssume s l iabi l i t ie s  t o  the pension scheme and i ts membe r s ,  and 

wh ich i nves t s  the cont r i but i ons as pa r t  of i ts ove r a l l  l i fe f u nd 
investment ( bu t  see note to l i ne 4 0  be low) . 

The system of returns provides f o r  sepa r ate i nqu i r ie s  c ove r i ng 
funds o f  local  autho r i t ie s , o the r publ i c  sector bod ie s , a nd 
pr ivate conce r ns .  The r e tu r ns , wh ich have been improved and 
stand a r d i sed recen t ly , c ove r a l l  assets a nd l i abi l i t ie s , p r ovid i ng 
a t  each end-year hold i ng s  o f  assets , gene r a l ly at ma r ke t  p r ice s , 
and each qua r te r  cash t r ansac t ions . The i nqu i r ie s  a r e  conducted 



by t he Depa rtment of Tr ade and Ind u s t ry . Whe re fund s  report  
hol d i ng s  of  assets a t  a d ate other  than 3 1  Decembe r ,  adj ustments 

a re made to  the data so as to produce approximate f ig u r e s  for the 
e nd of the c a le nd a r  year . 

Sou rces 

Local au tho r ity pens ion f unds 

Al l local au tho r i ty pens ion funds a re asked to complete returns , 
a nd e s t imates a r e  made i n  re spect of  any fund s  that fa i l  to 
r e spond . Before March 1 9 6 5 , assets we re repor ted at boo k value , 
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and ma r ke t  va l ues have for  the most pa r t , been e st imated by 
reve r se pe rpetual i nventory . Fo r qua r t e r s  whe re t h i s  was not 

po ss ible , for  i nstance because reva luat ion se r ie s  could not be 

cons t r uc ted , d ata wa s de r i ved by interpolat ion . The se method s 

a r e  desc r i bed i n  the note s on insurance compan ies ' ba lance shee ts � 

The repo r t i ng fo rms we r e  improved f rom 3 1  March 1 9 7 5  as pa r t  of a 
g ene r a l  prog r amme for the impr oveme nt and stand a rdi sat ion of 

retu rns f o r  f i nanc ial i ns t i tut ions other than banks . The most 

impo r tant r e s u l t  of t h i s  was the d iv i s ion of o r d i nary shares into 

UK l i sted , UK unl i s ted , and ove r seas share s .  In add i t i on ,  

f ig u re s  for  net sho r t - t e rm asse t s  o the r than local author i ty 

tempo r a ry money and f o r  "other i nve stment s "  we re broken down , thus 

provid ing f i g u r e s  for a numbe r of catego r ies . The re are  
t he r e f o re bre a k s  a t  end - 1 9 7 4  i n  a numbe r of  se r ie s  ( the f igures 
after  3 1  Ma rch 1 9 7 4  be i ng c a r r i ed forwa r d  by pe rpetual inventory , 

a nd those f o r  3 1  Ma rch 1 9 7 5  bac kwa rd s ) . 

F r om the second qua r t e r  of  1 9 7 4  the s ta t i st ics exc lude the fund s  

o f  wa te r , sewe r age and d r a inage boa rd s  i n  Eng land and Wales ; 
t r u s t  po r ts whose parent bod ies we r e  t r ansfer red f r om the local  

au tho r i ty sector  to the publ ic corpo r a t ions sector ; and the fund s 

o f  l oc al heal th se rvices whose parent bod ies became part of the 

cent r a l  gove r nment secto r . 

Othe r publ ic sector  pe nsion fund s 

Th i s  g ro up of fund s  con s i sts ma i nly of t he scheme s for  
nat i ona l i sed indust r i e s , but a l so i nc ludes some f und s set up 



be fore na t i onal i sa t i on and c e r t a i n  othe r  scheme s ,  notably B r i t i sh 

Counc i l  Supe r annua t i on Scheme , Commonweal t h  War Gr ave s Comm i ss i on 

Superannua t ion Scheme , Ind i a Fami ly Pe ns ion Funds , and Royal 

Seamen ' s  Pens ion Fund . From the fou r th qua r t e r  of 1 9 6 7 , the 

funded schemes of na t iona l i sed steel i nd u s t r ies a r e  i nc luded , and 

f r om the fou r th qua r te r  o f  1 9 6 9 the Post Off ice Supe r annua t i on 

Scheme . From the second qua r t e r  of 1 9 7 4 ,  the f ig u re s  a l so 

inc lude the f unds of wa ter , sewe r age , and d r a i nage boa r d s  i n  

Eng land and Wale s ,  tho se o f  t r u s t  por ts ( upon the i r  t r ansfer f r om 

local autho r i ties  t o  publ ic corpo rations ) , and those o f  loca l 

health se rvices whose parent bod ies become part of the cent ra l 

g ove r nment secto r . Funds o f  companies wh ich have bee n  pr ivat i sed 

are i nc luded w i t h  pr ivate sector fund s  f r om the beg inn i ng of the 

qua r ter fol lowing the d ate of the i r  pr ivat i sat ion . 

Asse ts have been repo rted at ma r ket va lue , a t  3 1  Decembe r ,  

throughout the pe r iod c ove red by the t able s and the re a r e  no 

brea ks in the se r ie s .  

Pr ivate sector pens ion f und s 

These are  se lf -adm i n i s tered and manag ed f unds o f  the p r ivate 

secto r , i nc lud ing non-pr o f i t -ma k ing bod ies as we ll a s  c ompan i e s . 

They now i nc lude funds o f  co -ope r a t ive soc ie t ie s . ·  The f ig u r e s  

are  c omputed f rom ret u r ns to the Depa r tme nt o f  Tr ade a nd I nd u s t ry 
by a sample o f  fund s .  Re turns a r e  sought f rom al l f und s w i t h  
a ssets o f  £1 mi l l ion o r  mo re ( al thoug h n o t  a l l  a re a b l e  to p r ov ide 

f u lly -de tai led statistic s ) , and f rom abou t 1 i n  4 o f  fund s  with 
a ssets o f  £ 1 0 0 , 0 0 0  t o  £1 mi l l io n .  Funds w i th assets o f  l e s s  than 

£ 1 0 0 , 0 0 0  a r e  not approached f o r  r e t u r ns . The f ig u r e s  f o r  the 
pr ivate sect o r  fund s  tend to be o f  s omewhat lesser  qua l i ty than 

those for publ ic funds , largely because of the absence o f  a 
comprehe ns ive and up t o  date reg i ster  of f u nd s  f r om which a sample 

• Fig u r e s  f o r  the se funds had p r evi ou sly bee n p repa red sepa r a tely 
and then i nc luded in  agg rega te totals f o r  a l l  pens ion f u nd s .  
The f ig u r e s  te rmi nate a t  the end o f  1 9 7 7 ,  whe n the Co - op f unds 
we re added to the Depa r tme nt of Tr ade and I nd u st ry ' s  s u r vey of 
p r i vate pens ion fund s . Howeve r ( they d i d  not cont r i bu t e  to pr ivate pens ion funds ne t f low f lg u re s  unt i l  1 9 7 9  01 , s o  t h e r e  
i s  a g ap in  cove r age of one year ( v i z  1 9 7 8 ) . 
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can be d r awn . The sta t i st ics provided by the se cont r i buto rs  we re 

previou sly g r ossed up ( fo r  funds not cove red by the sample , or 
wh ich d id not r e spond ) o n  the bas i s  o f  informat i on relat ing to the 

popu la t ion of p r ivate se l f  admini ste red funds at the end of 
1 9 7 8 .  Mo re recently the sample has been updated f r om a reg ister 
o bta i ned f r om the In land Revenue . Co ntinuous moni tor ing is 

neces s a ry to keep the l i st up to date . 

