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This paper provides an account of the final stages of a project on the estimation of a 
flow of funds (FOF) model, the bulk of which was undertaken in the Economics 
Division by Barr and Cuthbertson (hereafter referred to as B-c. See Bank of England 
Technical Papers Nos 21,22,25,30,31,34). This last stage details the revisions to the 
original model which B-C estimated, in order to integrate it into the Bank's macro­
economic model. To achieve this integration a number of changes were needed.  First, 
it was decided for operational reasons to use a smaller FOF matrix than B-C originally 
estimated. Following on from the first, a number of changes to the data were made 
compared with that used originally. Third, the opportunity was taken to update and 
re-estimate some of the equations. Details of the changes are contained in Section 2, 
and the new estimation results are given in Section 3. Simulations on the new financial 
model are reported in section 4. 

As in related work, (eg Keating (1985» the present model is based on an integrated 
model of sectoral financial behaviour using a coherent theory of the determinants of 
sectoral portfolio behaviour. In the present work, the underlying model is taken to be 
the Almost Ideal Demand System (AIDS): a system which has strong theoretical 
attractions in that it embodies far fewer a-priori restrictions within its structure than 
other demand models. Whereas the results derived from other models are often 
influenced as much by the precise functional form used as by the data, the AIDS model 
is general enough to be a first order approximation to any set of demand functions even 
in the absence of u tility maximising behaviour. This allows the theoretical properties of 
demand functions to be tested through the parameters within a maintained hypothesis. 

Where possible, in estimating the model appropriate cross-equation restrictions have 
been applied. In other cases, however, this system requirement has been tempered by 
a need to estimate equations with acceptable statistical properties, and a number of 
equations have, in consequence, been estimated using single equation methods. Also, 
the model presented here has not used rational, or indeed any forward lookin& 
expectations in formulating captial gains terms. This reflects a conscious decision not 
to invoke consistent - model based - expectations formation in the FOF model at  this 
stage. In other words, implicitly expectations of future values of variables are 
represented by lagged values in an unrestricted way in the model presented here. The 
equations reported in the paper are estimated using the two-step procedure 
popularised by Engle and Granger (1987), and in the results section considerable 
attention will be paid to the integration and co-integrating properties of the variables 
used in the model. 

The model extends to 6 sectors; Personal, M4 Institutions, Other OFIS (OOFIS), Public, 
Industrial and Commercial Companies (ICes), and the Overseas Sector. The model 
then comprises a set of asset demands for each sector. Further detail on the 
composition of the sectors, and the reason for this sectoral breakdown is given in the 
next section, before proceeding to describe the model and the results .  
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The FOF matrix estimated in this paper has been devised to provide a detailed account 
of sectoral portfolio behaviour, and to accommodate the major developments in 
institutional behaviour over the last two decades. The main example of the latter is the 
emphasis in the model on M4 institutions and the regrouping of the Other Financial 
Institutions Sector (now called the OOFIS). Essentially this reflects a changing 
emphasis from an M3 to M4 basis. Hence building societies have been moved into 
what was previously the banking sector and is now the M4 institutions. The reduced 
Other Financial Institu tions (ie excluding Building Societies) is the OOFIS, and 
comprises UK insurance companies, pension funds, unit and investment trusts and 
finance houses. 

The data used in estimating the flow-of-funds matrix have been constructed using the 
data published in the Bank of England Quarterly Bulletin. B-C used unadjusted data 
but, in common with the data used in the rest of the model, the data used here are 
quarterly calendar-year seasonally-adjusted. The sample period varies between sectors, 
depending upon the availability of certain series. M4 lending to ICCs, for example, is 
1 968 I - 1 989 I, but for persons a shorter sample only was available (1975111-1 9891). 

The data construction is described in detail in appendix 1. There is a significant degree 
of aggregation, especially in the financing of the PSBR, where all government debt other 
than gilts is included in the short debt category. There is also a large miscellaneous 
identified transactions category which includes all financial flows other than LAPF 
receipts, direct and portfolio investment, public sector finance and sterling and foreign 
currency transactions with M4 Institutions. Table 1 presents the new FOF matrix .  
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The final issue that needs to be addressed is the construction of the stock variables. 
Following Barr, Cuthbertson and Griffin (1989) it was decided to construct stock series 
from the flow data to ensure stock-flow consistency, a property which much of the 
published stock and flow data does not possess. The reasons are outlined in Barr et al. 
In brief it is because asset classifications published in the FOF matrix and the stock 
tables do not always match, the quality of the published stock data does not seem to be 
markedly superior or inferior to the flow data, the FOF matrix is consistent with the real 
side accounting input of the Net Acquisition of Financial Assets (NAFA) and the 
published stock figures do not always sum to zero across sectors. 

The one aspect in which we differ from Barr, Cuthbertson and Griffin is the revaluation 
formula. They used a formula which revalues half of the current period flow:-

whereas we use:-

where 

At = nominal holdings of asset at end of time period t 

Ft = nominal flow into the asset between end of time period t-1 and end of time 
period t. 

(Note that for capital certain assets Pt = Pt-1 = ... = Pt-n = 1 and both formulae are 
equivalent. ) 

The reason for the alternative formula is simply one of reducing the simultaneity of the 
system in order to improve computational efficiency. In the system of demand 
equations in the overseas and OOFIs sectors, a wealth term defined in the data as the 
sum of the stocks of the assets in that system is an explanatory variable. Given the 
revaluation formula used, and that the column of the matrix always balances, it can be 
shown that the wealth term can be expressed as:-

w = tAi t-1 + FB - X 
, 

where FB is the financial balance of the sector and X are the other flows in the sector not 
included in the demand system, all of which are determined outside the system. If the 
assets were revalued according to the Barr-Cuthbertson rule then variables determined 
within the system would enter into the wealth equation which would reduce 
computational efficiency. 

It should be noted that since the wealth term is derived from the rest of the column the 
accounting identi ty of the column is automatically satisfied and consequently the need 
for an explicit column residual does not arise - the demand system is itself the column 
residual .  
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In this section we first describe the approach taken to estimate the FOF model. In part 
A the estimation of the asset demand equations, based upon the AIDS model, is 
described. Also induded is a description of the other asset demand functions using a 
single equation methodology. Both the equations which form the demand systems and 
the single equations have been estimated using the two step procedure. Then, in part B 
a short account of auxilliary equations for interest rates and asset prices is provided. 
Until now share prices have been determined exogenously in the Bank model. This 
meant that an important link - that from share prices to wealth to consumption - was 
omitted in simulation exercises. Consequently it is desirable in itself to determine 
share prices endogenously, especially since the share price is now more important 
within the new financial model itself. In addition a number of equations for interest 
rates and asset price equations were specified since these variables are used as 
explanatory variables in some asset demand equations. 

A Modelling Asset Demand Systems 

(i) The Theoretical Model 

Essentially the underlying theory approaches the demand for assets using neo-classical 
demand theory rather than considering the 'motives' for holding assets. Transactions, 
precautionary, and mean-variance models (ie 'motives' models) suffer in that they are 
not applicable to a broad range of assets across a number of sectors. On the other hand, 
by using a general model applied to all assets in a representative agent's portfolio, the 
interdependence of asset demands on other asset demands is explicitly recognised. This 
interdependence derives from two conditions. The first is that a number of accounting 
identities should be satisfied (Brainard and Tobin, 1 968). However, whilst the 
minimum condition of adding-up may be met, the long-run asset demands can be 
somewhat ad-hoc and not based on a choice theoretic model. Therefore the second 
condition relates to the choice of a theoretical model. Such a model, by allowing tests of 
the basic axioms of rational choice, clearly goes beyond the accounting requirement that 
adding up provides, and becomes rooted in a framework which emphasises the 
importance of homogenous asset demands and symmetric price responses across the 
demand system. The model used to estimate the asset demands is the Almost Ideal 
Demand System (AIDS) of Deaton and Muellbauer (1980). The AIDS model embodies 
far fewer a-priori restrictions within its structure than other demand models. Whereas 
the results derived from other models are often influenced as much by the precise 
functional form used as by the data, the AIDS model is general enough to be a first 
order approximation to any set of demand functions. This allows the theoretical 
properties of demand functions to be tested through the parameters within a 
maintained hypothesis. The derivation of the AIDS equation applied in this paper is 
outlined by Barr and Cuthbertson (1989) so there is little point in repeating it here. The 
resultant AIDS equation specify the asset shares as functions of real asset prices and real 
wealth:-

s· = a' +k· ..... ··lnp!t +/3·ln(WT /p*T)t 1 1 ) / 1) ) 1 1 



Si = ait/W 
ait=nominal holdings of the ith asset 
W is nominal weal th 

The superscript T denotes a real variable so that :­
WT = (W /Z)t' 

Inp*r=Lisilnpk =lnPi+gzt, 

InPt=Lisi1nPit' 

Inp, =In((1+rjt)(1-gzt)r1 = In(1+rjtr1 +gz = In Pjt +gz 
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where Pjt is the nominal 'price' of the asset j in period t, rjt is the expected proportionate 
return on asset j between t and t+ 1, Zt is the goods price mdex and gz is goods price 
inflation. 

We can now re-write the AIDS model as:-

3 

which becomes:-

Si = Gri +Lpij(1npjt + gz) +�i(ln(W /2)t - lnP* - gz) 4 

Equation (4) is the long-run equation which can be estimated as the first step of Engle 
and Granger's (1987) two-step procedure. The theoretical properties of demand 
functions which can be tested on the long-run equations are:-

LGri=l ; Li'Yi(O; L�i=O 

LPi(O 

"Yij = 'Yji 

adding up 

homogeneity 

symmetry 

Symmetry and negativity (of the Hicksian demand functions) are direct consequences of 
the axioms of rational choice. Negativity arises from the concavity of the cost function 
and implies that the matrix of coefficients kif 

k· = 'Y" + �. �·(ln(W /2)t - lnP* - g ) - s· 5·· + s·s· 1) 1) 1 )  Z 1 1) 1 ) 

is negative semi-definite (where 5ij is the Kronecker delta). 

In the second stage of the two step estimation procedure the full system including the 
dynamics is estimated. If the long-run equation co-integrates then the residuals from 
that equation will be stationary. The other variables in the dynamic model should also 
be stationary. In every case the levels variables are 1(1) implying that their first 
difference may enter into the dynamic solution. Consequently the full dynamic model 
is :-

5 



where Xi t  are the variables which enter the long-run solution for asset i and st is the 
long-run solution defined above for asset j. Note that the solution is a functiOn of the 
lagged long-run value for each asset in the system. 
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To apply the model in practice we need to appeal to the principle of weak separability. 
If the allocation of an agenfs wealth between various assets is determined 
simultaneously with the size of the wealth that they have to distribute (Tobin 1969) then 
such a model would be intractable. Therefore we need to make the assumption that the 
level of wealth be treated as a-prior decision, that is, the decisions determining a 
sector's wealth are independent of the distribution of wealth between various assets 
and liabilities. 

(ii) The Model in Practice 

Within the Flow-of-Funds matrix there are effectively four behavioural sectors since the 
public sector is generally exogenous and the M4 Institutions sector is largely a row 
residual, ie, treated as passive. This leaves the overseas, personal, company and OOFIs 
sectors. Asset demands were modelled as part of a system in the OOFIs and overseas 
sectors. The l iabilites in those sectors continued to be modelled as single equations. 

The two systems of asset demand equations were estimated by generalised least 
squares. First the long-run equations were estimated and cross equation restrictions 
tested. Then a full dynamic model was specified which included not only the lagged 
residuals of the single long-run equation in question but also the lagged resid uals from 
the other long-run equations in the system. Simply to include the own lags would 
mean implici tly accepting the restriction that al l  assets adjust at the same rate. 

The results of estimating the model are reported next, where we present the results for 
the sectors estimated using system methods first (a), and the single equation results in 
section (b). 

(a) System Results 

The OOFIs sector 

The five assets modelled in this sector are:-
Model code 

Flow Stock Asset share Price 

(i) Public sector long-term debt BLGV KBLV WBLV PBLV 
(H) Public sector short-term debt BSGV KBSV WBSV PBSV 
(Hi) Sterling deposits with 
M4 Institutions DBV KDBV WDBV PDBV 
(iv) Foreign currency deposits with 
M4 Institutions DB$V KD$V WD$V PD$V 
(v) Portfolio investment IPV KIP V WIPV PIPV 
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There are a number of differences concerning the data definitions used by us, and by 
B-C (1990a). First, we model overseas securities together with domestic securities 

whereas B-C estimate holdings of domestic and foreign securities separately. There is 
no variable on the model which splits OOFls portfolio investment into foreign and 
d omestic components. The data definitions in the Bank model mean that local authority 
d ebt is modelled as part of short-term debt take up, not as part of demand for deposits, 
as in the B-C model. As mentioned earlier, the stock data is constructed differently to 
that used by B-C, and the data is calendar-year seasonally-adjusted (CYSA). 

The new yield and price equations, together with those already on the model, allow us 
to construct the 'price' variables in the asset demand functions which are combinations 
of the yield on the asset, and, for capital uncertain assets, the expected capital gain, 
which is assumed to be a n period backward looking moving average term in the asset 
price. They are reported in full in appendix 2 of the manual. 

The AIDS model is a purely demand-side system and makes no allowance for regime 
changes such as a greater variety of assets and changes in legislation. The system 
assumes that any regime shifts are fully reflected in relative prices. However, clearly 
such an assumption will not hold if markets are less than perfect (especially in the short 
term as the markets adjust to new equilibria), suggesting that the exclusion of 
institutional changes/regime shifts such as financial liberalisation, is likely to diminish 
the abil ity of the demand system to explain certain movements in OOFls' portfolio 
distribution in the 1970s and 80s. 

There are two possible solutions to this problem. One solution would be to reduce the 
sample period such that the number of regime shifts is minimised and largely reflected 
in relative prices. This, however, is problematic since the selection of an appropriate 
sample period tends to be quite arbi trary; for example studies have often choosen to 
estimate from 1980 Q1 (eg Dinenis and Seott 1989) despite the existence of significant 
l iberalisation effects occurring into the mid-1980s and the Government changing from a 
pol icy of overfunding in 1984 /5 to a policy of sustained buying-in of gilts after 1987. 
Given that we are estimating a system of equations with upwards of 20 parameters it 
would clearly be better if the sample period be fairly lengthy. 

An alternative method (and that most commonly used) is to explicitly introduce these 
regime effects into the demand system. The most common approach in the literature 
has been to proxy the effect of financial liberalisation with a combination of time-trends, 
for example B-C (1990a) used a combination of two time trends. We chose to employ a 
single time trend over the whole sample period . The reason is simple if not particularly 
exciting. Any proxy for financial l iberalisation is simply that - a proxy. Even though 
the process of financial l iberalisation is probably non-linear, over a forecast period of 
only 2-3 years a linear trend is probably as good an approximation as anything else. In 
addition, a dummy variable (equal to zero up to 1979 Q3 and one thereafter) was used 
to capture explicitly the abolition of exchange controls in October 1 979. 
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Results 

The restrictions of symmetry and homogeneity in the long-run were accepted by the 
data (x200)=12.1) and all the restricted long-run equations pass the tests for co­
integration. The price variables have plausible signs. Insignificant variables were 
omitted on the basis of a likelihood ratio test. The Hicksian demand curves implied by 
the long-run parameter estimates were found to satisfy the negativity constraint by 
testing the concavity of the cost function. The matrix of elastidties is presented in 
table 2. 

Although the estimated parameters are not very informative in terms of the usual 
economic concepts (eg elasticities), a number of general features are apparent. The own 
price effects are well determined and have the expected (negative) sign. The cross price 
effects are all positive suggesting the assets are substitutes, the only exception to this 
being the implied complementarity between foreign currency deposits and investment 
in equities. This latter finding is explicable if it is recognised that IPV includes 
investment in overseas equities and that OOFIs may hold foreign currency deposits for 
transaction purposes. 

Table 2 reports the implied long-run semi-elasticities with respect to the annual rates of 
return. The results are not inconsistent with reasonable priors. For example, the own 
price effects dominate the cross price effects (with the exception of the WD$V equation) .  
Also reported are the long-run semi-elasticities with respect to wealth. The finding that 
equities, the principal capital uncertain asset, is the most sensitive to changes in wealth 
suggests that the desired risk exposure of OOFIs' portfolios may increase with wealth -
this would not appear to be unreasonable. 