The r e t u r ns have c a lled f o r  assets to be reported at ma r ket value 

a t  3 1  Decembe r throug hout the pe r iod cove red by the t ables . Whe n 

t he f i r st a ttempts we re made to i nte rpolate quarte r ly leve l s � it  
was d i scove red that the repo r ted qua r t e r ly cash t r ansac t i ons we re 

not cons i s tent w i th the annual leve l s , even a f te r ma k i ng 
a l lowanc es f o r  non-c ash t r ansac t ions , such as the acqu i s i t i on o f  

s h a r e s  i n  exchange for  conve r t i ble debenture s , that we re not 

c ove red by the r e t u r ns . The ma in reason for the i ncons i stenc ies � 
appea red t o  be d i f f e rences between the sample of fund s  repo r t i ng 

o n  qua r te r ly f o rms and that provid i ng the annual f ig u r e s , the 

r epo r t i ng of value s  o the r than ma r ket va l ues by some funds , and 

the r epo r t i ng by some f unds f o r  dates o the r than 3 1  December . 
The Depa r tment of Tr ade and Ind ustry c a r r ied out a spec i a l  

exerc i se t o  adj ust t h e  f ig u r e s  f rom 1 9 6 6  onwa rds , so t h a t  they are 
all at ma r ke t  va l ue s  and a t  3 1  Decembe r .  The conve r s ion f r om 

nomi nal o r  boo k value s t o  market value s for gove r nment stoc k s  and 

local au tho r i ty sec u r i t ie s , was by means of r a t ios der ived f r om 
s t oc k  exchang e  stat i stics  and , for o the r secu r i t ie s ,  by means of 

r a t i o s  o f  boo k to ma r ke t  va lue s  f r om the nea re st equ ivalent g roup 

o f  i ns t i t u t i ons , ma inly publ ic sector pens ion funds . Figures  

we r e  conve r ted to end -Decembe r by d ivid i ng t he funds which 

r epor ted at othe r dates into qua r t e r ly g r oups , according to the 

dates  a t  which they repor ted , a nd then c a r ry i ng out a pe rpetual 
i nventory , u s i ng the i r  t r ansac t ions and app ropr iate pr ice 

va lue s . The later  e s t imates we re much more cons i stent w i th the 

c a s h  t r ansac t ions se r ie s  than the old ones had bee n .  

Va lua t io n  o f  l iabi l i t ie s  -t o  pol icy holde rs  

The re a r e  seve r a l  pos s i ble way s  i n  which the cont r i butor s '  

" r i g ht s "  i n  pens ion f unds might be valued . One poss ibi l i ty wou ld 
be the pas t  s e r v ice l iabi l i ty ,  that i s  the present va l ue of future 
pen s i on paymen t s  a tt r i butable t o  se rvice t o  date . Anothe r  i s  



past plu s future service l iabi l i ty , or  the pre sent value of future  

pens ion payments wh ich w i l l  re sult f rom past plu s future  expected 

se rvice , less the pre sent value of expec ted futu re cont r i but ions 

by employe r  and employee . A t h i rd poss i bi l i ty i s  seve r ance 

value , wh ich i s  the present value of future " cold - st o r ag e " pens ion 

benef its  that the membe r would rece ive if he left t he sc heme 

immed i a te ly on res ig n i ng f r om h i s  f i rm .  

Of these three poss i bi l i t ie s ,  the second - past p l u s  f u t u r e  

serv ice l i a bi l i ty - c o r r e sponds most c lose ly to  t h e  ac tua r i al 

rese rve i n  many case s , and may also co r re spond to the not iona l 

va lue that membe r s  might put on " r ights " , i n  the sense of  bene f i t s 
they expect to  receive . The re i s  thus a case for  i nc lud ing the 

actua r i a l  return in  sector balance sheets , for it affec t s  the 
behaviou r of both those admi n i s te r i ng pe ns ion funds and the 

cont r i bu to r s .  Al ternat ive ly , i t  can be a r g ued that as the cash 
equ i ty of the funds be long s to pe r sons , and as , u l t imate ly , 
payou ts of  pens ions c annot exceed the assets ava i la ble for  
d i s t r ibu t ion , the va lue to membe r s  should be taken a s  the ma r ke t  

value of  the ne t asse ts ava i lable for d i s t r ibut ion . 

For national account ing purpose s ,  the l i a b i l i ty to membe r s  i s  

taken a s  the ma r ket value o f  the f und s ne t assets . Th i s  i s  
pa r t ly bec ause the ma i n  a l te r nat ive - the actua r i a l  va luation - i s  
not a cons i stently mean ing f u l  concept : t he valua t ion proce ss 
ent a i l s  the ma tching of futur e i ncome s w i th pens ion paymen ts , and 

d i scoun t i ng d i fferences be twee n the se in f u t u r e  per iods bac k to 
the present at an assu red rate of d i scount . Ac tu a r ie s  use 
vary ing rates o f  d i scount and d i f f e rent a s s umpt i ons a bout f ut u r e  
t rends i n  l iabi l i t ies and inve s tment y ie lds . Moreove r ,  t hey ma ke 
t he i r  va luations a t  u n ique t ime s and a t  i n f reque nt inte rva l s . I t  
wou ld b e  d i f f icult and costly for  funds t o  p r od uce up-to-date 
valua t ions a t  repo r t i ng dates and imposs ible to  ach ieve u n i formity 
o f  a ssumpt ions . 

In sum , for  UK sector balance sheets , pens ion f unds a re shown as 
having total l i abi l i t ies equal to total a s se t s , that i s ,  a s  h a v i ng 
no i ndependent " net wo r th " . 



Re lat ionship w i th f low of funds accounts 

Lines in  t he ba lanc e  shee t wh ich repre sent t r ans actions with othe r 
i nst i t u t i ons i nc luded i n  the same sector ( other f inanc i al  
i n s t i tu t i ons ) a re exc luded f r om the flow of  funds mat r i x .  The re 
a re f i ve of the se ( l i nes 1 5 ,  3 3 ,  3 8 ,  3 9  and 4 0 )  which thus 
d i sappea r on i ncorporat ion into the f lows of f unds table . 

Gross d ome s t ic f ixed c ap i t a l  format ion 
Note s  and coi n 
M a r k e t  Treasury bi l l s  
B r i t i sh gove r nment sec u r i t i e s  
Loc al autho r i ty debt 

Depo s i t s w i t h  banks 
Bank lend ing ( exc l .  publ ic secto r )  
Loans f o r  house purchase 
Othe r  l e nd i ng by f i nanc i a l  insti tut ions 
Un i t  t r ust u n i t s  
UK company secu r i t ie s  

Ove r seas sec u r i t ies 

M i sc e l laneous d ome s t ic i nst ruments 

D i rec t & othe r i nve stments abroad 
M i sce l laneous ove r seas i ns t r ume nts 

Flow of  
f und s 
ma t r ix 
Line 

3 
6 
7 
8 
1 9  

21 
24  
27 
2 9  
3 0  
31 

32 

34  

3 5  
3 7  

I nteg r ated 
ba lance sheet 
and flow " alcs 
Line 

1 
7 ( pa r t )  
2 
3 
4 ,  5 ,  6 ;  3 6 , 
3 7  ( pa r t )  
7 ( pa r t )  , 8 
34 , 3 5  
1 2  
1 4 ,  3 8  
1 5  
1 6 ,  1 7  ; 1 8 ; 
1 9 ,  3 9  
2 0 ,  21 ; 2 2 �  
2 3  
24  (part)  ; 
2 8 , 3 3 , 3 9 ; 
4 0  
30  
2 9 ,  4 1 ; 4 2  

I nt e rpo la t ion and reconc i l iat ion of end qua r t e r  f igu res 

The pre sentation , c losely f o l l ows that adopted for insur ance 

c ompan i e s , i ndeed , many i tems a r e  f r eque ntly held by bo t h  type s of 

i ns t i t u t i on .  The met hodology adopted f o r  reconc i l i ng f lows and 
l e ve l s , m i r ro r s  that u sed f o r  i ns u r ance companie s , and a fou r 

c olumn app r oach has ag a i n  bee n  adopted . Reva l u a t ion se r ie s  a r e , 
f o r  the mos t  pa r t , the s ame a s  those used f o r  i ns u r ance compan ies 

( bu t  see notes to i nd i vidual l i nes f o r  some d i ffe r e nces wh ich 
ma i nly r e la te t o  the e a r l i e r  pe r iod under r eview) , a nd there are  

s im i l a r  problems conce r n i ng matu r i ty d r i f t  and d i ffe rences i n  
popu la t ion source s .  Most o f  these p roblems have previou sly been 

o u t l i ned i n  t he notes to  t he i nd i vidual l ine s ,  provided f o r  t he 
i n s u ranc e  c ompany analys i s .  



Note s to ind i vidual l i nes 

Line 1,  Land and bu i ld i ngs 

The local au tho r i ty f unds , d i d  not repo r t  f ig u r e s  unt i l  Decembe r 

1 9 6 9 .  For pu rpose s of i nterpolat ion , prope r ty bond pr ices have 

bee n used . 

Lines 3 . 1 - 3 . 4 , B r i t i sh gove rnment secu r i t ie s  

The " revaluat ions , e tc "  c o lumn , i n  the t h i rd qua rte r of  1 9 6 7 , 

i nc ludes i nc reases of £1 2 m i ll ion for " othe r publ ic sector " f und s 

and £ 57 m i l l io n  for  pr i vate sec tor fund s , a r i s i ng f r om t he 

exchang e of stee l c ompany secur i t ie s  for g i l t -edged stoc k .  Unt i l  

Oc tobe r 1 9 6 9 ,  the re was a " not iona l ly -funded " sc heme for Post 
Off ice employee s ;  the excess of  cont r i but ions ove r pens i ons pa id 
acc r ued t o  the Gove rnment . A sepa rate funded sc heme was then se t 

up , its  only i n i t i a l  asse t be ing the actua r i al ly calculated 
l i abi l i ty of the Gove rnment , denomi nated in ( but not inve sted i n ) 

2 1/2% Consol s .  

Line 4 ,  Local au tho r i ty b i l l s  and "tempo r a ry money 

The " reva luat ions e tc H  co lumn for loc a l  autho r i ty funds , i n  the 

t h i rd qua r te r  o f  1 9 6 5 , i nc lude s an ad j us tment a r i s i ng f rom the 

swi tch i ng of a loan to a pa rent autho r i ty ,  previously 

m i sclass i f ied , f r om long -term loans to local author i t ie s . 

Line s 8 and 9 ,  Ce r t if icates o f  depos i t  

Hold i ng s  we re not r epor ted unt i l  e nd - 1 9 7 2 . I t  i s  u n l i kely that  
loc al  autho r i ty funds held any be fore then , and o t he r  pu bl ic 
sector f unds may not have held any ei ther i pr i va te sec tor pens ion 
f unds held some , and , wh i le sma l l  amounts may have been i nc luded 
with bank depos its , the rest  appea r to have been omitted f rom the 
e a r l ie r  retu rns . Ce r t i f icates of depo s i t  not i ss ued by UK 
monetary sector i ns t i tut ions a r e  i nc luded in  " sho r t -te rm assets  
ove r sea s " . 

3 3  



Line 1 5, Au tho r i sed unit  t r usts 

Before 1 9 7 6 ,  autho r i sed unit  t r ust un i ts a re inc luded wi th 

o r d i na ry s ha re s . 

L i ne 1 6, Li s ted UK o rd inary sha res 

S ee note to l ine 3 . 1 - 3 . 4 .  

L i ne 2 7 ,  Sho r t - te rm assets and amounts recei vable f rom the "Inland 
Revenue 

Bef o r e  1 9 7 6 ,  i ncome acc r ued on i nve stment s , and amounts rece ivable 

f rom the In land Revenue , a r e  exc luded . Th i s  item i nc ludes assets 

held i n  t he f o rm of bank bi l l s  and any sho r t -term assets he ld with 

the C r own Agent s .  

L i ne 2 8 ,  Othe r i nve stments 

Includes u n i t s  o f  unautho r i sed unit  t r usts , insur ance pol icies , 

a nnu i t ie s ,  c ommod i t ie s , g o ld c oi ns , and wo r k s  of a r t . Before 

1 9 8 3  o t he r  i nve stments a l so inc luded investment in  managed and 
i nsu red f und s by pe nsion fund s ( see l i ne 4 0  be low) and ove r seas 

p r ope r ty .  Be fore 1 9 7 8 , o the r inve stments a r e  inc luded with ' Real 

Assets ' .  

L i ne 2 9 ,  S ho r t - te rm assets over seas 

Before 1 9 7 6 ,  s ho r t - t e rm assets ove r seas a re i nc luded with othe r 

s ho r t - te rm asse t s . 

Line 3 0 ,  Ove r seas Loans 

Before 1 9 7 8 , ove r seas mor tg ag e s  and loans a r e  i nc luded w i th UK 

mo r tg ag e s  and loans . 

L i ne 3 5, UK publ ic corpo r a t ion secu r i t i e s  loans and mo r tgage s 

Before 1 9 8 3 ,  i nve stment in  UK public corpo r a t ion sec u r i t ies a re 
i nc lud ed i n  " othe r i nve stme n t s " . 



Li ne 3 9 ,  Prope r ty unit  t r ust un its  

These a re f i rst  d i st i ng u i shed by othe r public fund s in  March 1 9 68 , 

by p r i vate funds i n  Decembe r 1 9 6 7 , and by local  autho r i ty fu nds in 

Decembe r 1 9 6 9 . Fo r pu rposes o f  inte rpola t ion , p rope r ty bond 

pr ices have been u sed . 

Line 4 0 ,  Inve stment in  insu red/managed f und s 

Pe nsion f unds ' inve stme nt i n  i nsu red f und s i s  a l so i nc luded in  the 

f igures for long -term insur ance compan ies ' i nve s tment . 

Line 4 3  Inve stment in  Loc al Au thor i ty Mutual  Inve s tme nt Trust 

( LAM IT )  u n i t s  

For the f low o f  fund s - whe re t r ansac t ions between the pens ion 

funds and LAMIT are consol idated - acqu i s i t ions of LAMI T  u n i t s , 

we re i nc luded with pens ion fund s '  t r ansac t ions i n  ord i nary share s �  
unt i l  1 9 68 ,  when LAMIT s t a r ted to inve st i n  prope r ty , and 

al lowances o f  such i nve stme nt have s i nce been deducted . The 
prope r ty e lement , i s  shown sepa rately , i n  the se table s ,  unt i l  

1 9 7 4 . For  pu rposes o f  i nte rpola t ion , o r d i nary share pr ice 
i nd ices have been used . 

Line 2 0 7 ,  Amou nts paya ble to stockbroke r s  

Amounts a r e  shown net , i e  amounts rec e i vable f rom stoc kb r o ke r s  
less amounts payable t o  stoc kbroke r s , and inc lude unsecu r ed money 
w i th an o r ig inal matu r i ty of less than twe l ve months . Before  
1 9 7 6 ,  amoun t s  rece i vable f rom stoc kb r o ke r s  a re i nc luded i n  ' othe r 
s ho rt -t e rm assets i n  UK ' and amounts payable to s toc kbro ke r s  a r e  
i nc luded i n  ' other bor r ow i ng - s ho r t - te rm ' . 

3 5  
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INTEGRATED BALANCE SHEET AND FLOW ACCOUNTS 
ALLOCATION OF THE RE SIDUAL ADJUSTMENT 

" 

A = annua l leve l  
; 

B = quart e r l y  c a sh f lows 
: 1  

C = qua r te r l y  reva l ua t ion 
! ;  

D = re s idual a d j u s tmen t in each quarter 
, 

E = e s tima te d  qua r te r l y  l e ve l s  

�* i s  u se d  t o  denote f i r s t  e s t ima t ion 
, 

F = reva l ued f low 

� = price a t  end -quar t e r s  
� : 
i . 