Table 2 
Long-Run Semi-Elastidties 

Equ RUKG RLA RC BR REU$ DIVR Wealth 

WBLV 0.93 -0.41 -0.21 -0.12 -0.19 0.78 

WBSV -2.39 2.66 0.0 0.0 -0.27 0 .67 

WDBV -1.15 0.0 1.42 0.36 -0.63 1 .0 

WD$V -1 .48 0.0 0.82 0.34 0.33 0.66 

WIPV -0.11 -0.03 -0.06 0.01 0.18 1 .1 7  

The supply-side effects, in  the form of the finandal liberalisation proxy and the capital 
controls dummy, are both significant. Given that the abolition of capital controls 
coincided with the general trend towards greater financial l iberalisation, it is unclear 
exactly what effect each variable is capturing and thus the two supply-side effects 
should be viewed together. The parameter estimates conform to our priors in that they 
suggest that financial liberalisation and the abol ition of exchange controls induced 
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OOFIs to move out of Government securities - both short and long - and into overseas 
assets, equities and, to a lesser extent, M4 deposits. However, it should be remembered 
that these supply-side variables are at best only crude proxies and clearly it is possible 
that the movement into equities, for example, captured by the supply-side variables 
may reflect a general trend movement into equities during the eighties rather than 
being explicitly driven by financial liberalisation 1 . 

The preferred dynamic model, derived from a simple general to specific search, is 
presented in appendix 2. Given that the dependent variable is the change in the budget 
shares, the degree of fit achieved by the demand system is surprisingly good. Due to 
the adding-up condition one of the equations (WD$V) is estimated as the residual from 
the finance constraint. Furthermore, since the lagged residuals from the long-run 
equations sum to zero, a singularity problem arises if they all enter the system together. 
Hence the residuals from the long-run equation for WD$V are not included (the 
estimation and the derived parameter values should be entirely independent of the 
choice of equation and lagged residual ommitted). 

The full dynamic equations were also found to accept the homogeneity and symmetry 
restrictions (x2(1 0)= 11.6). Prior to testing down, all the error correction terms from each 
long-run equation feed into the dynamic equations for each variable, but these were 
deleted by as much as the data would allow so that in all but one of the dynamic 
equations it is just the 'own' error correction term for that variable that feeds into its 
dynamic equation. All the coefficients on the error correction terms are negative and lie 
between 0.2 and 0.3 in absolute terms implying an adjustment period of 3 to 5 quarters 
back to long-run equilibrium. 

Generally the short-run price effects appear plausible. Only the price responses in the 
foreign currency deposits equation display any evidence of overshooting and only one 
variable changes its sign between the long and short run. 

The results of the diagnostiC tests reveal that there is quite significant first order serial 
correlation which persists even when more dynamics enter the model. Testing down 
the model to a more parsimonious version did not significantly affect this result. 

1 Part of this trend movement may have reflected the increasing proportion of policies issued by the 

LAPFs in the 1980s which offered a real (as opposed to a fixed monetary) return. This served to 

increase their incentive to hold equities. 
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Overseas sector 

Here we are concerned with modelling a three-asset system. Following B-C (1990b) we 
first apply the principle of two stage budgeting which allows us to model sterling assets 
held by the overseas sector, separately from foreign currency assets. These assets are:-

Model code 
Flow Stock Asset share Price 

(i) Net sterling deposits D£BO KD£O WD£O PD£O 
(ii) Company securities IPOI KIPI WIPI PIPI 
(iii) Public sector debt BGSO KBGO WBGO PBGO 

The main departure from the specification used in the OOFls model is that there is no 
financial liberalisation proxy. This is mainly because the smaller model allows us to 
reduce the sample period to exclude the 1970s from consideration. 

The long-run elasticities are reported in table 3. The coefficients have plausible signs -
the assets are subsitutes for each other. There is some doubt as to whether the 

equations for sterling deposits and portfolio investment constitute co-integrating 
vectors. However, single equations for these variables do not have such a strong 
theoretical basis, and furthermore they do not perform as well in a statistical sense - we 
therefore continued to investigate the dynamic system of equations. 

Table 3 
Long-Run Semi-Elasticities 

Equ RUKC RCBR DIVR Wealth 

WBCO 0.50 -0 .41 -0.10 0.78 

WD£O -0.39 0.73 -0.35 0.51 

WIPI -0.06 -0.25 0.31 1.50 

The full dynamic model is reported in appendix 2 and is the result of a general to 
specific search on the first differences of the variables. The theoretical restrictions of 
homogeneity and symmetry are accepted in the short and long run. As in the OOFls 
model there is some evidence of overshooting, but there is only one case of a "perverse" 
short-run effect - the wealth term in the WD£O equation. 
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(b) Single Equation Results 

The largest group of new single equations are those which attempt to estimate M4 
deposits and lending on a sectoral basis. In the previous vintage of the model, sterling 
bank (as opposed to M4) deposits held by the ICes and OOFIs sectors were determined 
by identity from the rest of the column of the flow-of-funds matrix, and whilst personal 
sector holdings was also determined by identity it did result from a behavioural 
equation for the sector's holdings of gross liquid assets. There were also behavioural 
equations for persons and ICCs sterling bank borrowing but OFIs bank borrowing was 
determined by a technical equation. Furthennore, the earlier model did not have a 
sectoral approach to bank deposits and lending in foreign currency. The change in 
emphasis to an M4 matrix would have neccesitated the re-estimation of the existing 
behavioural equations, but it was also decided to try to extend the behavioural content 
of the financial model by estimating equations for M4 deposits and lending both in 
sterling and foreign currency in each domestic sector. Deposits held by OOFIs, both in 
sterling and foreign currency were estimated as part of the asset demand system 
discussed above. This leaves some ten M4 equations to be estimated. 

Sterling M4 Deposits 

The equation determining the demand for personal sector M4 deposits (page A2.14) 
reflects the view that a broad measure of money such as M4 is likely to be held for 
savings as well as transactions motives. This suggests that the demand for personal 
sector M4 may be viewed as part of an individual's overall portfolio decision. The 
estimated equation is therefore a hybrid model that includes terms to capture both the 
transactions motives for holding money and portfolio behaviour. The transactions 
variable in the equation is real personal disposable income. Consumers expenditure 
would be another obvious choice but the results are largely unaffected by the 
distinction . The variable used to capture portfolio behaviour is gross financial and 
tangible wealth .  It was found that spli tting the measure into its component parts does 
not improve the results. 

Also included in the long-run solution are own and competing interest rates. The own 
rate is the building society share rate (RZSN) and the competing rate is the national 
savings rate (NSRN). They enter the equation in unrestricted fonn rather than the usual 
restricted relative interest rate form. A borrowing rate (RCBR) is also included in the 
long-run equation since the own rate of return relative to the rate on lending may 
influence how consumption is financed - through borrowing, or by running down 
deposits. Homogeneity is imposed on the long-run equation with respect to consumer 
prices. 

The long-run equation constitutes a co-integrating vector on the DF statistic, but not the 
ADF statistic. However, the lags on the ADF regression are all insignificant implying 
the DF statistic is the more informative test. The full dynamic model passes a range of 
diagnostic tests at the 5% level and fits the data reasonably well. 

The model underpinning the ICCs deposit equation (page A2.14), and also the ICCs 
lending equation is the buffer stock model .  Firms wish to hold a desired level of 
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lending and deposits. Deviations from this level may occur as firms use lending and 
deposits to cushion the effects of shocks to real variables if the cost of adjustment on the 
real side is large relative to the costs of adjusting holdings of deposits and lending. In 
the long run the stock of lending or deposits would be a function of competing interest 
rates and the precautionary /transactions balance. 

In practice the precautionary /transactions balance is assumed to be a fixed proportion 
of some activity variable. Fixed investment by the corporate sector is the variable 
chosen to proxy activity in the company sector. A problem may arise here if both 
lending and the running down of deposits finances long-term investment in which case 
the assumptions regarding the separability of investment decisions and money holdings 
required by the buffer stock model are violated. A further explanatory variable is ICCs 
portfolio investment which is used to proxy merger and acquisition activity: the 
suggestion is that firms borrow to finance takeovers or to raise dividends in order to 
ward off hostile bids. 

The ICes deposit long-run equation (with homogeneity imposed) marginally passes the 
co-integration tests. There was found to be no role for interest rates in the equation. 
The dynamic equation passes a range of diagnostic tests. The error correction term is 
very small implying a sluggish adjustment to long-run equilibrium. 

Sterling M4 Lending 

The ICCs lending equation (page A2. 1 2) is based upon the same model as the deposit 
equation except that in the long-run interest rates are significant. The long-run 
equation passes the co-integration tests and the short-run equation passes a range of 
diagnostic tests .. As in the deposits equation the coefficient on the error correction term 
implies a very slow adjustment back to long-run equilibrium. 

The lending equation for persons (page A2. 12) is similar in structure to the deposits 
equation. The long-run equation marginally passes the DF test for a co-integrating 
vector. A dynamic equation resulted from a general to specific search which passes the 
usual tests. The equation determining M4 borrowing by OOFls (page A2.1 2) is also 
encouraging. The DF test on the long-run equation is passed (the equation fails on the 
ADF test but the lags are insignificant). The long-run includes relative interest rates, 
inflation and a gross real wealth term. The dynamic equation is relatively parsimonious 
including as i t  does just two lagged dependent variables. 

Foreign currency M4 lending and deposits 

The foreign currency lending and deposit equations are simple equations with the flow 
as the dependent variable .  Constructing stocks to ensure stock-flow consistency may 
create problems since the revaluation formula would be somewhat arbitrary. The flows 
themselves are mainly 1(0) which precludes estimation by co-integration techniques. 
G iven that the flows are relatively small we did not investigate these matters further. 
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Portfolio investment 

This category has also undergone substantial changes. The exogenous input to this row 
of the flow-of-funds matrix is less than in previous versions of the model. Inward 
portfolio investment from overseas and DOFls portfolio investment are induded in 
their respective sectoral demand systems. ICCs portfolio investment and capital issues, 
and OOFIs capital issues are now represented on the model by behavioural equations 
and are discussed below. This leaves only public sector, M4 sector and outward 
portfolio investment to be exogenously set. 

The ICes portfolio investment equation (IPI, page A2.8) attempts to explain the 
determinants of merger and acquisition activity. Empirical and theoretical work to date 
has identified two broad sets of influences that have partly (though by no means 
completely) determined such movements - share prices and cash flow. Theory suggests 
that share prices could have two contradictory effects. One is that the lower the market 
valuation of a firm relative to the replacement costs of its assets, the greater the 
incentive for other agents to acquire that firm rather than invest in a new facility. 
Empirical evidence does not however bear this out, possibly because the Tobin's 'q' 
explanation is subject to the qualification that the capital stock is measured accurately 
and includes intangible assets such as brandnames. The theoretical reasons why M&A 
activity is positively related to share prices tend to rely on assumptions within the 
model, or additional factors. For example Gort (1969) argues that when stock prices are 
rising prospective purchasers will tend to be more optimistic about the future of the 
company than its current owners. King's (1986) trapped equity model relies just as 
much on the different tax treatment between the incorporated and unincorporated 
sectors as on share prices. 

An additional determinant of M&A activity is the level of cashflow, which not only 
determines the quantity of internal funds available for takeover activity but also 
influences the cost and level of finance which external sources are willing to provide. 

The estimated equation is reported in appendix 2. The dependent variable, IPI, is 
weighted by the net capital stock at replacement cost. The equation is not estimated 
using co-integration techniques since the dependent variable is 1(0). In the long run 
movements in merger activity were found to depend positively on profits and on share 
prices whilst in the short run changes in the nominal post tax long interest rate exercise 
some damping influence. The equation passes an array of diagnostic tests with the 
exception of the Bera-Jacque test for normality of residuals. This is unsurprising given 
the 'lumpy' nature of the series. Using dummy variables to overcome the normality 
problem diminishes the behavioural content of the model. 

Also estimated were equations for Ices and OOFIs capital issues (pages A2.8 and A2.9). 
A-priori, one would expect share issues to be positively related to share prices and the 
level of output and negatively related to cashflow. The influence of share prices could 
stem from a reduced form linkage between M&A activity and capital issues. A more 
structural explanation would be that those inside the firm have superior knowledge to 
investors, and consequently would only issue equity when the shares are overvalued. 
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Capital issues are also l ikely to be related to scale flows so w e  might expect ICes to 
have a higher demand for capital issues the higher the level of output, whilst for OOFls 
capital issues could be expected to reflect the expansion of the asset side of their balance 
sheets. Cashflow is likely to be negatively related to share issues since it seems likely 
that high profit flows reduce the need for external finance, whilst distress issues may 
emerge as profitability falls. 

Empirically, these priors appear to be satisfied (note that the sign convention in the flow 
of funds matrix means that capital issues enter the matrix with a negative sign. 
Consequently, a RHS variable with a negative coefficient is positively related to capital 
issues). The equations are estimated using the Granger-Engle two step procedure. In 
both cases the long�un equations constitute co-integrating vectors and the dynamic 
equations pass the misspecification tests. 

B Modelling interest rates and asset prices 

None of the existing interest rate equations have been amended since the last published 
record of the Bank model (Breedon, Murfin and Wright, 1990) but an equation has been 
estimated for a new interest rate variable and, more importantly, share prices are now 
determined by equation rather than set exogenously. 

The new interest rate on the model is the National Savings rate which enters the 
equation determining the flow of M4 deposits held by the personal sector. Like the 
o ther short-term interest rates on the model, it is a simple equation conditioned on the 
local authority rate. 

A more complex model is provided by the new share price equation (SPUK) which was 
estimated using the Engle and Granger (1 987) two step procedure. In a recent paper, 
Campbell and Shiller ( 1 987) have shown that if the present value/efficient market 
model is valid then share prices and dividends should be cointegrated, with a unit 
coefficient on dividends. However, it is likely that this restriction will not be accepted 
on Bank model variables for two reasons. First, the share price used is the FT 500  
Industrial Share Price index whilst the dividend variable used - GDIV - is the dividend 
payments of all ICCs. Second, strictly speaking it is dividends per share that should 
have a unit  coefficient with s hare prices. This means that GDIV overestimates the true 
dividend series since in general it will inflated by dividend payments on a growing 
number of shares. An additional theoretical reason why the restriction may not hold is 
that the present value /efficient markets model may not be valid in its strict form. Share 
prices may be characterised by 'rational' bubbles and as such may deviate from their 
fundamental values for long periods. Hence, it might be expected that the long-run 
coefficient on GDIV would turn out to be significantly different from unity. The results 
tend to confirm this. 

There was also found to be a role for the interest rate in the long-run solution, but tax 
variables were ignored by assuming that the tax rate on equity is equal to that on 
interest bearing assets. 



Unlike the long run there is little theory to suggest what ought to enter the dynamics. 
After a general to simple search on the dynamics the preferred equation is:-

1 7  

llln(SPUK) = 0.02 + 0. 26ltCR87 + 0.51 ltCR74 + 0.16ltllln(SPUK_1 ) + 0.16ltllln(SPUK_3) 
(2.3) (5.0) (7. 7) (2.3) (2.5) 

-0 .47ltlll n(EER_1 ) -

(2 .4) 
0.08ltRES_1 
(3.0) 

where RES = In(SPUK) - (-1 .90 + 0.86ltln(GDIV) - 3.20"ln(1 + RCBR/I00) 

DF = -4.8 ADF = -3.04 R2 = 0.58 S.E. = 0.063 LM(4) = 5.05 BP(1)  = 0.77 

The dummy variables CR74 and CR8 7 are used to pick up the stock market crashes of 
1 9 74 and 1987. Without these variables the equation fails the test for normality of 
residuals.  Since theory allows for the existence of bubbles in asset prices (whilst not 
suggesting how to predict them) these dummies are not without theoretical 
justification. The inclusion of lagged dependent variables tends to indicate that 
expectations of future capital gains are formed adaptively. The effective exchange rate 
enters with a negative coefficient implying that a fall in the exchange rate will increase 
share prices by increasing the expectations of future profits and dividends as a result of 
increased competitiveness and a higher price level. The lagged residuals from the 
long-run equation enters with a very small coefficient in absolute terms implying a 
lengthy readjustment back to the long-run path following a shock. 