1 The prob lem 

APPENDIX 

The prob lem a r i s e s  on ly in conne c t ion with a s sets whose prices can 

�ary . I n  such c a se s , there are three independen t  e s t imates of the 

data : the annual s t oc k s ; the qua r t e r ly n e t  acqu i s i t ion s ; and the 

qua r t e r l y  price index for each a s se t . Th is data is taken as g iven 

a n d  i t  i s  u se d  to c reate e s t ima tes of the qua r te r ly stoc k s , f l ows 

( g iven ) , and reva l uat ion s  whic h s a t i s f y  the quarter -by -qua rter 

i de nt i ty : 

C l o s i n g  S tock = Open ing S toc k 

+ Reva luation o f  Open ing stock 

+ N e t  Acqu i s i t ion s ( f lows ) 

+ Reva luat ion of F low 

+ Re si dual Error • • •  1 

The me thod emp l oyed i s  to obta in a t r i a l  e s t ima te of the c losing 

�tock a t  the end o f  each year u s in g  the opening · s tock from the 

beginning o f  the ye ar and a s s uming that the r e s i du a l  errors are 

afl zero . The d i f ference be tween the t r i a l  e st imate and the 

actual va lue o f  the c losing s tock i s  the tota l re s idual for the 

year . The re s idua l i s  then spread among the four quarters u s ing 
. . 

the method o u t l ined be l ow . 
, 

I :  
" 
, 
. '  

, . 



The prob lem a rises in the way the residual i s  sprea d among the four 

quarters . I t  is spread in such a way that the quarterly trial 
I '  

estimates of the stocks are a d j u sted to satisfy the identity g iven 
1 

in \ equa tion 1 .  
; 1  

reva luat ions are 

But the first round trial estimates o f  the stock 

retained and not a djusted . S ince both the 

quarterly stocks a nd the quarterly reva l uation of stock s are 
1 

est imated , it  seems logical that they be treated symmetrica l l y . 

Th�re is  no more reason to accept the trial e st imates of  stock 

re�a l uations as f inal than to a ccept the tria l est imates of stock s 

a s i final . Both trial estimates cannot be accepted a s  final however , 
, ; --

a S , th is  would imply a l loca t ing the ent ire re sidual to the f inal  
" 
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qu�rter of each year . I f  ooe trial requires adjustmen t  therefore , it seems 

sensib le to a d j ust both . 
" 
, 

Furthermore , there are compel l ing reasons of consistency to requ ire 

that the f inal quarterly estimates all satisfy the further ident ity : 

Reval uat ion o f  Opening Stock = Opening Stock X 
Proportionate Change 

in the pr ice i ndex • • •  2 

The f irst round tria l  estimates of stock s and reva luations satisfy 
th�s ident ity . The propo sed revised stock est imates , together with  
the  ( unrevised ) reva luations , wi l l  sat isfy th is i dentity i n  the f i r s t  , !  
qua rter , but not in the remaining three quarters o f  each yea r . 

This argument sugge sts that a dif ferent method of  a l locating the 
residual i s  require d .  I n  Sect ion 3 below three methods a r e  proposed 
and one of  these i s  advocated . 

� ! 

i '  , 

2 ; ' Algebraic Pre sentation 
i '  " Bi P i : ,  
" F :: i 

= 
( Pi + Pi - 1 ) /2 

= Quarterly Flow + Flow Reva luat ion • • •  3 

" 

Since the Fi a re constructed entirely f rom data taken a s  g iven they 
a re not a ffec ted by the argument .  

: , : , 

' \  " 



For each quarter the trial 

E* = EO P ,  /PO + F , , 
E *  = E *  P2 /P , + F2 . 2 , 

' E *  = E *  P 3 /P� + F3 3 2 
E *  E *  P 4 /P3 + F4 . 4 = 3 

e stimate s  sati s fy : 
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· . . 

On the other hand , the fina l  estimated values of the stock s are 
g ive b y : 

; E, = EO 

, E2 = E , 
· E = E2 . 3 

: E4 = E3 

P ,  /PO + F , 

P2 /P , + F2 

P 3 /P2 + F 3 

P4 /P 3  + F4 

+ 0 , 
+ O2 
+ 03 
+ 04 

· . . 

4 

S 

The beginning and end of yea r stock s must be equa l to the " actuals " 
which are g iven : 

a nd the tota l annual residua l i s  given by : 

• • •  6 

However , i f  it i s  the ca se that both sets of estimates are to 
s a t i s f y  i denti ty : t�) above , then we can repeatedly e liminate the 
quarterly s tock s and obtain a relation between the beginning and 

end of year stock s and the quarterly f lows , and price indices • 

. 1 
Th e  trial e s t imates imply that : 

whi l e  the f inal e s t imates imply : 

A 
. 

4 = E4 = ( F4 + 04 ) ; ( F3 + 03 ) P4 /P 3 + ( F2 + O2 ) P4 /P2 

+ ( F ,  + 0, ) P4 /P ,  + E O P 4 /PO 

• • •  
4 a 

• • •  Sa 



" 

Deduc ting ( 4 a ) from ( Sa ) gives the annua l re s idua l ( di sc repancy ) :  

• • •  7 

Comparing ( 7 )  with ( 6 )  the prob lem i s  apparent . I f  the f inal 
es�imates are to satis fy the revaluation identity ( 2 ) , then the 
res i dua l s  must be chosen to sati s fy ( 7 ) , wherea s they are in fact 
chosen to s atisfy ( 6 ) .  I n  effect , the quarterl y discrepancie s  mu st 
themselve s  be revalued to produce a cons istent set o f  identities . 

I f  ' th i s  argument i s  accepted ,  there are (at l ea st ) three strateg i e s  
which could be used to modi fy the e stimat ion procedure . The f i r s t  
two modify the procedu res previously examined . The third , exploi t s  
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some additional informat ion not used in the first two methods cons idered 
and adopts a rather dif ferent approach to the e stimat ion proc edure . 
It ha s the additional merit of being very ea sy to compute ( though 
rather long-winded to explain ) ;  in particular , computation of the 
residual discrepancy for each quarter can be carried out in one step 
rather than the two or three steps required at pre sent . 

3 : Some solutions 

( i )  Minor Modif icat ion 

As explained above the Di 
( P . -l. Pi- 1 ) E* i X 

Di = 
Y 

4 

are e stimated as : 

where Y = r E* ( Pi - Pi - 1 ) i- 1 i 

They can be modif ied to s atisfy ( 7 )  by us ing ins tead : 
( Pi - Pi- 1 ) El X ( Pi /P4 ) 

,Di = ------------y 

, : 
( ii ) An Alternat ive Relat ively Minor Mod i f ication 

There i s  some difficulty with u s ing El ( Pi - P i - 1 ) to a l locate the 
res �dua l . First , the El themselves are f irst round estimate s . Second 

, and : more problematic , i s  that the El and ( Pi - P i- 1 ) are not natura l ly 
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. '  measured in comparable units . By multipl ying or dividing the index 
b1 ( say ) 1 0 0  or varying the unit s of the Et (mi l lions of £ ;  billions 
o f  £ )  almos t  any result is possible . 

I " 
i l  

One solut ion is to use proportional changes which do have a natura l 
u�it o f  measurement . Th is could mean lett ing : 

4 
Y = � 

: '  i- 1 

and 

Di B .  = 
� 

B P - P (2.) ( i i- 1 ) EO Pi- 1 

P i - P i- 1 ( P ) 
i- 1 

X P i 
Y P4 

( i i i ) Method 1 : I tems at current market values - Ca lCUl a t i o n  f o r  I 
1 yea r .  

An ini t ia l  set o f  estimate s  can be derived by tak ing the beginning of 
year stock as given and going forward in t ime to est imate the end of 
year stock . However ,  it i s  clear that one could equal ly well procee 
in the reverse direct ion : that i s  take the end o f  year stock as give 
and go backwards in time to e stimate the beginning o f  year stock . 

These two s ymmetric procedure s wi l l  provide two independent estimates 
of the stock s , f lows ( g iven ) and revaluations with in the year . In 
o rder to comb ine the se two approaches the final est imated va lue of t� 
stock s ha s been cal culated us ing weighted average o f  the se two t r ial 
e s t imate s . 

By a lot o f  adding up a nd subtracting it can be shown that any 
w�i ghted average o f  these two est imates wil l sat i s fy identit ies ( 1 )  

and ( 2 ) . See the next section . 
I :  I.: 
: \  

However , it would s eem logical to choos e  weight� which ref lect the 
" considera tion that each e s t imate become s l e s s  accurate the further 

a�ay it is f rom the g iven annual stock figure used as benchmark . 

i i  
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s 
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re 

:h 

Let AO A4 be th e annual benchma rk s of the s tock s  

b e  the f i r s t - round e s t ima t e s  o f  th e stoc k s  

" going forward " tak i ng AO a s  g i ven 

5 0 ' 5 1 ' 52 ' 5 3 ' 54 
= A4 b e  the f i r s t- round e s t ima t e s  of the s tock s 

" going ba ckward s "  taking A4 a s  g iven 

I n  th i s  ana l y s i s the f i na l e s t imat e s  of the s t oc k s  have been taken to 

be : 

E 1 
= 0 . 7 5  R1 + 0 . 2 5 5 1 

I h  oth er word� the we igh t s  are cho sen to put l i nearly dec reas i ng 

we ight on an e s t imat� a s  i t  g e t s  f urth e r  away f rom i t s  benchmark s t o c k . 

There may be some oth er " optima l " way to c hoo se the se w e i g h t s  b u t  t h e  . 

ones chosen wou ld seem to a f ford the b e s t  compromi se . 

! I  " 

4 The Algeb ra : E s t ima t i o n s  and ca l c u l a t ion o f  the P ropo s e d  

Al loca t ion o f  t h e  Re s idua l 
, .  

�s ing t h e  s ame notat ion a s  be fore : 

1 · The f inal e s t imate s  s at i s fy : 

E = A I 0 0 



.' . " 
, , 
! E 3 = E2 ! P 3 /P2 + F3 + 03 
. , , 
. ! 
I J  A4 E4 E 3 P4 /P 3 F4 04 = = + + 

I 
1 • • •  8 
i ! 

Henc e : A4 = ( F4 + 04 )  + (F3 + 03 ) P4 /P 3 + ( F2 + O2 ) P4 /P2 1 
I 1 
i :  + ( F , + 0 , )  P 4 /P , + AO P4 /PO • • •  9 

2 Tria l e s t imates "Going Forward " sati sfy 

RO = AO 
R, = AO P , /PO F ,  + 

R2 = AO P2 /PO + F ,  P2 /P , + F2 · . .  ' 0  

R3 = AO P 3 /P O + F ,  P 3 /P , + F2 P 3 /P2 + F 3 
. , R4 = AO P4 /PO + F ,  P 4 /P , + F2 P4 /P2 + F3 P4 /P3 + F4 

3 Tria l estimates " Going Backward" s ati s fy 

50 = A4 PO /P4 - F P O /P4 - F P O /P 3 - F PO /P2 - F ,  P O /P , 4 3 2 
, 5 , = A4 P , /P 4 - F P , /P4 - F P , /P 3 - F P , /P2 4 3 2 

52 = A4 P2 /P4 F4 P2 /P4 F 3 P2 /P3 · . .  ' 1  

53 = A4 P 3 /P4 F4 P 3 /P 4 
54 = A4 

4 Any weighted average of Ri and 5i sat i s fy the identities , ( ' ) a ni 
A " ( 2 ) • 

(i ) 
( i i ) 
, 

' j  ;'\ 
I E , · 1  

. , I' . , 

. :  E2 ' 1 
" 
E 3 

I 
. , , " 

Consider the e s t imate s  EO ' • • •  E4 • 
" " 

Always choose EO = RO = AO : E4 = 54 = A4 . 
,... " " . Next choose E " E2 , E3 a s : 

= � ,  R , + ( , - 1\, ) 5 , 
= " 2 R2 + ( , - �2 ) 52 
= "3 R3 + ( , - ,4,3 ) 5 3 

• • • , 2 
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9 

o 

1 

Cornrnonsense suggests but a lgebra does not require 0 < A
i > , .  

By repeated substitutions 

�1 = [A 1 Aa /Po + ( ' - �, )  A4 /P4 + }t, F 1 /P 1 - ( 1 - � ) ( F2 /P 2 + F 3 /P 3 

+ F4 /P4 ) ] P , 

• • •  1 3 

1\ 
E3 = [ >"3 Aa /P o + ) ' -"'3 ) A4 /P 4 + A 3 (F , /P , + F2 /P2 + F 3 /P 3 ) 

- ( 1 - �3 ) F4 /P4 ] P 3 

The disc repanc ies (°1  ) are derived by 

"'" 
°1 = 

� 
°2 = 

" 
°3 = 

( , - "' , ) 

O .  , - A2 ) 

(i\ 2 - A 3 ) 

[A4 /P 4 - AO /PO - F , /P , 

[A4 /P 4 - AO /PO - F , /P 1 

[A 4 /P 4 - AO /P 0 
- F 1 /P , 

us ing the 

- F /P 2 s 

- F2 /P2 

E . in � 

- F 3 /P 3  

- F 3 / P 3  

equation 8 

- F 4 /P 4 ] P 2 

- F4 /P 4 ] P2 
• . •  , 4 

- F2 /P2 - F 3 /P 3 - F4 /P4 ]  P 3 

: �4 = � 3 [A4 /P4 - AO /PO - F , /P 1 - F2 /P2 - F 3 /P 3  - F4 /P 4 ]  P4  
, 
, 

4 3 

Equations ' 4 provide simpl e  formulae for one-step computat ion o f  the 
a n( quarterly discrepanc ie s  g iven the value s  of the � i . 

2 

From ' 4  we can compute equation ( 7 ) : 

• • • , 5 

However this i s  exactly the same a s  would be obtained by deduc t ing 
equat ion ( 4 a ) ( the equat ion for E4 ) from A4 • I t  fol lows that ( ' 4 ) 
sati sfies equat ion ( 7 ) and henc e  sat i s f i e s  the ident i t i e s  for 
a rbitrary values of the we ights � i . 



I 
I 

5 ;  \ The suggest ion in the text is to choose the weights as fol lows : 
, I  : , ; ( k O = 1 ) I 
: 1  � ,  = 0 . 7 5 

�2 = 0 . 5 0 
, j  � 3  = 0 . 2 5 
. , �4 = 0 ) 

F rom ' 4 , the di screpancies are a l l  equal to one-quarter o f : 
. , 

s �ccess ive l y  reva lued at the current quarter ' s  price s (P " • • •  , P 4 ) . 

6 i For the sceptica l , the final e s t imated val ues ( Ei ) of s tock s , 
f l ows ( given ) and stock revaluat ions are : 

EO = AO i 
- \  
i 
I 

Flow ( inc l reva luation ) = F , 

Stock Reval ua tion = AO ( P ,  - P O ) /P O 
0, = (A4 /P 4 - A /P - F , /P ,  - F2 /P2 o 0 

- F3 /P 3  - F4 /P4 ) P ,  /4 

" E , = EO P , /PO + F , + 0 ,  

Fl ow ( in c l  revaluation ) = F2 
Stock Revaluat ion 

! .  

. .  . 