Two technical equations are worthy of mention . The dividend yield (DIVR) is related to 
SPUK and GDIV, and the gi lt price (PGLT) is l inked to the long-term rate of interest 
(RUKG) and lagged PGLT. 

These new yield and price equations, along with those already on the model, feed into 
the asset demand equations. 

4. SIMULATIONS 

A number of simulations have been run to assess both the impact of the new financial 
model on the properties of the model as a whole and to observe the properties of the 
financial model itself. The results are reported in ful l  in appendix 3. The feedback from 
the financial to the real side in the Bank model is quite weak. The financial balances of 
each sector are determined on the real side of the model and are only affected by the 
al location of financial assets via the impact of interest receipts and payments from those 
assets and liabilities on sectoral income and expenditure. The endogenisation of the 
share price on the model does however influence activity through the revaluation 
effects on personal wealth which affect consumption. Furthermore, mortgage lending 
d irectly affects house prices and durable consumption in the model. 



An important result which applies to all the simulations is that M4 net non deposit 
liabilities do not change by more than a negligible amount. If they did move 
substantially it would imply a significant assymetry between the growth of both sides 
of the M4 lnstitutions' balance sheets in response to a given shock. 
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A permanent increase in the share price of 5 %  (pages A3.1 ,2) can be expected to raise 
the level of persons net financial wealth by some 4% after three years which increases 
the level of output by 0.2% after three years with a negligible effect on prices. There is 
no significant effect on the exchange rate. Unsurprisingly, the increase in the share 
price causes both the OOFIs and the overseas sectors to hold more of their gross asset 
portfolios in equities and less in gilts and deposits. However, the positive wealth effects 
cause holdings of deposits by OOFIs to rise even though their share in the portfolio has 
fallen. Total private sector net recourse to M4 institutions is broadly constant over the 
simulation period. 

A 5% appreciation in sterling (page A3.3) causes the share price to fall by 2.4% after 
twelve quarters. There are two broad assets with which the domestic equity market 
must compete - the domestic bond market and the foreign equity and bond markets .  
Rates of return across these markets must be equalised over time. Therefore a rise in 
the exchange rate will tend to lower the price of domestic equities. Added to this there 
is the real side affect that an appreciation will tend to lower profitability in the traded 
goods sector. 

In the first year of the simulation both the OOFls and overseas sectors move away from 
equities into long term government debt owing to both wealth effects (gilts are inferior 
goods) and substitution effects. In the last six quarters wealth grows picks up which 
s timulates a move back towards equities. Persons' net recourse to the M4 institutions 
increases significantly, mainly owing to a rise in the demand for loans for house 
purchase. This is offset by less pronounced reductions in net recourse by the other 
sectors. 

In the interest rate simulations (pages A3.4-A3.7) the output and demand response to 
higher interest rates is more negative than in the last published record of the Bank 
model because of the influence of share prices on consumption. In the exchange rate 
free simulation a rise of 1 % in all interest rates lowers the share price level by 4.5% after 
twelve quarters. If the exchange rate is held to base the response is slightly less 
negative. 

Holdings of deposits and take-up of loans are now far more interest rate sensitive on 
the model as a result of the new sectoral equations for M4 lending and deposits. A 1 % 
rise in all rates with the exchange rate free would lower the level of M4 by 4% after 
twelve quarters with persons and OOFls deposit holdings most affected. There would 
be some increase in overall net recourse to the M4 Institutions by the private sector, 
mainly by the personal sector. As far as asset allocation in the OOFIs and overseas 
portfolios is concerned there are a number of influences at work. The rise in interest 
rates will increase the demand for capital certain assets such as deposits and reduce the 
demand for equities and gilts. There is also a wealth effect which reduces the 
attractiveness of equities but increases demand for gilts. In both the OOFIs and 



overseas sectors for the first two years asset shares of deposits, both domestic and 
foreign currency, and short-term government debt increases whilst the proportion of 
the portfolio allocated to gilts and equities falls relative to base. After that OOFls and 
overseas agents increase the share of their portfolios allocated to gilts as their wealth 
continues to fall relative to base. 
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Since M4 lending and deposit growth is  determined by short rates, a rise of 1 % solely in  
short rates leads to much the same results as  the a l l  interest rate rise. There are some 
changes in the asset allocations in the OOFls and overseas portfoilios, mainly due to the 
smaller wealth effects such a rise has compared to the case when all rates increase. 

We can analyse these wealth effects on the asset portfolios of the overseas and OOFls 
sectors by certain real shocks. An exogenous increase of 5% in world trade (pages 
A3.8,9) is a shock that affects the UK current and capital accounts. The current balance 
improves by roughly £6bn in the first year of the simulation and £5bn in the second and 
third years. This has a deleterious effect on the wealth the overseas sector distributes 
between the three assets in its gross asset portfoilio. After twelve quarters the level of 
this wealth is 8%-9% lower than base. This causes overseas agents to readjust their 
portfolios towards the 'inferior goods' - gilts and deposits - and away from equities. 

A 1 0% rise in persons' contributions to pension funds (pages A3. 1 0,1 1 )  has fairly muted, 
and expected impact on the portfolios of the OOFIs. There is a straight trade-off 
between the share of the portfolio allocated to gilts and equities. 

5 CONCLUSION 

In this paper we have described the changes to the equations underpinning the flow of 
funds matrix. A full model now explains the holdings of assets in the OOFls and 
overseas sectors whilst in the other sectors single equations have been estimated for 
portfolio investment and M4 deposits and lending. The results so far have been 
encouraging, especially in the demand systems where the long-run parameters are 
intuitively plausible and the short-run dynamics have sensible properties. The 
simulations yield the expected results in response to a number of shocks. 

A number of issues remain however. First, a large part of the matrix is determined by 
ad-hoc single equations, and an extension of the systems approach appears desirable. 
Second, the financial sector has very l i ttle feedback to the real side of the model. This 
could be achieved by the inversion of the asset demand equations to derive asset prices, 
as in the LBS model, except that such a model may become intractable. If the model, 
however refined, does not feed back to the real side, its merit must be assesed on the 
basis of the value of the forecasts for financial flows derived from the model. 
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APPENDIX 1: DATA CONSTRUCfION 

This appendix describes the data sources for the elements of the flow-of-funds matrix. 
The non-model codes quoted in line 1 are CSO codes. The codes in the construction of 
the v ariables on the other lines refer to variables in the flow-of-funds matrix in the 
BEQB where:-

pe is the persons column 
ic is the industrial and commercial companies column 
n o  is the OOFIs column 
bk is the banking column 
bs is the building societies column 
pb is the public sector column 

and the number following each code refers to the line of the matrix from which the 
variable is taken. For example pe6 refers to line 6 of the personal sector - persons 
holdings of notes and coins. 

Line One: Financial Balances 

fg=aavd+aavc 
fo=aavi 
fj=aavh 
ffi=aavg 
ffb=-(fg+fo+fj+ffi+ffv+rese) 
ffv=aavf 
rese=djds 

L ine Two: Pension Fund Receipts 

I vj=pe33 
Ivv=-lvj 

Line Three: Direct I nvestment 

odii=-os35+ic32 
odio=-odii 
idio=os36+312 13  
idi i=-idio 

Line Four: Portfolio Investment 

cpi i=ic31_1 
cpiv=n031_1 
ipg=pb31 +pb32 
ipo=os31 -031213+os32+ic32+bk32+bs32 
ipi=ic31_2+031213  
ipb=bk31 +bs31 
ipv=n030+n031_2+n032 
i pj=-(cpii +cpi v+i pg+ipo+ipi +ipb+ipv) 



Line Five: Public External Finance 

bgso=os8 
bgo=-bgso 
cfo=os6+os7 +os 14_2 +os 1 5+os 1 6+os17 +os 18+os 1 9+os20 
cfg=-cio 

Line Six: Public Domestic Finance 

blgj=pe8 
blgi=ic8 
blgv=noS 
bsgj=pe6+pe9+pe1 0+pe12+pe14_2+pe19+pe20 
bsgi=ic6+ic7 +ic9+ic1 0+ic12 +ic13+ic14_1 +ic14_2 +ic19+ic20 
Ibg=bk6+bs6+bk7+bs7+bk8+bs8+bs9+bk1 0+bs1 0+bkl l +bk1 2+bs12+bk14_1 +bs1 4_1 +bs 
14_2+bk1 5+bk16+bs16+bk1 9+bs19+bk20+bs20-pb21_1 -pb21_2-pb21_3-icl5-no15 
bsgv=n06+n07+n09+no1 0+no1 2+no14_1 +no14_2+no16+no1 9+n020 
blgg=-(blgj+blgi + lbg+blgv+bsgi +bsgj+ bsgv) 

Line Seven: (Column residuals + Row residual) 

mtg=fg-(ipg+bgo+cfg+blgg+resg) 
mto=fo-(odio+idio+ipo+bgso+cfo+ci£bo+d$bo+reso) 
mtj=fj-Ovj+ipj+blgj+bsgj+ lhpj+ldj+ld$j+dbj+db$j+resj) 
rn ti=ffi -(odii  +idii +cpii +i pi +blgi + bsgi +ldi +ld$i +dbi +db$i +resi) 
mtm=bk28+bs28+bs29+bk32+bs32+bk34+bs34+bk35+bs35+bk36+bk37+bs37+bk38+bs3 
8 
mtv=-(mtg+mto+mtj+mti+mtm) 

Line Eight: Overseas Deposits with M4 Institutions (net) 

ci£bo=internal data 
d$bo=internal data 
d£bb=-d£bo 
d$bb=d$bo 

Line Nine: Lending for House Purchase 

Ihpm=bs27 _1 +bk27_2 
Ihpv=n027 _2 
lhpj=-Ohpm+lhpv) 

Line Ten: M4 Institutions Non-housing Domestic Lending 

Idj=pe24_2 
Idi=ic24_2 
Idv=n024_2 
Idb=bk24_2+bs24_2 
Id$b=bk24_1 +bs24_1 
Id$j=pe24_1 
Id$i=ic24_1 
Id$v=n024_1 



Line El even: Domestic Deposits with M4 Institutions 

dbj=pe21_1 +pe21_2+pe21_3+pe22 
dbi=ic21_1 +ic21_2+ic21_3+ic22 
dbv=no21_1 +no21_2+no21_3+no22 
dbb=-(dbj+dbi+dbv) 
bd$b=bk21_3+bs21_3+pb21_3 
db$j=pe21_3 
db$i=ic21_3 
db$v=no21_3 

Line Twelve: Balan cing items 

resg=pb40 
reso=os40 
resj=pe40 
resi=ic40 
resb=ffb-Opb+lbg+mtm+d£bb+d$bb+lhpm+ldb+ld$b+dbb+bd$b) 
resv=-(resg+reso+resj+resi+resb) 

A l .3 



APPENDIX 2: EQUATION LISTING OF FINANCIAL MODEL AND OTHER 
RELEVANT SECTORS 

7hi s  equat ion l i s t ing replaces the ana logous sections of the mode l ma n u a l  
published i n  t h e  last discuss ion pape r b y  Breedon , Mur f in a n d  Wright ( 1 9 8 9 )  

1 . EXCHANGE RATES AND XN'l'EREST RATES 

EXCHANGE RATES 

Exchange r a t e  equat ion (NOPT (1) & 1 )  
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A l t e rn a t i ve exchange rate equa t i on (NOP T ( l ) cO) 
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INTERE S T  RATES 

Loca l a ut h o r ity t h ree-month deposit rate 
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- 1 
( 2 . 3 ) 

[ (PSBR ) [P SBR ) 
0 . 4  

GDPN + 0 . 3  GDPN 

+ 0 . 2 
(PSBR ) 
GDPN -2 

+ 0 . 1  
[PSBR ) ] 
GDPN -3 

- 0 . 3 6 4 2 7 5 7  
( 0 . 3 )  

R2 
_ 0 . 82 1  SEE - 1 . 3 8 2  DW - 1 . 7 4  1 9 72 I - 1 9 8 2  IV 

Clea r ing bank s '  base rate 

( 1 4 0 )  RC BR >= RLA 

Y i e l d  on 2 0 -yea r  gove rnment s t o c k  

( 3 1 1 )  �UKG >= 0 . 3 1 5 5 1 5 2  �LA - 0 . 0 92 5 9 9 4 8  (RUKG - RLA ) _ l 
( 5 . 6 ) ( 2 . 6 ) 

- 0 . 0 6 7 4 32 5 3  [ 1 0 0 . (EER - EER_ 1
) 1 

( 2 . 9 ) 
EER_ 1 

- 1  

R2 
= 0 . 5 1 0  % S E  = 1 6 8 . 6  D W  = 1 . 6  LM ( 4 ) = 4 . 0  FCST ( 4 ) = 1 . 1  1 9 7 2  1 1 - 1 9 8 7  1 1  

B u i l ding s o c i et i e s '  net s h a re rate, gua rt e r ly average 

( 2 3 7 ) R Z S N  = [ 1 - TRY ] * RZSG 
1 0 0  

B u i lding s o c i et i e s '  gro s s  s h a re rate, qua rte r ly average 

( 2 3 6 )  I n  RZSG = 0 . 0 0 8 0 4 9 8 + 0 . 5 7 7 6 7  In RZSG_ 1 
+ 0 . 4 2 2 3 3  In RLA 

( 0 . 7 )  ( - )  ( 5 . 0 ) 

R2 
>= 0 . 8 1 9  SE >= 0 . 0 6 3  DW = 1 . 5 5 1 9 8 0  I - 1 9 8 7  1 1  

B u i lding s o c i et ie s ' gro s s  mortgage rate, qua rte r ly a ve r age 

A2 . 3  

( 2 3 8 )  In RZMG = 0 . 0 4 2 1 1 4 6  + 0 . 6 0 1 9 8  In RZMG_ 1 
+ 0 . 9 2 4 8 5  In [ RZ S N / ( l - TCR) ] 

( 2 . 7 )  ( - ) ( 2 3 . 3 ) 1 0 0  

R2 
= 0 . 9 7 9  SE 

0 . 52 6 8 3  In [ RZSN/ ( l  - TCR» ) _ l 
1 0 0  

0 . 0 1 8  DW 1 . 7 4  1 9 8 0  I - 1 9 8 7  1 1  



5 0 0  s h a re pr i c e  index 

( 2 9 7 , B )  �lnSPUK c 0 . 0 1 5 1 8 5 9 5 + 0 . 2 5 7 1 1 8 3  CR8 7 + 0 . 5 0 5 3 4 4 5  CR7 4 
( 2 . 3 ) ( 5 . 0 )  ( 7 . 7 )  

A2 . 4  

+ 0 . 1 5 6 4 7 4 4  �lnSPUK- l + 0 . 1 6 4 5 97 �lnSPUK_3 - 0 . 4 7 0 4 7 6 1  �lnEER 
( 2 . 3 )  ( 2 . 4 ) ( 2 . 3 )  

- 2 . 4 8 6 1 1 2 �ln ( l + RCBR/ I 0 0 )  - 0 . 0 8 2 4 6 8 1 8  RES_ 1 
( 4 . 0 )  ( 3 . 0 ) 

whe re RES c 1 0gSPUK - ( - 1 . 9 0 1 7 8 8  + 0 . 8 6 1 6 0 3 5  10gGDI V  

- 3 . 2 0 8 1 5 8 10g ( 1  + RCBR/ I 0 0 )  

D F  K - 4 . 8  ADF = - 3 . 0 4 

D i v iden d yi e l d  

( 5 7 8 , T ) � I VR = 6GD I V/ SPUK 
D I VR_ 1 GDIV_ 1 / S PUK_ 1 

P r i c e  o f  UK gove rnment s e c u r i t i e s  ( a l l  s t oc k s) 

( 5 7 6 , T )  PGLT = P GLT_ 1 . ( RUKG_ 1 / RUKG ) 