. , 
I " 

= E , ( P2 -P , ) / P ,  

O 2  = (A4 /P4 - AO /PO - F , /P ,  - F2 /P2 - F 3 /P3 

- F 4 /P 4 )  P 2 /4 

Fl ow ( incl reva luation ) = F3 

Stock Revaluation = E2 ( P 3-P 2 ) /P2 
03 = (A4 /P4 - AO /PO - F , /P ,  - F2 /P2 

-F 3 /P3 - F4 /P4 ) P 3 /4 



E 3  = 

Flow ( inc l revaluation ) = 

Stock Reva luation = 

D4 = 

E4 = 

Check : 
" 

E2 P3 /P2 + F3 + D3 

F4 

E 3 ( P4 -P 3 ) /P 3 

( A4 /P4 - AO /PO - F 1 /P 1 
- F 3 /P 3 - F4 /P4 )  P 4 /4 

E3 P4 /P3 + F4 + D4 

- F2 /F2 

'E 
! 4 = AO P4 /P O + ( F 1 +D 1 ) P4 /P 1 + ( F2 + D2 ) P 4 /P2 + ( F3 + D 3 ) P4 /P 3 
I 

+ F4 + D4 
= (AO /PO + F 1 /P 1 + F2 /P2 + F 3 /F3 + F4 /P 4 )  P 4 

+ (D 1 /P 1 , +  D2 /P2 + D 3 /P3 + D4 /P4 )  P4 
= A4 as it should 

Method 2 : Th i s  is used where it i s  not pos s ib l e  to construct a 
revaluation index . 

Given : AO ' A4 

To determine ' 

, E 1 , E2 , E 3 , E4 

! C 1 , C 2 , C 3 , C4 do not appl y .  

Es�imation of quarterly level : 

" 

estimated level = opening l evel p l us f low 
4 

' y  

I 

= I: E i- 1 i 

, X = A4 - E4 
Then Di = Ei X 

-y- - '  
Therefore f inal level for Ma.rch = E 1 + D 1 

4 5  



" .  " 

Th i s  i s  repeated over the ensuing quarters s o  that : , 
' E  2 

T�erefore f inal level for June = E2 + O2 

• E 3 

Therefore f ina l l eve l for Septembe r = E3 + 03 

The re fore f in a l  l eve l for Decembe r  = E4 + 04 

Thi s  agrees with A4 which i s  g iven . 

, 
Me thod 3 

Here a l l  the quart e r l y  leve l s  are g iven and a l so the invervening f l ow 

However in th i s  instance we f ind that because o f  popul at ion d i f f e renc 

e tc ( ie the popu l a t i on f rom whi ch annual data and quarterly data are 

taken ma y  b e  d i s s imi l a r ) ,  the repo rted quarte r l y  f lows and annu a l  l eve 

are i ncons i s tent and it is thus nece s sary t o  derive a res i dua l 

a d j u s tmen t e lement ( D )  to t i e  in the f l ows with the l eve l s . 

Therefore g iven AO ' A l , A2 , A3 , A4 ; 1  
i f B l , B2 , B3 , B4 . ,  

I 

where AO + B l + B2 + B3 + B4 do not nec e s s a r i l y  agree to A4 • 



e 

There fore to adj ust we introduce D . 
" 
I '  " 

wpe re Di = Ai - Ai- 1 - Bi 
l i , 

There fore : 
I 
i 
0 '  

0 ,  ( res idua l adjustment al located 
" 

°2 ( re sidua l adjustment a l located 

0,3 ( re s idua l adjustment a l located 

04 ( re sidual adjustment al located 

Me thod 4 

to 

to 

to 

to 

1 st qtr ) = A 1 - A 0 - B 1 
2nd qtr )  = A2 - A 1 - B 2 
3 rd qtr ) = A 3 - A 2 - B 3 
4 th qtr ) = A4 - A 3 - B 4 

A separate programme has been used to fac i l itate the man i pulat ion 
of exi sting table s .  Thus " pol icy-holders ' funds " � e r i e s  have been 
d� r ived from the tota l assets of long-term funds 

i " 
, ! " " I , I " , 

4 7  



VALUAT I O N  O F  I N S U RANCE COMPAN I ES ' OVERSEAS ASSETS 

1 The a im o f  th i s  note i s  to f i nd a pr i c e  i ndex s u i ta b l e  

f o r  prox y i n g  the c hange in the s te r l ing v a l u e  o f  lon g - t e rm 

a s s e ts h e l d  o v e r s e a s  by i n s u rance compan ie s . E s t ima te s  are 

a �a i l ab l e  of the t o t a l end y e a r  s tock of a s s e t s , whe re e ach 

a s s e t  i s  va l ue d  at i t s  ma rket p r i c e  i n  l o c a l  c urrency and 

conve r t e d  to s t e r l i n g  a t  the appropr i a t e  preva i l i n g  exchange r a t e . 

Al s o  a va i l ab l e  a re the qu a r t e r ly b a l ance o f  paymen t s  f l ows 

( me a s u red i n  s te r l i n g ) a t tr i b u t a b l e  to i n s u r a n c e  compa n i e s  wh i c ll 

add t o  or subt ra c t  f rom the ex i s t i n g  s tock o f  a s s e t s . Wha t 

w e r e  n o t  a va i l a b l e  we re e s t ima t e s  o f  the c ha n g e  i n  t h e  s t e r l i ng 

va l ue of t h e  s tock of a s s e t s  b e tween eac h e n d -y e a r , wh i c h  wou l d  
b e  r eq u i r e d  t o  c a l c u l a t e a quar t e r l y  s tock s e r i e s  and t o  prov i de 

e � r l y  e s t i ma t e s  o f  the s t o c k  at the mo s t  re c e n t  en d -ye a r . 

2 " By d e f i n i t i on , t h e  s tock a t  the end o f  a ny pe r i od i s  g i ve n by : 

Ci o s i n g s t ock = Open i n g  s tock + n e t  a cq ll i s i t i on s ( f l ow )  
+ Ch a n g e  i n  v � l u e o f  open i ng s t ock 

+ Cha n g e  i n  va l ue of add i t i o n s  to ope n i n g  s t o c k  ( 1 )  

whe r e  t he open i n g  s t o c k  i s  t he p r e v i o u s  pe r i o d ' s  c l os i n g  s tock . 

Two prob l ems a r i s e  when conv e r t in g  th i s  id e n t i t y to a pr a c t i c a l  

c a l cu l a t i on . F i r s t , a s  n o t e d  above , e s t i ma t e s  o f  the c h a n g e s  

i n  va l u e  o f  t h e  ope n i n g  s tock a n d  the add i t i on s  t o  i t  a r e  

g e n e ra l l y u n a va i l a b l e  a n d  prox i e s  f o r  t h e m  a r e  l i k e l y  t o  be 

impre c i s e , and , s e c on d , i mpre c i s ion w i l l  a l so a t i s e  when 

r e va l u ing the f l ows be c a u s e  of unc e r t a i nty on the t i m i n g  of t h e  

f f ows . Th e s e  p rob l ems h � v e  be en d e a l t  w i t h  by a s suming th a t  

a l l  t h e  f low i n  e a c h  q u a r t e r  t a k e s  p l ace s uc h  that i t s  
I 

p�opo r t i ona t e  change in va lue i s  ha l f  that o f  the open ing 

s �ock ; and by a l lowing f o r  a r e s idual error a f t er reva l u i n g  us i n g  
, 

a : p roxy s e r i e s , wh i c h  i s  a l loca ted a c ro s s  e a c h  quarte r . Th i s  n o te 

a t temp t s  to f i nd a proxy f o r  the c h a n g e s  i n  va l ue o f  s tock s a n d  

f l ows wh i c h  min imi s e s  t h i s  error over t ime , b y  c a l c u l at ing a 

p r i c e  index de r i ved f r om read i l y  ava i l ab l e  d a t a . 



! i  

i l 
3 i l  Look ing at the prob l em a l gebra ica l ly , we d e f ine the a c t u a l  

I ,  

e n a -year s tock i n  a n y  y e a r  t o  b e  A4 and the open ing s toc k ( t he 

pr�v i ous y e a r ' s  c l o s in g  s toc k ) to be AO ( = EO ) .  The i n i t i a l l y 

, e s t ima ted stock a t  the end o f  qua r t e r  i i s  g iven by Ei , whe r e : 
! I  
! 

P .  P .  
Ei - 1 • r + B 

. •  ;:.' ==l.=== i - 1 l. 2/P . -P . 1 

r 
E , , : . " l. ,  

i = 1 , 2 ,  3 ,  4 
I !  
I ;  
i ;  
, I  
! :  

l. l. -

and wher e : 

= ne t a cq u i s i t ions ( f l ow ) in qu a r t e r  i 

" " 
p , ' : l. " = pr i c e  i nd e x  a t  end q u a r t e r  i u s e d f o r  r e v a l u a t i on 

: ' 
i 

P i �P i - '  = s t oc k  r ev a l u a t i on dur ing q u a r t e r  i 
I ,  

: 1  
, : P .  , !  1 ,  

= f l ow r e v a l u a t i on d u r i n g  q u a r te r  i 
2JP , - p , , 1. 1 -

By : repea ted s u bs t i t u t i on , t h e  i n i t i a l l y  e s t i ma t e d  end -ye a r  s t o c k  

£4 , : i 5  t h u s  g i v e n  by : 

+ H2 ' P 4 
2 J-;'P=2=. P=,= 

+ B4 • P4 
, 2JP 4 · P 3 
, 

" 

, .. 

and the r e s idua l e r ror i s : 

X *' A ' - E4 4 

I 

4 9 

( 2 ) 

( 3 ) 

( 4 ) 



As X can be e i th e r  po s i t i ve o r  n eg a t i ve , t h i s  note a t tempt s 
t o  f in d  a p r i ce index P i to m i n i mi s e  x2 . 

4 At t h e  e n d  o f  1 9 8 3 , 5 6 % o f  i n s urance compan i e s ' " ot he r "  funds ' 
over s e a s  a s s e t s  were i n  the f o rm o f  c ompany secu r i t i e s ;  3 6 %  

b e i n g  o r d i n a ry s ha re s . For long t e r m  funds , the propor t i on 
w a s  h i g h e r : 6 1 %  in c ompany s e c u r i t i e s , w i t h  5 8 %  b e i n g  ord inary 
s h a re s ; and a f u r t h e r  3 0 %  be ing s h a r e s  in u n i t  trus t s . 
I t  w a s  t h e r e f o r e  d e c i ded t h a t  equ ity pr ice s i n  t hose coun t r ie s  
i n  r e c e ipt o f  i n su r a n c e  c ompan i e s ' inve s tmen t funds woul d  provide 
a good b a s i s  for the c a l c u l at i on o f  t he p r i ce index . It was 
a s s umed t h a t  the i n ve s tme n t  p e r f or mance o f  i n s ur ance compa n i e s  
w ou l d  d i f f e r  l i t t l e  f rom t h a t .  i mp l i e d  by the i n d ice s o f  e q u i ty 
p r i c e s  u s e d , p a r t i c u l a r l y  g iv e n  the compan i e s ' r i sk a ve r s i t y . 
T h u s  t h e  c on s t ruc t e d  p r i c e  i n dex wou l d  be a wei ghted produc t � f  
l oc a l  c u r re n c y  s h a r e  p r ice i nd i c e s  v a l ued i n  s te r l in g  f o r  the 
c o un t r i e s  t ho u g h t  t o  be in rece i p t  of i n s u r a nce compan i e s ' 
f u n d s . The v a l u e  o f  the i n dex P i n  q u a r t e r  i o f  y e a r  t 
i s  t h u s  g i ven by : 

w h e r e : 

o � (1 . � 1 Y . 
J J 

S i j �  
= i n d ex o f  s h a r e  pr i c e s  i n  coun try j 

E . .  = coun t r y  j ' s e x change r a t e  a g a i n s t  s t e r l i n g  J. ) t  

Un f o r t u n a t e l y , no d i re c t  e v i denc� e x i s t s  on t h c  geograp h ic a l  
d i s t r i bu t ion o f  inv e s tment f unds , s o  i t  w a s  d e c ided t o  s e l e c t  
a l im i t e d  numbe r o f  count r i e s  o n  t h e  b a s i s  o f  anecdo ta l ev idence 

a n d  t h e  r e l a t i v c  s i z e  o f  e a c h  coun t ry ' s  c a p i t a l  ma rk e t . 

( 5  ) 

T h e  we i g h t s  f o r  e a c h  coun t r y , n . ,  w e r e  e s t imu t e d  by s u b s t i t u t i n g  
J 

( 5 )  i n to ( 3 ) , s e t t i ng cq u u l  to }\4 " a n d  us i ng t h e  no n - l i n L! u r  



e � t ima t i on r o u t i n e  LSQ in TSP to p rovide v a l ue s  f o r  a j wh i c h  min imis ed 

the sum o f  the squared r e s id u a l  error X o v e r  the e s t i ma t i on 
, :  

p�r i od . 
! I  

s :! Re l i a b l e  d a t a  on end year s tock s a nd a c qu i s i t i on s of a s s e t s  
, :  

a�e o n l y  ava i l ab l e  for the per i od 1 9 7 5 - 1 9 8 3 .  Add i t iona l l y , i t  
: /  w a s  s u spected that a ma j or change in the geog raph i c a l 

d i s t r i bu t i on o f  inves tment took p l a c e  fo l l ow i n g  t h e  abo l i t ion 
' : 

a f  e xchange c on t ro l s  i n  1 9 7 9 . U s i n g  d a t a  l i m i t e d  to t h e  pe r i od 
i i8 0 - 1 9 8 3  wou l d  h ave l e f t  too few ob s e r va t i on s for a s e n s i b l e  
inve s t i g a t io n  s o  i t  wa s decided to e x t e n d  t h e  e s t ima t i on pe r i od 
tp s t a r t  in 1 9 7 8 . I n i t i a l ly , f ive coun t r i e s  w e re c h o s e n , a l though 
i!t wa s recogn i s ed that in an unre s t r i c ted mod e l  trying t o  e s t im a t e  
�ive we i g h t s  w i th s i x observa t i on s  wou l d  pro d uc e non s e n s i c a l  
r e s u l t s . The c ou n t r i e s  chosen w e r e  t h e  US , J a p a n , We s t  Ge rma ny , 

, 
C�nada a n d  Au s tr a l ia . Be c a u s e  o f  the d i f f e r i ng n a t u r e s  o f  the i r  

\ -b u s ine s se s , i t  wa s dec ided to separ a te " o t h e r � a n d  Lon g - t e r m  ( l i f e ) 
1 

f �nds , a n d  e s t ima te an index for e a ch . 
• 1 
. j  
: : 

�;  E s t ima t i on s ta r ted f r om t h e  u n r e s t r i c t e d  mo d e l  d e s c r i bed 
iri p a r a g r aph 4 a bove , b u t  there wa s a s tr o n g  p r ior be l i e f  th a t  
homog e ne i ty ( i e E u .  = 1 )  shou l d  b e  impo s e d . howev e r , r e s u l t s  

j J 
�r e  g i v e n  f o r  the unre s t r ic ted mo de l , · denoted A ;  for " ot he-r " 
f un d s  i n  Tab l e  1 and for Long -term ( l i f e )  f u� d s  i n  T a b l e  2 . 

I mpo s i n g  homog en e i ty r e sul ted in mode l B .  T h i s  r e s t r ic t i o n  

�a s  re j e c ted by t he da ta i n  both c a se s , bu t ,  g i ve n  t he l i mi t e d  
degree s o f  f reedom mak i ng t h e  t e s t  s ta t i s t i c s  h i g h l y  

• 1 
• 

�naccura t e , and be cause o f  s t rong p r i o r  be l i e f s , f ur t h e r  e s t i ma t i on 
- - impo s e d  homogene i ty . For e a c h  o f  t h e  two s e t s ' o f  d a t a , e s t i ma t i o n  . .  

proceeded on the bas i s  of seque n t i a l ly d ro pp i n g  coun t r i e s  w i t h  
p e r ve r s e we i g h t s . I n  a l l  c a s e s , t h e s e  we i g h t s  were n e g a t i ve , 
�nd · the imp l i e d  r e s t r i c t ion was accepted b¥ t h e  d a ta . The n e s t e d  
� eque nce o f  mode l s  i s  g i ven in Tab l e  1 f or � oth� r j f un d s  a n d  Ta b l e  2 

�o r  Long -term ( l i fe ) f unds . 
" 
I 1  
: 1  
i 
j .  