Nat i on a l s a v i ngs inte rest r a t e  

( 5 7 3 ,  B )  NSRN 

R2 = 0 . 8 7 SE 

1 . 5 9 0 1  + 0 . 3 7 2 5  NSRN_ 1 + 0 . 1 4 5 9  RLA ( l - TRY/ l O O )  
( 3 . 1 ) ( 3 . 9 ) ( l . 9 ) 

+ 0 . 2 8 9 8  RLA ( l - TRY / l O O )  
( 2 . 7 )  

0 . 4 1 1 1  DW l . 7 2  LM ( 4 )  5 . 6  BP ( l )  = 0 . 4  



As set prices for t he OOF l s  sect or mode l 

Own a s set pr i c e  o f BLGV 

1 1 
( 6 0 6 , T )  PBLV - In ________________________________________________ 1 

1 + ( (RUKG + ( ( PGLT - PGLT_S ) /PGLT_ S ) . 1 0 0 / 2 ) / 4 0 0 )  

+ 1 n  (PEF/PEF_ 1 ) 

Own a s set price o f  BSGV 

1 1 
( 61 2 , T ) PBSV c 1n ____________ 1 + In ( PEF/PEF_ 1 ) 

1 
1 + RLA/ 4 0 0  J 

Own a s set pr i c e  o f  DBV 

1 
( 6 1 3 , '1' )  PDBV In 

1 + RCBR/ 4 0 0  

Own a s set pr i ce of DB$V 

( 6 1 4 , T )  P D $ V  I n  

+ In ( PEF/PEF_ 1 ) 

1 

1 

J 

A2 . S  

1 + « « ERUK . ( 1 + ( REU$ . 2 / 1 0 0 » / E RUK_ S ) - 1 ) * 1 0 0 / 2 ) / 4 0 0 ) J 

+ In (PEF / PEF - 1 ) 

Own a s set pr ice o f  l PV 

1 1 
( 6 1 7 , T ) P IPV In ----------------------------------------------------------------- 1 

1 
1 + « D l VR + « SPUK - SPUK_ S ) / SPUK_ S ) . 1 0 0 / 2 ) / 4 0 0 ) J 

+ I n  ( P EF / PEF_ l ) 



A2 . 6  

Aggregat e  pr i c e  index (t he we igh t s  u s e d  a re t he average budget sha re s  ove r t he 
s ampl e pe r i od) 

( 6 2 9 , 1 )  AGPV c 0 . 4 0 52 8  PBLV + 0 . 0 6 9 9 5  PBSV + 0 . 0 7 2 2 5  POBV + 0 . 0 3 2 4 3  PO$V 

+ 0 . 4 2 0 0 9  P 1 PV 

Asset pri c e s  f o r  t he ove r s e a s  s e c t o r  mode l 

Own a s set pri c e  o f  BGSO 

1 1 
( 5 7 4 , T )  PBGO In __________________________________________ ...-- 1 

1 + ( ( RUKG + ( ( PGLT - PGLT_ 4 ) /PGLT_ 4 ) . 1 0 0 ) / 4 0 0 )  J 

Own a s s e t  pr i c e  o f  O£BO 

( 5 7 7 , T ) PO£O I n  
1 

1 + RCBR / 4 0 0  

Own a s s e t  pr i c e  o f  I P O I  

( 5 8 0 , T ) P I P I  In 

1 

1 + ( (O I VR + ( ( SPUK - SPUK_ 4 ) / SPUK_ 4 ) . 1 0 0 ) / 4 0 0 ) 

1 

Aggrega t e  pri ce i n de x  ( t h e  we igh t s  u s e d  a re t he a ve r age budget s h a re s  o ve r  the 

s ample pe r i od) 

( 5 9 2 , 1 )  AGPO = 0 . 4 1 9 5 8  PBGO + 0 . 2 8 2 5 8  PO£O + 0 . 2 9 7 8 5  P I P I  



2 .  FLOW OF FUNDS MATRIX : BY ROW 

Line 1 F i n a nc i a l  ba l a nce 

( 2 3 0 , 1 ) FG - SG + FTKG - ( IFG£ + l IG£ + YSAG )  

( 2 3 1 , 1 )  F O  K FTKO - BAL 

( 2 2 7 , 1 )  F J  .., SJ + FTKJ - ( IFJ£ + l I J£ + YSAJ ) 

( 7 37 , 1 )  FF1 - SCI + FTKI - ( IF I £  + 1 I I£ + YSAI ) 

( 7 5 1 ,  X )  FFB (exogenous ) 

( 4 2 4 , 1 )  FFV - S CF + FTKF - ( IFF£ + l IF£ ) - FFB 

Line 2 LAPF receipt s 

T o  P e r s on s  

( 4 9 4 , T )  LVJ YECO + YVO - TYV + 0 . 1 0 7 2  YWS - 3 . 6 6 32 WS 

F r om OOF l s  

( NM )  LVV = - LVJ 

L i n e  3 . 1  Out w a rd di rect inve stment 

To Ove r s e a s  

( NM )  OD I O  - OD I I  

F rom I CC s  

( 4 1 1 , B ) OD I I  c - 3 4 4 7 . 5 8 0 7 + 3 5 . 5 5 9 3  ( 1 0 0 . GDPO /GDPO ( 1 9 8 0 »  
PGDP ( 6 . 1 ) ( 8 . 4 ) 

- 2  
R 0 . 4 5 0  SE = 3 9 5 . 8  DW = 1 . 6  1 9 6 6  I 1 9 8 7  I I  

Line 3 . 2  I nw a rd d i rect inve stment 

F r om Ove r se a s  

( 4 12 , B ) 1 0 0 . ( ID I O  - I O I L ) / WP C  c - 9 0 . 4 5 2 1 2  + 1 1 . 4 0 2 3 9  WGDP - 3 . 8 5 3 7 6  RULC_ 1 

-2 
R = 0 . 2 3 4  SE 

T o  I C C s  

( NM )  I D I I  - I D I O  

2 9 9 . 2  DW 

( 0 . 4 )  ( 5 . 3 ) ( 1 . 5 ) 

2 . 2  1 9 6 6  I - 1 9 8 7  IV 



Line 4 P o rt f o l i o  inve stment 

By P ubl i c  sect o r  

( 4 67 , X ) I P G  ( exogenou s )  

By Ove rseas s e c t o r  

( 4 6 7 , 1 )  I P O  c I P OO + I P O I  

( 3 0 7 , X ) I POO ( exogenou s )  

( 3 0 2 , 1 )  I P O I  - R I P I  - ( SPUR / SPUR_ 1 ) . RI P I _ 1 

By P e rsons 

( 7 1 6 , I , RR ) IPJ c - ( IP G  + I P O  + IPI  + IPB + I PV + CP IV + CP I I )  

By I CC s  

( 7 3 0 , B )  I P I / KFX£ = - 0 . 0 0 3 1 4  + 0 . 3 3 1  ( IP I / KFX£ ) _l + 0 . 1 0 6  ( IP I / RFX£ ) _2 
( 2 . 1 ) ( 3 . 1 ) ( l . 0 ) 

+ 0 . 1 9 1  ( IP I / KFX£ ) _ 3 - 0 . 2 5 8  ( IP I / KFX£ ) _ 4 
( l . 9 ) ( 2 . 8 ) 

+ 0 . 0 2 3 5  « YITP + YRI + NTRI + Y I AB - E I AB ) / GDPN ) 
( 2 . 5 ) 

+ 2 . 7  ( SPUK / KFX£ ) - 0 . 0 7 3 6  6 « 1 -TRYC / 1 0 0 ) . ( RUKG + l . 5 ) / 1 0 0 )  
( 3 . 5 ) ( 2 . 5 ) 

R2 = 0 . 5 1 5  S . E .  = 0 . 0 0 1 0 5 DW 2 . 0 2 ARCH = 0 . 1 0 7  LM ( 4 )  2 . 1  BJ 6 . 7 2 

1 9 6 5  I - 1 9 8 7  I I  

By I C C s  ( i s s u e s )  

( 5 0 0 , B )  6 ( CP I I / PGDP ) - 5 . 7 8 + 0 . 2 1  6 ( CP I I /PGDP ) _ 4 
( 2 . 0 )  

- 2 5 . 0 3 Il ( S P UK / P GDP ) _ l 
( 5 . 2 )  

- 3 2 9 5  !lD 8 7 3  - 0 . 6 4 RES _ 1 
( 1 0 . 9 ) ( 5 . 7 )  

RES « CP I I / PGDP ) - ( 5 1 2 9  - 1 3 . 4 9  ( SPUK /P GDP ) 
( 7 . 2 )  

+ 0 . 1 2 2  « Y I TP + YRI + NTRI + Y I AB - E IAB ) / PGDP ) - 0 . 0 9 1 5  GDP 
( 2 . 1 )  ( 4 . 7 )  

- 4 1 8 0  D 8 7 3 »  
( 7 . 2 )  

D F  - 8 . 1  ADF - 3 . 4 6  1 9 6 8  I - 1 9 8 8  1 1  

0 . 7 1  S . E .  = 3 9 9  DW = 1 . 8 0 6  ARCH l . 92 LM ( 4 ) 7 . 8  BJ 0: 8 . 5 8 



By M4 ins t i t u t i ons 

( 753 , X) IPB ( exogenou s )  

By OOF I s  

(7 2 6 , B ) IPV - KIPV - ( SPUK / SPUK_ 1 ) . K1PV_ 1 

By OOF l s  ( i s s u e s) 

( 7 2 5 , B )  b (CPIV/PGDP ) - - 5 . 3 8 + 0 . 1 8 A (CP IV/PGDP ) _l 
( 0 . 2 ) ( 1 .  7 )  

- 0 . 5 9 6  RES_ 1 
( 5 . 1 ) 

- 9 . 7 6  A ( SPUK / PGDP ) _ l 
( 3 . 7 )  

RES - ( CP 1V/PGDP ) - ( 1 3 5 5  - 6 . 0 1 ( SPUK/PGDP ) 
( 4 . 6 ) ( 4 . 4 )  

- 0 . 0 1 4 9  GDP ) 
( 2 . 5 ) 

DF c - 5 . 1 5 ADF - 3 . 0 6 1 9 6 8 I - 1 9 8 8  I 

R2 = 0 . 3 9 S . E .  = 2 1 5  DW = 1 . 7 8  ARCH c 1 3 . 8 5 LM ( 4 )  5 . 2  BJ c 5 6 . 0  

Line 5 . 1  P ub l i c  f inance, exte rnal, long term 

( NM )  BGO c -BGSO 

( 4 7 0 , 1 )  BGSO = KBGO - ( PGLT / PGLT_ 1 ) . KBGO_ 1 

Line 5 . 2 P ub l ic f i nance, exte rnal, ot her 

( NM )  CFG = -CFO 

( 47 1 , X ) CFO ( exogenou s )  

Line 6 P ub l i c  f inance, dome s t i c  

Publ i c  s e c t o r  borrowing requi rement 

( 2 3 3 , 1 )  P S BR = - FG + 1PG + MTG + RESG 

Tot a l  

( 7 l B , I , CR) BLGG = FG - 1PG - BGO - CFG - MTG - RES G  

Long debt t a ken up by pe rsons 

A2 . 9  

( 7 35 , I , CR )  BLGJ = FJ - LVJ - 1PJ - BSGJ - MTJ - LHP J  - LDJ - LD $ J  - DBJ - DB$ J 

- RESJ 

S h o rt debt t a ken up by pe r s ons 
3 

( 7 3 4 , T ) BSGJ = 0 . 3  L �i P S BR_ i 
i = O  

00 - 3  = 0 . 4 ; 0 . 3 ;  0 . 2 ;  0 . 1  



S h o rt debt t a ken up by I CC s  

( 7 4 6 , T )  B S G I  - 0 . 1  D B I  

Long debt t a ken up by ICCs 

( 7 4 7 , T ) BLGI - 0 . 0 5 DBI 

Debt t a ken up by M4 inst itut ions 

( 4 7 6 , I , RR) LBG - - ( BLGG + BLGJ + BSGJ + BLGI + BSGI + BLGV + BSGV)  

Long debt t a ken up by OOF 1 s  

( 7 6 3 , 1 )  BLGV - KBLV - ( P GLT/PGLT_ l ) . KBLV_ l 

S h o rt debt t a ken up by OOF 1 s  

( 7 62 , 1 )  BSGV c �BSV 

Line 7 M i s c e l laneous  ident i f ied t ra n s a c t i ons 

( 62 3 , X )  MTG ( exogenou s )  

( 62 4 , X ) MTO ( exogenou s )  

( 62 5 , X )  MTJ ( e xogenou s ) 

( 6 2 6 , 1 , CR )  MT I F F I  - OD I I  - I D I I  - CP I I  - I P I  - BLGI - BSGI  - LD I - LD $ I  

- D B I  - DB $ I  - RES I  

( 6 2 7 , I , RR )  MTM - (MTG + MTO + MTJ + MT I + MTV) 

( 62 8 , X ) MTV ( exogenou s )  

Line 8 . 1  Net ove r s e a s  s t e r l ing depo s i t s  w i t h  M 4  i n s t i t ut ions 

( 4 8 4 , 1 )  D £ BO = 6KD£0 

( NM )  D£BB = - D£BO 

( 4 8 2 , T ) L£BO = - 0 . 0 2 6  ( X£ + M£ ) 

Line 8 . 2 Net ove r s e a s  f o re ign c u r rency depo s i t s  w i t h  M4 i n s t i t u t ions 

( 4 8 3 , 1 )  D $ BO : SWI + LD $B + BD$B 

( NM )  D $ BB = - D $ BO 

A2 . 1 0 



A2 . 1 1 

Line 9 Lending for house pu rchase 

To P e rs ons 

(NM) LHPJ c - ( LHPM + LHPV )  

By M4 i n s t i t ut i ons 

( 7 1 5 , 1 )  LHPM - LHPT - LHPV 

By OOF l s  

( 4 9 8 , 1 )  LHPV - SHMV . LHPT 

( 4 7 7 , 1 ) KHPV - KHPV_1 + LHPV 

T ot a l  

( 1 02 , 1 )  LHPT - AKHPT 

( 62 , B ) � InKHPT ; 0 . 0 0 7 7 3 9 1 2  - 0 . 0 7 8 8 0 3 9  [ lnKHPT_ 1 - F I TV_ 1 
( 3 . 6 ) ( 2 . 3 ) 

) + 0 . 6 5 0 1 7 9  
( 9 . 4 )  

- 2  
R S E  

� InKHPT_ 1 + 0 . 1 5 6 8 1 9  � InKHPT_ 1 + 0 . 0 3 4 9 6 9 8  � I nRPD I _ 1 
( 3 . 6 ) ( 1 . 7 )  

- 0 . 8 9 3 9 5  � I n (PAHM/PC ) + 0 . 9 7 8 3 8 2  � I n ( PAHM/ PC ) _ l 
( 3 . 7 ) ( 4 . 2 )  

- 0 . 0 4 7 2 0 7 5  � In (PAHM/PC ) _ 3 - 0 . 0 2 5 7 4 1 5  � I n ( RZMG ( l - TRY » 
( 2 . 6 ) ( 4 . 4 ) 1 0 0  

+ 0 . 1 2 6 8 1 7  � InZLVF + 0 . 9 5 5 5 3 4  � I nPAHM - 0 . 9 5 3 8 8 3  � GC I F  
( 4 . 4 )  

0 . 0 0 3  DW 

( 4 . 0 ) ( 4 . 0 ) 

1 9 7 0  1 1  - 1 9 8 7  1 1  

Whe re : 

F I TV 
8 

I nVOHS + 1 / 9  1: 
i ; O  

InRPD I _ i - 1 1 . 8 6 2 1 1  - 0 . 7 5 9 0 7 1  I n ( PAHM / P C )  

- 0 . 0 8 5 2 3 4 6  I n ( RZMG ( l - TRY » + 0 . 3 9 5 0 9  InZLVF - 1 . 1 1 2 8 9  GC I F  
1 0 0  

+ 0 . 0 0 2 9 4 4 9 5 ZDOW 

Geomet r i c  c umu l a t i on of i n f l a t i on 

( 1 9 4 , T ) GC I F  = 0 . 9 5 GC IF_ 1 + � lnPC 



L ine 1 0 . 1  M4 i n s t i t ut i ons non-hous ing dome s t i c  � t e r l ing lending 

T o  P e r s on s  

( 7 3 1 , 1 )  LDJ - -�LDJ 

( 5 5 8 , B ) �1nK LDJ - 0 . 0 3 + 0 . 3 7 9 1  �lnKLDJ_ 3 - 0 . 0 3 7 9  RES_ 1 
( 4 . 2 )  ( 2 . 8 ) ( 2 . 0 )  

RE S  - InKLDJ - ( - 2 7 . 1 9 9 6 1  + 2 . 52 8 5 7 9 InRPDI + 0 . 7 1 4 7 0 8  ( lnNWJ - InP C )  

+ 0 . 0 5 9 7 9 0 3 9  ( R Z S N  - RCBR) + 1 . 0  P C )  

D F  c -2 . 67 7 6  ADF - - 1 . 4 6 9 3 3  R2 - 0 . 2 3 3  SE - 0 . 0 1 0 7 LM ( 4 )  - 2 . 4 2 

BJ ( 2 )  - 0 . 4 8 8 3  1 9 8 0  I - 1 9 8 9  IV 

T o  ICCs 

( 7 4 5 , 1 )  LD I � - �LD I 

( 5 6 1 , B ) �l nKLD I  c 0 . 0 0 8 5 4 4 2  + 0 . 3 9 1 4  �lnKLD I _ l + 0 . 2 2 1 3  �lnKLD I _ 3 
( 2 . 1 0 )  ( 4 . 4 )  ( 2 . 4 )  

+ 0 . 0 2 1 6  � ( RLA . ( 1  - TRYC / 1 0 0 )  - RCBR . ( 1  - TRYC / 1 0 0 »  
( 2 . 3 ) 

+ 0 . 0 9 1  � I F I £  + 0 . 0 0 0 0 0 7 9 I P I /P IFO - 0 . 0 5 8 2  RES _ 1 
( 2 . 1 » ( 2 . 9 ) ( 2 . 0 ) 

A2 . 12 

RE S l nKLD I - ( 6 . 0 1 7 9  + 1 . 0  l n P I FO + 0 . 5 6 0 3 ( ln I F I £  - l n P I F O )  - 0 . 1 9 9 3  DCST 

+ 0 . 1 2 0 2  ( RLA . ( 1  - TRYC / 1 0 0 )  - ( RCBR . ( 1  - TRYC / I 0 0 » ) 

+ 0 . 0 0 0 0 5 8 1  I P I / P I FO 

D F  = - 4 . 2 9  ADF = - 3 . 2 9 R2 = 0 . 2 9 1  SE = 0 . 0 2 2 1  DW 2 . 1 3 

LM ( 4 )  - 9 . 1 9 BJ ( 2 )  = 0 . 3 9 1 9 6 4  I - 1 9 8 9  IV 

By M 4  i n s t i t u t i on s  

( 7 5 5 , 1 )  LDB = - ( LDJ + LD I + LDV) 

To OOF I s  

( 4 6 2 , 1 )  LDV = - �KLDV 

( 5 6 5 , B )  �1nKLDV 0 . 0 1 1 0 7 1 6  + 0 . 4 3 9 0 1 4  �lnKLDV_ 1 + 0 . 2 1 7 3 3 6  �1nKLDV_2 
( 2 . 5 ) ( 3 . 5 ) ( 2 . 2 )  

- 0 . 0 5 9 7 9 1 6  RES _ 1 
( 1 . 8 )  

RES InKLDV- (- 1 . 3 8 9 8  + 1 . 0  InPGDP + 0 . 1 3 7 8 62 RLA 

- 0 . 1 4 3 8 6 1  RCBR + 0 . 0 2 2 3 0 4 4  « ( PGDP - PGDP_ 4 ) / PGDP_ 4 ) . 1 0 0 )  

+ 0 . 8 7 4 7 1 7 ( lnKWV - InPGDP » 

D F  - 3 . 6 7  AD F  - 1 . 9 4  R2 0 . 4 4 1  SE 0 . 0 2 0 1  DW 2 . 0 3 ARCH 0 . 5 9  



A2 . 1 3 

Line 1 0 . 2  M 4  inst itut i ons [non-hou s ing] domest i c  lending in f o re ign c u rren cy 

T o  Pe r s on s  

( 6 9 , B ) LO$J . EER/WPX 4 . 7 9 9 82 + 0 . 1 8 5 3 32 ( LD$J . EER/WPX ) _ l - 4 4 7 . 8 0 4  D 8 5 4 8 6 3 
( 0 . 4 )  ( 2 . 0 ) ( 7 . 6 ) 

- 3 . 0 0 5 4 4  (tuu.A - � « « (REU$ . 3 / 1 0 0 ) + 1 )  . ERUK/ERUK_ 1 2 ) - 1 )  . 1 0 0 / 3 » 
( 1 . 0 )  

- 1222 . 9 6 �ln ( KWJ/ P C )  
( 2 . 6 ) 

R2 - 0 . 63 1  S E  - 8 1 . 6 9 63 DW - 2 . 0 6 ARCH - 0 . 33 LM ( 4 )  - 6 . 4 2 BJ ( 2 )  - 0 . 1 1 

1 97 6  I - 1 9 8 8  I V  

T o  I Ces 

( 1 6 5 , B ) LD$ I . EER/WPX - - 2 4 9 . 6 8 7  + 0 . 4 3 4 3 4 8  ( LD$ I . EER/WP X ) _ l 
( 1 . 9 ) ( 3 . 2 )  

- 3 7 . 2 9 9 7 ( 6RLA_ 1 - 6 « « ( REU$ . 2 / 1 0 0 ) + 1 )  . ERUK /ERUK_ 8 ) - 1 )  . 1 0 0 / 2 »  
( 2 . 1  ) 

- 6 0 9 9 . 3 1 6lnWTMU_ 1 
( 1 . 5 )  

R2 = 0 . 2 6 5 S E  = 6 92 . 9 3 1  DW 1 . 7 3  ARCH 

1 9 7 7  I - 1 9 8 9  I 

P roxy f o r  I C C s  s t o c k  o f  l i abi l i t i e s  

( 8 5 , 1 ) KBLI = KBLI _ l - LD ! - LD S !  - . 1 8CP ! !  

By M 4  i n s t i t ut i o n s  

( 7 5 8 , I , RR)  LD SB = - ( LD S J  + LD S !  + LD $V)  

T o  OOF l s 

0 . 4 7 LM ( 4 )  c 6 . 1 5 BJ ( 2 )  c 1 . 1 2 

( 2 1 9 , B ) LD$ V . EER/ WPX - 1 3 9 . 2 4 8  + 0 . 3 8 4 2 4 9 8 ( LD $ I . EER/WPX ) _2 

R2 = 0 . 2 8 3  SE 
1 9 7 7  I - 1 9 8 9  I 

( 0 . 2 )  ( 2 . 1 )  

- 0 . 7 622 1 9 6 4  DBSV_ 1 - 0 . 0 2 7 1 8 7 ( KWV/ PEF ) 
( 1 . 7 )  ( 3 . 7 )  

+ 0 . 0272 9 0 92 ( KWV/PEF ) _ 2 
( 3 . 5 ) 

1 1 7 0 . 4 6 DW = 1 . 8 1 LM ( 4 )  4 . 4 0 BP ( l ) = 1 . 0 6  



A2 . 1 4 

Line 1 1 . 1  S t e r l ing depo s i t s  w i t h  M4 i n s t i t ut i ons 

Held by pe r s on s  

( 4 6 0 , 1 )  DBJ E AKDBJ 

( 3 9 3 , B )  AlnKDBJ - 0 . 0 1 0 9 7 5  + 0 . 2 9 4 4 9 5 A InKDBJ_ I + 0 . 2 4 0 5 6 8  AInKDBJ_2 
( 3 . 7 )  ( 2 . 8 ) ( 2 . 5 )  

+ 0 . 0 6 1 9 5 0 8  A ( lnKWJ - lnRPD1 - lnPC)  + 0 . 1 1 4 1 5 4  AInPC 
( 2 . 1 ) ( 1 . 8 )  

+ 0 . 0 0 2 4 2 9 1 9  ARZSN_ 1 + 0 . 0 0 57 4 8 6  ARZSN_ 4 - 0 . 0 0 2 8 3 5 2 4 ANS RN  
( 1 . 7 )  ( 3 . 1  ) ( 1 .  9 )  

- 0 . 0 0 5 1 0 1 8 9  ANSRN_ 4 + 0 . 1 4 7 7 0 1  AIn RPD 1 - 0 . 0 7 0 7 0 3 8  RES _ 1 
( 2 . 5 ) ( 3 . 3 ) ( 3 . 0 ) 

RE S  - InKDBJ - ( - 0 . 1 3 9 62 1  + 0 . 9 0 8 8 3 8  InRPD 1 + 0 . 0 2 6 3 8 3 5  RZSN 

- 0 . 0 2 8 6 7 0 3  NSRN + 1 . 0  InPC - 0 . 0 0 6 5 9 3 9  RCBR + 0 . 7 0 4 8  ( lnKWJ - InRPDI 

- lnPC ) ) 

DF = -3 . 2 2 ADF = -2 . 9 2 R2 = 0 . 5 6 1  SE = 0 . 0 0 5 8 2  DW 2 . 1  ARCH = 0 . 0 7 8  

LM ( 4 )  = 3 . 7 6  BJ ( 2 )  = 5 . 8 6 4  1 9 6 8  I - 1 9 8 9  I 

H e l d  by ICCs 

( 7 0 9 ,  B )  !llnKDBI 0 . 0 1 2 8  + 0 . 2 0 1 5  A1nKDB I _ 1 + 0 . 2 0 2 9  A1nKDB1 _2 ( 2 . 4 ) ( 2 . 1  ) ( 2 . 1 )  

+ 0 . 1 2 5 9  !lln ( IF I £  - P IF O )  - 0 . 0 6 3 1  RES _ 1 
( 1 . 7 )  (2 . 1  ) 

Whe re 

RE S = I nKDB I - ( 5 . 8 62 1 + 0 . 4 9 8 2  I n ( I F I £  - P I FO ) + 0 . 0 0 0 0 9 7 3  I P I / P 1 FO 

- 0 . 2 8 1 1  DC S T )  

DF = - 4 . 0 ADF = - 3 . 6  R2 = 0 . 1 1 SE 0 . 0 3 7 1  DW - 1 . 9 8 LM ( 4 )  E 0 . 5 8 

B J ( 2 )  = 0 . 1 5 1 9 6 9  I - 1 9 8 9  I 

( 4 6 1 , 1 )  DBI  = AKDBI 

In  M 4  i n s t itut i on s  

( 7 5 6 ,  I ,  RR )  DBB (DBJ + DBI + DBV ) 

H e l d  by OOF I s  

( 7 6 1 , 1 )  DBV = AKDBV 
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S t o c k  o f  depo s i t s with Building Soc iet ies 

( 7 7 6 , B )  InKZJ - 1 . 1 0 3 1 9  InKZJ_ 1 - 0 . 1 5 8 9 6  InKZJ_2 + 0 . 5 0 5 8 4  InKDBJ 

- 0 . 4 5 0 0 7 InKDBJ_ 1 + 0 . 0 0 4 4 7 9 1  RZSG - 0 . 0 0 4 4 7 9 1  RLA - 0 . 0 2 8 3 2 3  

C ompo s i t e  t a x  rate 

( 6 3 4 , 1 )  TCR c ( 2 5 . 5 / 3 0 )  TRY 

Line 1 1 . 2  F o re ign cu rrency deposits with M4 inst itut ions 

Held by pe r s ons 

( 72 0 , T ) DB$J - 50 + O . O O lDBSJ_ 1 

Held by I CCs 

( 7 2 3 , B )  DB S 1 . EER/wpx c 3 2 4 . 8 5 - 0 . 2 8 6 0 62 (DB$ 1 . EER/wpX) _2 
( 3 . 0 ) ( 2 . 0 ) 

- 4 2 . 652 6 (hRLA - b « « ( REU$ . 3 / 1 0 0 ) + 1 ) . ERUK /ERUK_ 1 2 ) - 1 )  . 1 0 0 1 3 )  
( l .  7 )  

R2 � 0 . 1 4 1  S E  c 7 1 1 . 1 4 7  DW 1 . 8 6 ARCH c 0 . 32 LM ( 4 )  = 1 . 0 1 BJ ( 2 )  c 9 . 1 6 

1 9 7 7  I - 1 9 8 9  I 

P roxy f o r  lCCs s t o c k  o f  l iquid a s set s 

( 3 8 , 1 )  KLl = K L I _ 1 + DBI + DB $ I  + BSGI 

In M4 i n s t itut ions  

( 7 6 0 , 1 , RR )  BD$B (DB$J + DB$I + DB$V) 

Held by OOF I s  

( 7 3 6 , 1 )  D B $ V  = KD $V - ( ERUK/ERUK_ 1 ) . KD $V_ 1 

Line 1 2  

( 4 6 9 , X ) 

( 4 8 5 , X )  

( 7 3 2 ,  X )  

( 7 4 3 , X )  

( 7 4 8 , X )  

B a l a n c ing items 

RESG (exogenous ) 

RESO ( exogenou s )  

RES J  ( exogenou s )  

RE S I  (exogenou s )  

RES B  (exogenou s )  

( 7 4 9 , I , RR )  RE SV = - ( RESG 

( 5 6 7 , X ) RESE (exogenou s )  

+ RE SO + RESJ + RES I  + RESB + RE S E )  



Monet a ry s t o c k s  a nd f l ows 

S t o c k  of MO 

( 2 5 9 , B )  � lnKMO = 0 . 0 0 8 5 5 8 3 4 9  + 0 . 0 4 6 6 9 9 4  AD 6 8 1 _ 1 2  
( 3 . 4 )  ( 6 . 1 )  

+ 0 . 2 9 7 7 6 7 6  � InPC_ 1 
( 2 . 2 )  

- 0 . 1 7 7 6 8 8 7  JRES 
( 3 . 0 ) 

+ 0 . 4 0 3 7 7 9 6  � InKMO_ 1 
( 4 . 1 )  

Whe re : JRES & I n KM O _ 1 - In ( C£ + TCC ) + 0 . 5 62 1 5 5 8  + 0 . 0 0 1 3 8 2 5 9 6  CRSN 

-2 
R = 0 . 4 8 5  SE = 0 . 0 1 0  DW = 2 . 3  LM ( 4 ) c 4 . 9  1 9 7 0  1 1 1 - 1 9 8 6  IV 

Accumu l a t i on of RZ SN s ince 1 9 6 3  01 

( 2 7 4 , 1 )  CRSN c CRSN_ 1 + RZSN 

F l ow of M4 

( 5 8 7 , B )  M 4  = - DBB + 0 . 5 5 2 8 9  �O 

R2 = 0 . 9 9 7 5 9 1  DW = 2 . 6  SE = 2 0 6 . 3  

M 4 ,  s t o c k  

( 5 5 9 , 1 )  KM 4  = KM 4 _ 1 + M4 

Ve l o c i ty o f  M 4  

( 1 6 4 , 1 )  M 4 VL = 8 ( GDPN / ( KM 4  + KM4 _ 1 ) )  

Ext e r n a l  cont r ibut i o n  t o  growth o f  M4 

( 7 3 9 , T )  M 4 EX = - ( D£BO + D S BO ) + LD SB + BDSB 

C h a nge i n  net n o n - depo s i t  l i abi l it i es o f  M4 i n s t i t u t i on s  

( 7 4 0 , T ) M 4 N L  = M 4  - ( P SBR + BLGG + LBG - BGSO - CFO + LDB + LHPM + M 4 EX )  

A2 . 1 6 
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2 .  FLOW OF FUNDS : OOFIs AND OVERSEAS NEARLY mEAL DEMAND SYSTEMS (NmS ) 

The repo rt ing o f  e qu a t i ons i n  the mat r ix by a � �et rather than by �ector 
conce a l s  t h e  f a ct that  s ome assets in the OOF l s  ( BLGV, BSGV, DBV, DBSV, I P V )  and 
Ove rseas ( BGSO , I POI , D£BO) sectors were mode l led a s  a system f o r  e a ch sector 
using t he Ne a r l y  I deal Demand System (NIDS ) . Consequent ly ,  t he systems a re 
r eported here i n  f ul l . The NIDS equat ion regre sses the s h a re o f  t o t a l  we a l t h  
an a s set commands i n  t he port f o l i o  o f  a repre sentat ive a gent as a f un c t i on o f  
rea l asset price s  a nd real wealth : -

�i - °i +�j7i jl ogpjt + Pi l og (W� / P * � ) t 

si a it /w 
ait-nornina l holdings o f  the i t h  a s set , W i s  nomi n a l  wea lt h  

�he s upe r s c ript � denotes a rea l  va r iable s o  that : ­
W" - (W/ Z ) t . 
l ogp *f-ti s i logpl -l ogP! +gzt ' 
l ogP,-ti Si l ogpi t ' 
l ogp� -lo g « 1 + r j t ) ( l _gz t » - l = log ( l +r j t ) - l +gz - l og P j t  +gz 

whe re P jt i s the nominal ' pr i c e '  o f  t he a s set j in pe r i od t ,  r j t  i s  t he 
e xpe c t ed p roport i onate ret u rn on a s set j between t and t +l , Zt i s  the goods 
price index and gz is goods price i n f l a t i on . 