7 The pre f e rred mode l  f o r  " othe r " fund s i s  g i ven a s  E i n  

Tab l e  1 .  I n  t h i s  mode l ,  the price index d e pends only on 

52 

US and We s t  Ge rman equ i ty p � i c e s  and exchange rates . It i s  

l ik e ly t h a t  the geograph i c a l  d i s tr i bu t i on o f  " dthe r "  fund s ' 

a s s e t s  w i l l  ma tch that o f  the i r  l iab i l it i e s , wh i c h  i n  turn w i l l  

b e  heav i ly o r i e nted towards the U S  and We s t ern Europe ( prox i e d  

b y  W e s t  Ge rmany ) . I t  i s  s l i gh t ly surpr i s ing that the we igh t 

f o r  Japan was e i ther i n s ig n i f icantly d i f fe r e n t  f rom zero or 

perve r s e l y  s i gned . However , mode l  E pe r f o rms rea sonably we l l , 

h�v i n g  a n  RMS re s idual error o f  9 . 5 2 %  of the me an o f  the end -y e a r  

s t oc k s  o f  a s se t s . 

8 The pre f e r re d  mod e l  for Lon g - te rm ( l i f e )  funds i s  g iv e n  a s  

E i n  Tab l e  2 .  Mode l  D ,  a n  a c c e p t a b l e  mod e l , depends on U S , 
We s t  Ge rman and Au s t ra l i a n  equ i ty pr i c e s  and exchange r a t e s , bu t 

the i n f l u e n c e  o f  Au s t r a l i a i s  sma l l  - on ly 6 . 7 %  - and i n s i g n i f i c a n t l  

d� f f e r e n t  f r om z e ro ( t  s ta t i s t ic = 1 . 0 1  v s  t o . O S  
= 2 . 7 8 ,  v = 4 ) . 

S e t t ing the we i g h t  f or Aus t r a l i a  e q u a l  to z e ro w a s  a c c e p t e d  by t h e  

d a t a , a n d  h a d  the e f f e c t  o f  i n c r e a s i n g  the we i g h t  for J a p a n  

b y  9 pe rc e n t a g e  po i n t s  a nd reduc i n g  t h a t  f o r  t h e  U S  b y  2 . pe rcen t a g c  

po i n ts , l e a v i n g  b o t h  wi th we i g h t s  c l o s e  t o  a h a l f . An ecdo t a l  

e v i denc e s ugg e s t s  t h a t  a h a l f  o r  pe rhaps more o f  Long - t e rm 
I 

f un d s ' over s e a s  a s s e t s  are h e l d  in t h e  U S , w i t h  Japan b e i n g  

t h e  m a i n  o the r r e c i p i e n t ; e v i dence wh i c h  i s  n o t  i ncons i s t e n t  

w i th the r e su l t s o f  mod e l  E .  rh i s  mod e l  per forms we l l , h a v i n g  

a n  RMS r e s i dua l e r ror o f  o n l y  3 . 1 2 % o f  the me an o f  t h e  e n d  y e a r  

stocks o f  a s s e t s  . . , 
: '  

�.9 L . . To prov i d e  s ome sort o f  test of the u s e f u l n e s s  of pr i c e  . . .  .,.:' . - " 

. . . ' i r d i c e s _pas.�.d on the re s u l t s  d e s c r ibed above , i t  was d e c i d e d  

t o  t e s t  the s t a b i l i ty o f  t he e s t imated we i g h t s  o v e r  t he who l e  
, 

o f  the po s s i b l e  e s t i ma t i on pe r iod o f  1 9 7 6 - 1 9 8 3 . The s tr a te g y  

f p l l owed w a s  to i n i t i a l l y e s t i ma te over t h e  pe r i od 1 9 7 6 - 1 9 7 9 , 
I 

then add ob s e r va t i on s  to the end o f  the per io d  unt i l  the fu l l  

s ampl e  wa s be i n g  u s e d , and then to take ob s e rvat i on s  f rom the . . 



t l  

beg inning of the per i od unt i l  the estWatian pe r i od bec ame 

1 98 0 - 1 9 8 3 .  Cha r t s  1 and 2 below show the behav i ou r of the 

we ight for the U S *  a s  the e s t imat ion pe r i od i s  moved f o r wards 

or backwards , f or "other" a nd Long -term f und s . Ob ser v a t i ons 

for e ach l ine re l a te to the end ( or beg inning ) of the e s t i ma t ion 

per i od used . As can be seen , for both funds , the we i gh t s  

are very stable over the l a tter pa rt of the per iod , b u t  when 

e s timation is carried out on l y  on the e a r l i e r  par t , the we ight s 

are more un stabl e . A mor e  formal te s t  o f  s t ab i l i ty i s  g i ven 

by
' 

the a symp to t i c  test s t a t i s t i c : 
I 

n 
r 

i = 1  

x 2 o 

2 '" X ( n ) 

\'Jh ere 0 =  s t a ndard error o f  regre ss ion over 1 976- ) t  o r  t - ) 1 9 8 3 
"-

U .  = e rror in pe r i od t ± i  of the forec a s t  o r  backc a s t  of n 
1 obs e r va t i on s  

E s t imat ing o v e r  the per iod 1 9 7 6 - 7 9 , and f ore c a s t i ng the s ub s e qu e n t  

four ye a r s , g u ve v a l u e s  of t h e  test s t a t i s t i c  o f  4 2 . 9 f o r  " o the r " 

funds a n d  2 6 . 3  for Lon g - te rm f unds , a g a i n s t  t he 9 9 %  s i gn i f i c a n c e  

leve l f o r  t h e  x 2 d i s t r ibu t i on w i th 4 deg ree s o f  f r e edom o f  1 3 . 3 ,  

s how ing s i gn i f i c a n t  i n s t a b i l i ty . Backc a s t ing f o l l ow i n g  

e s � ima t i on over t h e  p e r i od s  1 9 7 8 - 8 3  a n d  1 9 8 0 - 8 3 d i d  n o t  r e s u l t  

i n. s ig n i f i c a n t  i n s t a b i l i ty , however , a s  i s  s hown i n  t h e  t ab l e  be l ow : 

i . 

* The we ight for the o ther coun try i s  obv i ou s ly one m i n u s  the 
we ight for the us . 

" 

5 3  



TESTS OF STAB I L ITY 

E s t ima t ion P e r i o d  o f  Te s t  s ta t i s t i c  
2 X
O • 9 0 

per io d  back c a s t  " othe r "  Long -term 

1 9 7 8 -8 3  1 9 7 6 - 7 7  0 . 4 3  1 .  7 1  4 . 6 1  
1 9 8 0 -8 3  1 9 7 6 - 7 9  0 . 3 0 1 . 1 0  7 . 7 8 
1 9 8 0 - 8 3 1 9 78 -7 9 0 . 04  0 . 0 5  4 . 6 1  

Th i s  r e su l t  prov i d e s  encourag ement that the we ights e s t ima ted 

ove r the per iod 1 9 7 8 -8 3  wou l d  prov ide a su i table b a s i s  for the 

purpos e s  of th i s  n ot e . 

1 0 Th e e s t ima t e d  we i g h t s  from mode l s  E of Tabl e s  1 and 2 we r e  

d eeme d to be s a t i s f a c tory f o r  the purpos e s  o f  c on s truc t i n g  

a p r i c e  index f or u s e  i n  reva l u i n g  insurance compa n i e s ' ove r s e a s  

a s s e t s . The two i n d i c e s propo s e d  are thus : 

S S 
PG

E
N = ( U S ) 0 . 7 2 4 8 6  * ( ,OE ) 0 . 2 7 5 1 4 * 2 . 7 6 2 7 

EUS EOE 
( 6 ) 

f o r  " othe r " f u n d s  a nd 

( 7 ) 

f o r  Lon g - t e rm funds . Both i n d i c e s  a r e  b a s e d  on 1 9 8 0 = 1 0 0. 

. ; 
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