We c a n  now re-write the NIDS model a s : -

I n  t h e  e qu a t ions AGGP logP * + g z . Not ice that the t he o ret i c a l  spec i f i c a t i on 
imp l i e s  a ' double de f l a t i on '  for  we alth . 

The s h o r t - run dynami cs a re s imply the v a r i ables i n  the l ong run s o l u t i on 
d i f f e renced unt i l  t hey a re stat iona ry . I n  a lmos t  eve ry c a s e  the va r i ab l e s  a re 
1 ( 1 )  . 

T h i s  y i e l d s  the f u l l  dynamic mode l ' -

whe re Xi t  a re t he v a r i ables which enter the long-run s o l u t i o n  f o r  a s set i and 
s · * is  t h e  l ong- run s o lut ion de f ined above f o r  a s set j .  Note t ha t  t he 
s 6l u t i o n  i s  a f unct i on o f  the lagged long- run value f o r  each a s se t  i n  t he 
system . I n  pract i ce t he spec i f icat i ons may a lt e r  s l ight ly . F o r  e xample t he 
a s se t  e qu a t ions i n  the OOF l s  sector incl ude a n  a d  hoc ve l o c i t y  o f  lending t e rm  
whi c h  i s  meant t o  proxy f inancial  l ibe ra l i sat ion . 

The product o f  the budget share and the t o t a l  wea lt h  t e rm  i s  t h e  c u r rent 

pe r i od s t o c k . I f  the a s set i s  capit a l  cert a in t he f l ow i s  me rely t he 

d i f f e rence o f  the stock . I f  t he a s set i s  cap i t a l  unce rt a in t hen we need t o  

abst ract f rom reva luat ions . In t he OOF l s  system t he re i s  a s imple reva l ua t i on 

f ormu l a  which i s  : -

S TOCK = ( P R I CE /PRICE_ I ) . S TOCK_ I + FLOW 

Ther e fore t he f l ow i s  : -

FLOW = S TOCK - ( PRICE/ PRI CE_ I ) . S TOCK_ 1 

T h i s  s imple reva l u a t i on rule a l s o  means that t he h ighe r level e quat ion c a n  be 
der i ved f rom l a s t  pe r i ods s t oc k s , pre -det e rmined prices and t he o t h e r  



v a r i ab l e s  i n  the OOF I s  c o l umn . To i l l u s t r a t e ,  

S ince w e  know t hat t h e  s um o f  t he f l ows l e s s  t h e  f in a n c i a l  balance i n  any 
column i s  zero by c on s t ru c t ion t hen ' -

!FLOWi E F INANC I AL BALANCE - !OTHER FLOWS 
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whe re t he other f l ows h a ve a l ready been det e rmi ned . Note that this now rules 
out t h e  need for a c o l umn re s idua l  in that sector - the whole system i s  
e f fe c t ive ly t he c o l umn r e s i dua l .  

The o ve r s e a s  s e c t o r  is s l i ght ly more c omp l i c ated . One o f  the assets i s  a n  FSD 
s t o c k  ( the reva l u a t i on rule of whi c h  i s  n ot known ) whi l st t he other is 
de r i ved a c c o rding to the f o l lowing rule : -

S TOCK - P RICE/ PRICE_ 1 . [ S TOCK_ 1 + FLOW / 2 ] + FLOW / 2  

R e - a r r a ngement o f  t h i s  equ a t i o n  in t e rms o f  t he f low give s ' -

F LOW c 2 {  [ S TOCK . PRICE_ 1 - STOCK_ 1 . PRICE ] / ( PRICE + P R I CE_ 1 ) }  

which i s  int r a ct able f o r  the purposes o f  de f i n ing a h i gher level e qu a t i on f rom 
t h e  e x i s t i n g  i n f o rma t i o n . A s o lut i on t o  t h i s  problem in f o r e c a s t ing i s  t o  
de f ine a n  e qu a t i on s imi l a r  t o  t h a t  i n  t he OOF I s  s e c t o r  wh i c h  w i l l  not h o l d  
e xa c t l y  ove r t he pa s t ,  but w i l l  ove r t he f o reca st . 

The f o rmu l a e f o r  t he l ong- run e l a s t i c i t ies a re : -

wrt t he i n t e r e s t  r a t e , - 1 i j / 4 ' S i 

S o ,  f o r  e xample in t he OOF I s  s e c t o r  the e l a s t c it y  wrt t he RLA in t he e qu a t ion 
f o r  B S GV is - 1 . 2 9 1 2 9 1 / ( 4 * 0 . 0 6 9 9 5 )  = - 4 . 6 1 5 0 5  i . e an i n c r e a s e  o f  1 % i n  RLA 
w i l l  de c re a s e t h e  l e ve l  of h o l dings of s h o r t - t e rm debt by 4 . 6 % .  The we a l t h  
e l a s t i c i t y  i s  [ 1  + ( - 0 . 0 0 4 3 6 7 3 2 4 / 0 . 0 6 9 9 5 ) ] = 0 . 9 3 7 5 6 5 4 . T h e  f igure 0 . 0 6 9 9 5  
i s  t h e  a ve r age s h a re o f  h o l dings o f  s h o rt debt ove r t he s ample pe riod . 

Wh i l s t a dding up i s  s a t i s f ied in t he e s t ima t i on o f  t he s y s t ems , it ma y be 
v i o l a t e d  when r e s i dua l s  a re set i n  the f o reca s t . The re f o re a dding up i s  
g u a r a n t e e d  by s e t t ing one a s s et s h a re i n  e a c h  s ys t em t o  be equ a l  t o  1 - Is i . 
The beh a v i o u ra l e qu a t i o n s  f o r  t h o s e  a s s e t s  a re s t i l l  reported in t he ' man u a l 
s i nce t hey ma y be o f  i n t e r e s t  i n  t h e i r  own r i ght . 

The OOFI s  s e c t o r  

I n  t h i s  s e c t o r  a d d i n g  up i s  s a t i s f i ed t h r oughout . Symmet ry and homogene i t y  
a re a c cepted in t h e  l ong r u n  but n o t  i n  t he short run . The res idua l s  f rom t he 
l on g - run e qu a t i o n  f o r  DB$V do not ent e r  into any o f  t he dynamic mode l s  s ince 
t h e  i n c l u s i o n  o f  t h e  r e s i du a l s  f o r  a l l  t he a s s e t s  re s u l t s  in a s ingu l a r  mat rix 
be c a u s e  a l l  t he r e s i du a l s  in any s i ngle t ime pe riod s um t o  z e r o ,  which c a u s e s  
t h e  ma t r i x  t o  bec ome s i ngu l a r . 

Tot a l  n omi n a l we a l t h  ( a s  de f i ned in th e da t a ) 

KWV � ( KB LV + KBSV + KDBV + KD $V + K I P V )  
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H ighe r  level equat ion 

( 5 6 9 , 1 )  KWV - FFV - LVV - CP IV - MTV - LHPV - LDV - LDSV - RESV 

+ ( PGLT / PGLT_ I ) . KBLV_ I + KBSV_ I + KDBV_ I 

+ ( ERUK / ERUK_ I ) . KD $V_ 1 + ( S PUK / S PUK_ I ) . K IPV_ I 

where the s t oc k s  a re def ined in the data a s  . -

KBLV - ( P GLT / P GLT_ 1 ) . KBLV_ 1 + BLGV 

KBS V  - KBSV_1 + BSGV 

KDBV - KDBV_ 1 + DBV 

KD $ V  - ( ERUK / ERUK_ I ) . KD $V_ I + DB$V 

K1PV - ( SP UK / SPUK_ 1 ) . K IPV_ I + IPV 

Asset s h a re s  (a s de fined in the da t a )  

WBLV ., KBLV / KWV 

WBGSV - KBSV/KWV 

WDBV KDBV/KWV 

WD $ V  = KD $V / KWV 

W I P V  = K I PV / KWV 

As set pr i c e s  

r 1 1 
( 6 0 6 , T )  PBLV In 1 1 

1 1 
l 1 + « RUKG + « PGLT - PGLT_ S ) / PGLT_ S ) . l O O / 2 ) / 4 0 0 ) J 

+ I n  (PEF/PEF_ 1 ) 

r 1 1 
( 6 1 2 , T ) PBSV � I n  1 1 + In ( P E F / PEF_ I ) 

1 ------ 1 
l 1 + RLA/ 4 0 0  J 

1 

( 6 1 3 , T )  PDBV In + In (PEF/PEF_ 1 ) 

1 + RCBR/ 4 0 0  
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r 1 1 
( 6 1 4 , T ) PD$V - In 1 _____________________________________________________ 1 

1 1 
l 1 + « « ERUK . ( 1  + ( REU$ . 2 / 1 0 0 ) ) / E RUK_S ) -1 ) * 1 0 0 /2 ) / 4 0 0 ) J 

+ In ( PE F / PEF_ l ) 

1 1 
( 6 1 7 , T ) P IPV - In ---------------------------------------------------------------------------------------- 1 

1 
1 + « D IVR + « SPUK - SPUK_S ) / SPUK_ S ) . 1 0 0 /2 ) / 4 0 0 )  J 

+ In ( PE F /PEF_ l ) 

Aggrega t e  pr ice index (the we igh t s  u s ed a re the ave rage a s set sha res ove r t he 
s ample pe r i od) 

( 6 2 9 , 1 )  AGPV = 0 . 4 0 8 4 7  PBLV + 0 . 0 7 0 8 2 PBSV + 0 . 0 7 2 S 7 PDBV + 0 . 0 3 2 0 S PD$V 

+ 0 . 4 1 5 7 7  P 1 PV 

Ta ke up o f  publ i c  s e c t o r  l o ng- t e rm debt 

( i ) Beha viou r a l  egu a t ion 

( 6 3 0 , B )  llWBLV 

R:2 co 0 . 5 1 SE 

( i i )  S t o c k  

- 0 . 0 0 3 4 0 0 0 9  - 0 . 7 0 9 9 1 0 6  llPBLV + 0 . 1 9 2 2 2 0 3  llP BSV 
( 2 . 5 ) ( 7 . 2 )  ( 3 . 8 ) 

+ 0 . 1 1 5 1 0 5 6  llPDBV + 0 . 0 5 4 8 9 6 1 5  llPD $ V  
( 3 . 1 ) ( 2 . 3 ) 

+ 0 . 3 4 7 6 8 8 6  llP 1 P V  - 0 . 2 0 2 0 1 0 8  RE S 1 _ 1 
( 4 . 2 )  ( 4 . 4 ) 

- 0 . 0 6 5 8 1 3 0 3  ll ( l n ( KWV / P E F ) - AGP V )  
( 3 . 4 ) 

0 . 0 1 1  DW = 2 . 4  BP ( 8 )  1 0 . 6  LM ( 4 )  � 1 4 . 1  1 9 7 2  I - 1 9 8 8  I V 

( 6 3 1 , 1 )  KBLV E KWV . WBLV 

( i i i )  F l ow 

( 7 6 3 , 1 )  B LGV KBLV - ( PGLT / P G LT_ 1 ) . KBLV_ 1 



• 
T a k e  up of sh ort - t e rm a s s e t s  

(i) Beh a v i o u r a l  equa t ion 

( 6 3 2 , B )  AWBSV - - 0 . 0 0 1 0 0 5 5 4 8 + 0 . 1 9 2 2 2 0 3  APBLV - 0 . 1 9 7 1 6 2 8 APBSV 

, • 

( 1 . 6 ) ( 3 . 8 )  ( 3 . 7 )  

+ 0 . 0 0 4 9 4 2 5 8 1  �D$V - 0 . 0 4 7 7 6 9 3  A ( l n ( KWV / P E F )  - AGP V )  
( 0 . 2 )  ( 5 . 6 ) 

- 0 . 3 2 4 2 5 8 4  RE S 2 _ 1 
( 6 . 7 )  

i2 � 0 . 5 3 SE - 0 . 0 0 5 2  DW c 1 . 5  BP ( 6 )  - 8 . 6  LM ( 4 )  - 1 2 . 9  1 9 7 2  I - 1 9 8 8  I V  

(i i) St o c k  

( 6 3 6 , 1 )  KBSV - KWV . WBSV 

( 7 6 2 , 1 )  BS GV = AKBSV 

St e r l i ng depo s i t s  w i t h  M4 inst itut ions 

(i) Behavi o u r a l  egu a t ion 

( 6 3 7 , B ) AWDBV 0 . 0 0 0 8 7 6 4 4 7 7  + 0 . 1 1 5 1 0 5 6  �BLV - 0 . 1 4 8 3 6 3  �DBV 

0 . 5 5 S E  

C i i) S t o c k  

( 2 . 0 ) ( 3 . 1 ) ( 3 . 5 ) 

+ 0 . 0 3 32 5 7 4 5  APD$V - 0 . 0 3 9 0 1 5 1 6  A ( l n ( KWV/ P EF ) - AGP V )  
( 1 . 4 ) ( 6 . 6 ) 

- 0 . 0 5 1 6 5 2 2 3  RES l _ 1 - 0 . 2 2 0 6 6 7 9  RE S 3 _ 1 
( 2 . 1 ) ( 4 . 3 ) 

0 . 0 0 4  DW = 1 . 4  BP ( 7 )  3 . 9  LM ( 4 )  2 2 . 2  1 9 7 2  I - 1 9 8 8  I V  

( 6 3 8 , 1 )  KDBV KWV . WDBV 

( i i i )  F l ow 

( 7 6 1 , 1 )  DBV - AKDBV 

A2 . 2 1  
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F o r e ign c u r rency depo s i t s  with M4 i n s t itut ions 

(i) Be h a v i o u r a l  equa t i on 

I n  t he mode l WD $ V  i s  s e t  t o  be equ a l  t o  ( 1  - WBSV - WDBV - WBLV - WIPV) . The 
f u l l  be h a v i o r a l e qu a t ion i s  reported he re s ince it may be o f  i n t e re s t . 

( 6 3 9 , B )  AWD $V - 0 . 0 0 0 4 6 0 8  + 0 . 0 5 4 8 9 6 1 5  APBLV - 0 . 0 0 4 9 4 2 5 8 1  APBSV 
( 0 . 8 ) ( 2 . 3 ) ( 0 . 2 )  

+ 0 . 0 3 3 2 5 7 4 5  APDBV - 0 . 0 6 7 2 0 8 9 9  APD$V - 0 . 0 2 5 8 8 7 1 9  AP I P V  
( l . 4 ) ( 4 . 1 ) ( l . 7 ) 

- 0 . 0 2 4 4 2 8 5 8 A ( l n ( KWV / P EF ) - AGPV )  + 0 . 2 5 3 6 6 3 1  RE S 1 _ 1 
( 6 . 1 ) ( 5 . 9 ) 

+ 0 . 3 2 4 2 5 8 4  RE S 2 _ 1 + 0 . 2 2 0 6 6 7 9  RE S 3 _ 1 + 0 . 2 9 4 6 8 5 8  RE S 5 _ 1 
( 6 . 7 )  ( 4 . 3 ) ( 4 . 9 ) 

1 9 7 2  1 - 1 9 8 8  IV 

(H) S t o c k  

( 6 4 0 , 1 )  KD $V KWV . WD $ V  

(H i) F l o w  

( 7 3 6 ,  I )  D B $ V  KD $V - ( ERUK / ERUK_ 1 ) . KD $V_ 1 

P o r t f o l i o  i n v e s tment 

( i )  Be h a v i o u r a l  egu a t i on 

( 6 4 2 , B ) AW I PV 

0 . 62 S E  

(H) S t o c k  

0 . 0 0 3 0 6 8 3 2 5  + 0 . 3 4 7 6 8 8 6  APBLV 
0 . 7 )  ( 4 . 2 ) 

- 0 . 0 2 5 8 8 7 1 9  APD $V - 0 . 32 1 8 0 1 4  AP IPV 
( l . 7 )  ( 4 . 0 ) 

+ 0 . 1 7 7 0 2 6 1  A ( l n ( KWV/PEF ) - AGPV )  
( 7 . 6 )  

- 0 . 2 9 4 6 8 5 8  RE S 5  
( 7 . 0 ) - 1  

0 . 0 1 5  DW 2 . 2 BP ( 1 1 )  2 3 . 2  LM ( 4 )  

( 6 4 3 , 1 )  K I PV - KWV . WIPV 

( H i) F l o w  

( 7 2 6 ,  T )  I P V  K I P V  - ( SPUK / S PUK_ 1 ) . K I PV_ 1 

1 1 . 9  1 9 7 2  I - 1 9 8 8  IV 
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Long- run egu a t i ons 

RESl - WBLV - (- 1 . 1 6 0 0 8 9  PBLV + 0 . 5 1 1 5 8  PBSV + 0 . 2 5 8 9 6 1 POBV 

+ 0 . 1 4 7 1 1 0 7 PO$V + 0 . 2 4 2 4 3 7 3  P I PV - 0 . 0 7 0 1 1 3 4 4  ( In ( KWV / P E F )  - AGP V )  

- 0 . 0 0 3 4 7 0 7 0 7  T IME + 0 . 0 5 1 6 1 52 6  07 9 4  + 1 . 5 0 8 0 3 2  

DF - - 4 . 1 AD F  - - 2 . 6  

RE S 2  - WBSV - ( + 0 . 5 1 1 5 8  PBLV - 0 . 5 6 9 1 1 8 1  PBGSV 

+ 0 . 0 5 7 5 3 8 1  P IPV - 0 . 0 1 7 4 7 4 9 8  ( I n ( KWV/PEF ) - AGPV )  

- 0 . 0 0 0 9 8 9 7 6  T I ME - 0 . 0 2 1 6 3 2 5 3  07 9 4  + 0 . 3 8 3 8 6 7 1  

D F  - - 3 . 7  AD F  = - 3 . 3  

RE S 3  = WDBV - ( 0 . 2 5 8 9 6 1  P BLV - 0 . 3 1 8 6 1 3 8  POBV - 0 . 0 8 1 2 6 1 9 9  PO$V 

+ 0 . 1 4 0 9 1 4 8  P I PV + 0 . 0 0 0 7 6 5 3 0 8 5  TIME - 0 . 0 2 7 3 2 8 2 9 07 9 4  - 0 . 0 0 3 7 6 4 0 4 9  

OF - 3 . 4  ADF -2 . 3  

RE S  4 WD $V - ( 0 . 1 4 7 1 1 6 7 PBLV - 0 . 0 8 1 2 6 1 9 9  POBV 

- 0 . 0 3 3 5 0 9 6 4  PO$V - 0 . 0 3 2 3 3 9 0 3  P I PV - 0 . 0 0 8 4 2 4 2 7  ( In ( KWV/ P E F )  - AGPV )  

+ 0 . 0 0 0 5 1 8 4 5 0 4  T IME - 0 . 0 1 5 1 0 9 2 8  0 7 9 4  + 0 . 0 8 3 4 2 5 4 7  

O F  - - 3 . 4  ADF - 2 . 5  

RES 5  c WIPV - ( + 0 . 2 4 2 4 3 7 3  PBLV + 0 . 0 5 7 5 3 8 1  PBGSV + 0 . 1 4 0 9 1 4 8  POBV 

- 0 . 0 3 2 3 3 9 0 3  PO$V - 0 . 4 0 8 5 5 1 1  P IPV + 0 . 0 9 6 0 1 2 7  ( In ( KWV / P EF ) - AGP V ) 

+ 0 . 0 0 3 1 7 6 7 0 8  T I ME + 0 . 0 1 2 4 5 4 8 3 0 7 9 4  - 0 . 9 7 1 5 6 0 1  

O F  = - 5 . 3  ADF = - 5 . 0  



A2 . 2 4  

The Ove rse a s  sector 

In t h i s  s e c t o r  symme t ry a nd homogene ity a re imposed in t he short and l ong- run . 
The r e s i du a l s  f rom t he l ong- run e quat ion f o r  IPOI do not enter i n t o  the any o f  
t he dynamic spec i f i c a t i ons s ince the presence in t h e  equation o f  a l l  t he res iduals 

te'?",lt s i n  a s ingu l a r  mat r ix . 

Tot a l  n omi n a l  wea lth (a s de fined in the data) 

KWO - ( KBGO + KD£O +KI P I )  

H ighe r  l eve l equat ion 

( 5 8 5 , 1 )  KWO c FO - OD I O  - IDIO - CFO - MTO - RESO + (PGLT/PGLT_ 1 , . KBGO_ 1  

whe re t h e  s t oc k s  a re def ined in t he dat a a s : -

KBGO i s  the FSD s t o c k  

KD£ O  c KD£O_ l + LD£BO 

K I P I  = ( SP UK / S PUK_ 1 ) .  ( K I P I _ 1 + I P O I / 2 )  + IPOI / 2  

As set s h a r e s  ( a s  de f i ned i n  t h e  dat a )  

WBGO KBGO / KWO 

WD£O KD£ O / KWO 

W I P I  K I P I / KWO 

A s s e t  pr i c e s  

( 5 7 4 , T ) P BGO 
r 1 1 

1 n  , ________________________________________________ , 
, , 
l 1 + « RUKG + « PGLT - PGLT_ 4 ) / PGLT_ 4 ) . 1 0 0 ) / 4 0 0 )  

r 1 1 
( 5 7 7 , T ) PD£O 1 n  , ___________ , 

( 5 8 0 ,  T )  P IP I  

, , 
l 1 + ReBR/ 4 0 0 J 

r 1 1 
1 n  , _________________________________________________ , 

, , 
l 1 + « D IVR + « SPUK - SPUK_ 4 ) / SPUK_ 4 ) . 1 0 0 )  / 4 0 0 )  J 

r i ce i ndex 
pe r i od) 

( 5 9 2 , 1 )  AGPO 0 . 4 1 9 5 8  P I P I  + 0 . 2 8 2 5 8  PBGO + 0 . 2 9 7 8 5  PD£O 



I . T a k e  up o f  pub l i c  s e c t o r  debt 

(i) Beha v i ou r a l  equat i on 

( 5 8 2 , B ) bWBGO - 0 . 0 0 1 7 0 1 0 0 4 - 0 . 5 2 4 1 8 8 9  �BGO + 0 . 4 0 8 8 5 2 6  �D£O 
( 0 . 9 ) ( 5 . 0 )  ( 3 . 7 )  

, ; 
+ Ol l 1 5 3 3 6 3  � P I P I  - 0 . 1 1 2 7 6 4 5  � ( In ( KWO / P E F )  - AGP O )  

( 1 . 7 )  ( 3 . 7 )  

- 0 . 8 1 62 3 7 7  RE S 1 _ 1 
( 5 . 4 )  

R2 R 0 . 7 0  SE - 0 . 0 0 9  DW c 2 . 0  

(H) S t o c k  

( 5 94 , 1 )  KBGO c KWO . WBGO 

(i H) F l o w  

( 4 7 0 , 1 )  BGSO � KBGO - ( P GLT /PGLT_ 1 ) . KBGO_ 1 

S t e r l i ng depo s i t s  w i t h  M 4  i n s t i t ut ions 

(i) Behavi oura l equat ion 

( 5 8 3 , B )  bWD£O = - 0 . 0 0 7 9 7 6 9 7 + 0 . 4 0 8 8 5 2 6  �BGO - 0 . 8 2 0 8 0 4 6  �D£O 

R:2 = 0 . 4 4 SE  

( i i )  S t o c k  

( 1 . 7 ) ( 3 . 7 )  ( 3 . 9 ) 

+ 0 . 4 1 1 9 5 2  �P I P I  + 0 . 0 7 9 7 3 3 2 4  � ( In ( KWO / P E F )  - AGP O )  

( 2 . 5 ) ( 1 . 0 )  

+ 0 . 5 1 1 7 5 0 5  RE S 1 _ 1 - 0 . 3 1 0 5 7 6 8  RES 2 _ 1 
( 1 . 3 ) ( 2 . 2 )  

0 . 0 2 DW = 2 . 1  

( 6 0 3 , 1 )  KD£ O  � KWO . WD£ O 

(Hi) F l o w  

( 4 8 4 , 1 )  D £ BO �£O 

P o r t f o l i o  inves tment f r om ove r s e a s  

(i) Beh a v i o u r a l equ a t i on 

A2 . 2 5  

I n  t he mode l W I P I  i s  s e t  equ a l  t o  ( 1  - WBGO - WD£ O ) . The f u l l  be h a v i o u r a l  e qu a t i o n  i :  
r e p o r t e d  h e re s i n c e  i t  may be o f  i n t e re s t . 

( 5 8 1 , B ) �WI P I  0 . 0 0 6 2 7 5 9 6 6  + 0 . 1 1 5 3 3 6 3  �P BGO + 0 . 4 1 1 9 5 2 6 �PD £ O  

( 1 . 5 ) ( 1 . 7 )  ( 2 . 5 ) 

- 0 . 52 7 2 8 8 4  �P I P I  + 0 . 0 3 3 0 3 1 2 8  � ( I n ( KWO / P E F )  - AGP O )  

( 3 . 5 ) ( 0 . 5 ) 

+ 0 . 3 0 4 4 8 7 2  RE S 1 _ 1 + 0 . 3 1 0 5 7 6 8  RE S2_ 1 
( 0 . 8 ) ( 2 . 2 )  



(i i) S t o c k  

( 5 8 4 , 1 )  K I P I  c KWO . W I P I  

(i i i) F l o w  

( 3 0 7 , 1 )  IPOI - K I P I  - ( S PU K / S PUK_ 1 ) . K I P I _ 1 

Long- run equa t ions 

RES1 - WBGO - ( 0 . 9 4 8 8 5 1 6  - 0 . 5 6 6 7 7 7 1  PBGO + 0 . 4 5 9 0 4 5 3 PO£O 

+ 0 . 1 0 7 7 3 1 8  P IP I  - 0 . 0 6 3 4 9 5 0 3  ( In ( KWO/PEF ) - AGPO ) ) 

OF - - 5 . 3  

A2 . 2 6  

RE S 2  - WD£O - ( 1 . 8 4 3 9 1 6  + 0 . 4 5 9 0 4 5 3  P BGO - 0 . 8 7 2 2 2 3 3  PO£O + 0 . 4 1 3 1 7 8  P I P I  

- 0 . 1 4 6 4 7 6 7 ( In ( KWO /PEF ) - AGP O ) ) 

OF E - 2 . 5  

RE S 3  W I P I  - ( - 1 . 7 9 2 7 6 7 6  + 0 . 1 0 7 7 3 1 8  P BGO + 0 . 4 1 3 1 7 8  PO£O 

- 0 . 5 2 0 9 0 9 8  P I P I  + 0 . 2 0 9 9 7 1 7  ( In ( KWO / PEF ) - AGP O ) ) 

OF - 2 . 3  



APPENDIX 3: SIMULATI ON TABLES 

1. SPUK +5pc, EER FREE 

(% differences from base except where stated) 

1 2 4 8 1 2  
GOPO 0.0 0.0 0.1 0.2 0.2 
DOMO 0.0 0 .0 0.1 0.2 0.3 

PGOP 0.0 0.0 0.0 0.0 0.1 
R PI 0.0 0.0 0.0 0.1  0 .1  

RPIX 0.0 0.0 0.0 0.0 0 . 1  

WS 0.0 0.0 0.0 0.0 0 .1  

LU (mn) 0.0 0.0 0.0 0.0 0.0 

PSBR (£bn) 0.0 -0.2 -0.7 

ReBR (%) 0.0 0.0 0.0 0.0 0.0 

SAL (£bn) -0.1 -0.3 -0.5 

KM4 0.3 0.4 0.5 0.8 1 .0 

of which: 
K DBJ 0 . 1  0 .2 0.3 0 .6 0 .8 

K DBJ 0.0 0.0 0 . 1  0 .2  0 .4  

K DBV 1 .8 2 .0  2 .0  2.3 2.5 

KM4L 0 .0  0.0 0 . 1  0 . 4  0.5 

of which: 
KLDJ 0.0 0 .0 0 . 1  0 .3 0.5 

KHPJ 0 .0  0 .0 0 .0 0.0 0 .0 

KLDJ 0.0 0.0 0.0 0.2 0 .3 

KLDV 0 .0  0 .2  0 .7  1 .9 2 .5 

WBLV (%) -0 .5 -0.5 -0.5 -0.5 0 .0  

WBSV (%) -0.2 -0.2 -0.3 -0.3 -0.3 

WDBV (%) -0.2 -0.2 -0.2 -0.2 -0.2 

WD$V (%) -0. , -0. , -0. , -0. , -0. 1  

WJPV (%) 1 .0 , .0 , .0  1 .0 0 .5 

WBGO (%) -0.5 -0.3 -0.3 -0.2 -0 .  , 

WD90 (%) -0.3 -0.6 -0.7 -0.3 -0.3 

WIPJ (%) 0 .8 0.9 1 . 1 0 .4  0 .4  

SPUK 5.0 5.0 5 .0  5 .0  5 .0  

EER 0.0 -0. , 0 .0 0.0 -0. 1  

K WV  3.3 3.6 3.6 3.8 3 .9 

KWO 2.8 2.0 2 .4 2 .3  2.4 



A3.2 

1 A. SPUK +5pc, EER FIXED 

(% differences from base except where stated) 

1 2 4 8 1 2  

GDPO 0.0 0.0 0 . 1  0.2 0.2 

DOM D 0.0 0.0 0.1  0.2 0.3 

PGDP 0.0 0.0 0.0 0.0 0.1  

RPI  0.0 0 .0 0.0 0 .0 0.1  

RPIX 0.0 0.0 0.0 0.0 0 . 1  

WS 0.0 0.0 0.0 0.0 0.1 

LU (mn) 0.0 0.0 0.0 0.0 0.0 

PSBR (£bn) 0.0 -0.2 -0.7 

RCBR (%) 0.0 0.0 0.0 0.0 0.0 

SAL (£bn) -0.1 -0.3 -0.5 

KM4 0 .3 0 .4  0 .5 0.8 1 .0 

of which : 
K DBJ 0 . 1  0.2 0.3 0 .6 0.8 

KDBI 0.0 0.0 0.1 0.2 0.3 

KDBV 1 .8 2 .0 2.0 2 .3 2 .6 

K M4L 0.0 0 .0 0 .1  0.4 0.5 

of which:  
K LDJ 0 .0  0 .0  0 . 1  0.3 0.5 

KHPJ 0 .0  0 .0  0 .0  0.0 0.0 

KLDI  0 .0  0 .0  0 .0  0 . 1  0.3 

K LDV 0 .0  0 .2  0.7 1 .9 2.5 

WBLV (%) -0 .5  -0 .5  -0 .5  -0.5 0.0 

WBSV (%) -0.2 -0 .2 -0.3 -0.3 -0.3 

WDBV (%) -0 .2 -0 .2 -0.2 -0.2 -0 .2 

WD$V (%) -0 . 1  -0 . 1  -0 . 1  -0 . 1 -0 . 1  

WIPV (%) 1 .0 1 .0 1 .0 1 .0 0.5 

WBGO (%) -0 .5 -0.3 -0.3 -0. 2 -0. 1 

WD90 (%) -0.3 -0 .6 -0.7 -0 .3 -0 . 3 

WIP I  (%) 0 .8 0 .9 1 . 1 0.4 0.5 

SPUK 5 .0  5 .0  5 .0  5.0 5.0 

KWV 3 .3  3 .6  3 .6  3 .8 3.9 

KWO 2 .8 2 .0  2 .4  2.3 2.4 



A3.3 

2. EER +5pc 
(% differences from base except where stated) 

1 2 4 8 1 2  
G O PO -0.1 -0.2 -0.3 -0.4 -0.5 
DO MO 0.0 0 .1  0 .2 0 . 1  -0. 1  
PGOP 0.2 0.1 -0.5 -1 .7 -2.7 
RPI -0.2 -0.6 -1 . 1  -2.0 -2.6 
RPIX -0.2 -0.5 -1 .0 -2. 1  -2.9 
WS -0. 1  -0.3 -0.9 -2.1 -3.1  
LU (mn) 0.0 0.0 0.0 0 .0  0 .1  
PSBR (Cbn) 0.5 2.2 3 .7 
ReBR (%) 0.0 -0.6 -0.3 0 .0  0 .2  
SAL (£bn) 0.3 -1 . 1  -1 .2 
KM4 0.0 -0. 1  0 .0 -0.2 -0.6 

of which: 
K OBJ 0.0 0 .0 -0. 1 -0.3 -0.9 
K OBI -0 .1  -0. 1 -0.4 - 1 .4 -2.3 
K OB V  0.2 -0.3 0.5 2 .0  2 .7  

KM4L 0.0 0.0 0 . 1  -0. 1  -0.8 

of which : 
KLOJ 0 .0 0 .0 0.2 0 .2 -0 .1  

KHPJ 0 .0  0 . 1  0 .4  0 .8  0 .4  

KLDI  0.0 -0. 1 -0.4 - 1 .4  -2 .6  

KLDV 0.0 0.0 0.0 -0.8 -2.0 

WBLV (%) 0.3 0 .5  0 .4 -0 .4 - 1 .7  

WBSV (%) 0.0 -0. 1 0 .0  0 .3 0.5 

WOBV (%) 0.0 0.0 0.2 0 .4  0.5 

WO$V (%) -0. 1 0 .0  0 .0  0 . 1  0 .2 

WIPV (%) -0.2 -0.4 -0.6 -0 .4  0 .5 

WBGO (%) 0 . 1  0 .6 0.3 -0.4 -0.5 

WD90 (%) -0 . 1  -0.5 -0.2 0 . 1  -0 . 1  

WIP I (%) 0.0 -0. 1 -0 . 1  0 .3 0.5 

SPUK 0 .0  - 1 .0 - 1 .5 -2 .0 -2.4 

EER 5.0 5.0 5.0 5 .0 5 .0  

KWV 0 . 1  -0.2 -0.7 -1 .2 -1 .4  

KWO 1 .2 -0.4 -0.1  0.2 0.5 



A3.4 

3. All Interest Rates + 1pc, EER FREE 

(% differences f rom base except where stated) 

1 2 4 8 1 2  

GOPO 0.0 -0.2 -0.5 -0.9 -1 .3 

DOMO -0.1 -0.4 -0.8 -1 .4 -1 .9 

PGOP 0.0 0.0 0.0 -0.4 -1 .0 

RPI 0.5 0.5 0.4 0.0 -0.6 

RPIX 0.0 0.0 -0.1 -0.3 -0 .8 

WS 0.0 0.0 0.0 -0 .4 - 1 .0  

l U  (mn) 0.0 0.0 0.0 0.1 0.1 

PSBR (£bn) 1 .2 2.8 4.9 

ReBR (%) 1 .0 1 .0 1 .0 1 .0 1 .0 

BAl (£bn) 0.7 1 .6 2.5 

KM4 -0.3 -0 . 5 -1 . 1  -2.6 -4.0 

of which : 
KOBJ -0.3 -0.4 - 1 . 1  -2.9 -4.5 

KOBI  0 .0 -0. 1 -0 .4 -1 . 1  -1 .7  

KOBV -0.7 - 1 .3 -2.2 -3 . 1  -4.5 

KM4L -0 . 1  -0.3 -O.B -2.0 -3.2 

of which : 
KLOJ 0 .0 -0 . 1  -0.3 -1 .2 -2.5 

KHPJ -0.3 -0.6 - 1 .2 -2.7 -4 . 1 

KLOI  0 .0  -0. , -0.3 -' . 1  - 1 .9 

KLOV 0.0 -0 .2  -0.7 -2.2 -3.3 

WBLV (%) -0.5 -0.4 -0.3 -0. 1 0.7 

WBSV (%) 0 .4 0 .4 0 .5 0.5 0.2 

WOBV (%) 0.3 0.2 0.2 0 . 1  0.0 

WO$V (%) 0. 1 0 . 1  0.0 0.0 0.0 

WIPV (%) -0.3 -0.3 -0.5 -0.5 -O.B 

WBGO (%) -0.5 -0.7 -0.5 0.3 0 .4  

W090 (%) 0.9 1 .2 1 .4 0 .6 0 .7 

WIP I  (%) -0.3 -0.5 -0.9 -0 .9 -1 . 1  

SPUK -2.2 -2.6 -3 .7  -4.0 -4.5 

E E R  -0. 1 0.3 1 . 5 O.B 1 .0 

KWV -2.6 -2 . 9 -3 .6 -3.9 -4.3 

KWO -2.4 -2.2 -3.3 -4.4 -6. 1  



A3.S 

3A. All Interest Rates +1pc, EER FIXED 
(% differences from base except where stated) 

1 2 4 8 1 2  
GDPO 0.0 -0.2 -0.4 -0.8 -1 .2 
DOMO -0.1 -0.4 -0.8 -1 .3 -1 .9 
PGDP 0.0 0.0 0.0 -0.1 -0.5 
RPt 0.5 0.5 0.5 0.4 -0. 1 
RPIX 0.0 0.0 0.1 0.0 -0.3 

WS 0.0 0.0 0.0 -0. 1  -0.5 

lU (mn) 0.0 0.0 0.0 0.0 0.1  
PSBR (£bn) 1 . 1  2.3 4.2 

ReBR (%) 1 .0 1 .0 1 .0 1 .0 1 .0 

SAL (£bn) 0.6 1 .7 2.7 
KM4 -0.3 -0.5 -1 . 1  -2.5 -3.8 

of which: 
K OBJ -0.3 -0.4 -1 . 1  -2.8 -4.3 

K OBI 0.0 -0 . 1  -0.4 -0.8 -1 .2 

KDBV -0.7 - 1 .3 -2. 1  -3.4 -4 .8 

KM4L -0 . 1 -0.3 -0.8 -1 .9 -3.0 

of which: 
KLDJ 0.0 -0 . 1  -0.3 -1 .2 -2.4  

KHPJ -0.3 -0.6 -1 .3 -2.8 -4 . 1  

KLDI 0 .0  -0 . 1  -0.3 -0.8 - 1 .4  

KlDV 0.0 -0.2 -0.7 -2.0 -2.9 

WBLV (%) -0 .5 -0 .4 -0.3 0 .0  0 .9 

WBSV (%) 0 .4  0 .4  0.5 0 .4  0 . 1  

WOBV (%) 0.3 0.2 0 . 1  0 .0  -0. 1 

WO$V (%) 0 . 1  0 . 1  0 .0  0 .0  0 .0  

WIPV (%) -0.3 -0.3 -0.3 -0.4 -0.9 

WBGO (%) -0.5 -0.7 -0.5 0.4 0.4 

W090 (%) 0 . 9 1 .2 1 .4 0.6 0.8 

WI P I  (%) -0.3 -0.5  -0.8 -0.9 -1 .2  

SPUK -2.2 -2.6 -3. 1 -3.7 -4 . 1  

K WV  -2.6 -2.9 -3. 1  -3.6 -4 . 1  

KWO -2 .4 -2.2 -2.9 -4.3 -6.1  



A3.6 

4. All Short Interest Rates + 1pc, EER FREE 

(% differences from base except where stated) 

1 2 4 8 1 2  

GOPO 0.0 -0.2 -0.4 -0.8 - 1 .2 

DOMO -0.1 -0.3 -0.7 -1 .2 -1 .8 

PGOP 0 .0 0 .0 0 .0 -0.2 -0.7 

RPI 0.5 0.5 0.5 0.2 -0.4 

RPIX 0.0 0.0 0.0 -0.1 -0.6 

WS 0.0 0.0 0.0 -0.2 -0.8 

LU (mn) 0.0 0.0 0.0 0.0 0 . 1  

PSBR (£bn) 1 .0 2.4 4.5 
RCBR (%) 1 .0 1 .0 1 .0 1 .0 1 .0 

BAL (£bn) 0.7 1 .8 2.7 

KM4 -0.3 -0.4 -1 .0 -2.4 -3.8 

of which: 
K OBJ -0 .4 -0 .4 - 1 . 1  -2.8 -4.4 

KOBI 0 .0 0 .0 -0.2 -0.7 - 1 .4 

K OBV -0.6 - 1 .0 - 1 .8 -3. 0  -4 .2 

KM4L -0 . 1  -0.3 -0.7 - 1 .8 -2.9 

of which: 
KLOJ 0 .0  -0. 1 -0.3 -1 .2 -2.4 

KHPJ -0.3 -0.6 - 1 .3 -2.7 -4 . 0  

KLOI  0 .0  0 .0 -0 .2 -0.7 -1 . 4  

KLOV 0 .0  -0 . 1  -0.6 -1 .7  -2.8 

WBLV (%) -0 . 1 -0 . 1  0 .0  0.2 0.5 

WBSV (%) 0 .2  0 .3 0 .3 0.4 0.3 

WOBV (%) 0 .2  0 .2  0 . 1  0 .0 0 .0  

WD$V (%) o. , 0 .0  0 .0  0 .0 0 .0 

WIPV (%) -0.4 -0.4 -0.5 -0.6 -0.6 

WBGO (%) -0 . 1  -0.2 -0. 1 0 . 1  0.2 

W090 (%) 0 .5  0 .8  1 .0 0.7 0.8 

WIP I  (%) -0.4 -0.6 -0.8 -0.8 -1 . 1  

SPUK -2.2 -2.6 -3.3 -3.8 -4.3 

EER 0 .0  0 . 1  0 .5 0.5 0.7 

KWY - 1 .8 -2.2 -2.7 -3.3 -3.8 

KWO - 1 .7 - 1 .7  -2 .6 -4. 1  -5.9 



A3.7 

4A. All Shot1 lnterest Rates + 1pc, EER FIXED 

(% differences f rom base except where stated) 

1 2 4 8 1 2  
GOPO 0.0 -0.2 -0.4 -0. 7 -1 . 1  
DOMO -0. 1 -0.3 -0.7 -1 .2 -1 .8 
PGOP 0.0 0.0 0.0 -0.1  -0.5 
RPl 0.5 0.5 0.5 0.3 -0. 1  
RPIX 0.0 0.0 0 .1  0 .0 -0.3 
WS 0 .0 0.0 0.0 -0. 1 -0.5 

lU (mn) 0.0 0.0 0.0 0.0 0 . 1  

PSBR (£bn) 1 .0 2.2 4.1 

ReBR (%) 1 .0 1 .0 1 .0 1 .0 1 .0 

SAL (£bn) 0 .6 1 .8 2 .8 

KM4 -0.3 -0.5 -1 .0 -2.4 -3.7 

of which: 
K OBJ -0.4 -0.4 - 1 . 1  -2.8 -4.3 

KOBI  0 .0 0 .0  -0.2 -0 .6 - 1 . 1  

KOBV -0.6 - 1 .0 - 1 .8 -3 . 1  -4.3 

KM4L -0 .1  -0 .3 -0 .7 - 1 .8 -2.8 

of which: 
KLDJ 0.0 -0. 1  -0.3 - 1 .2 -2.4 

KHPJ -0.3 -0.6 - 1 .3 -2. 7  -4 .0  

KLOI 0 .0 0 .0 -0. 1 -0 .6 - 1 .2 

KlDV 0 .0  -0 . 1 -0.6 - 1 .7  -2.6 

WBLV (%) -0. 1 -0. 1 0 .0 0.2 0.5 

WBSV (%) 0.2 0.3 0.3 0 .3  0 .2  

WOBV (%) 0 .2 0.2 0 . 1  0 .0  -0 . 1  

WO$V (%) 0 . 1  0 . 1  0 .0 0 .0  -0 . 1 

WIPV (%) -0.4 -0.4 -0.5 -0 .5 -0 .6 

WBGO (%) -0 . 1  -0.2 -0.2 0 . 1  0 .3 

W090 (%) 0.5 0.8 1 .0 0 .7  0 .9  

WIP I  (%) -0.4 -0.6 -0.8 -0.8 -1 . 1  

SPUK -2.2 -2.6 -3. 1 -3.6 -4. 0  

K WV  -1 .8 -2.2 -2 .6 -3 .2  -3 .6 

KWO - 1 .6  - 1 .7 -2.5 -4 .0  -5.9 



A3.8 

5. World Trade +5pc, EER FREE 

(% differences from base except where stated) 

1 2 4 8 1 2  

G DPO 0.5 1 .0 1 .3 1 .4 1 .5 

DOMD 0.0 0.3 0.7 0.9 1 .2 

PGDP -0. 1  -0. 1  -0.3 -0.6 -0.5 

RPI 0 .0 -0.2 -0.4 -0.6 -0.7 

RPIX 0.0 -0.2 -0.5 -0.8 -0.7 

WS 0.0 -0. 1  -0.3 -0.4 -0. 1  

LU (mn) 0.0 0.0 -0. 1  -0. 1  -0.2 

PSBR (£bn) -1 .2 -3.0 -5.2 

RCBR (%) 0.0 0.0 0.2 0.2 -0.2 

BAL (£bn) 5.9 4.9 4.5 

KM4 -0. 1  -0.1 -0.1 0.0 0.3 

of which: 
KDBJ 0 .0  0 .0 0 . 1  0 .1  0 .4 

K DBI 0 .0  0 .0  0 .2  0 .7  0.7 

K DBV -0.5 - 1 . 1  - 1 .6 - 1 .3 -0.4 

KM4L 0 .0  0 .0  0 . 1  0.3 0.7 

of which:  
KLDJ 0.0 0 .0 0 . 1  0.4 0.8 

KHPJ 0 .0  0 .0  0.2 0.5 1 .0 

KLDI  0 .0  0 .0 0 . 1  0.7 0.9 

KLDV 0 .0  0 .0  -0 . 1  -0.6 -0.5 

WBGO (%) 0 . 1  0 .3  0 .5  0 .3  0.6 

WD90 (%) -0 . 1 -0.2 0 . 1  0 .8 0.7 

WIPI (%) 0 .0  -0 . 1  -0.6 - 1 . 1  - 1 .2 

SPUK 0 .0  -0 .2  - 1 . 1  -0.6 1 .2 

E E R  0 .8  1 .7 2 .7  2 .7  2 .7  

KVN 0 . 1  0 .0  -0 .6 -0.3 1 .3 

KWO -0 .7 -2 .4 -5 .5 -7.9 -8 .5 
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SA. World Trade +5pc, EER FIXED 
(% differences from base except where stated) 

1 2 4 8 1 2  

GOPO 0.5 1 .0 1 .5 1 .6 1 .8 

DOMO 0.0 0.3 0.6 0.9 1 .2 

PGOP -0 . 1 -0.2 -0.2 0.2 0.9 

RPI 0.0 -0.1  0.0 0.3 0.7 

RPIX 0.0 -0.1 -0.2 0 . 1  0 .7  

WS 0.0 0.0 0.0 0.5 1 .4 
LU (mn) 0.0 0.0 -0. 1 -0. 1  -0.2 

PSBR (£bn) -1 .3 -4.0 -7.2 

ReBR (%) 0.0 0.1 0.4 0.3 -0.2 

BAL (£bn) 5.8 5.4 5.3 

KM4 -0.1 -0. 1  -0. 1 0. 1  0 .6 
of which: 
KOBJ 0.0 0.0 0 . 1  0.2 0.7 

KOBI 0.0 0.0 0.3 1 .3 1 .9 

KOBV -0.5 - ,  . , - 1 .7 -2.2 - ,  .9 

KM4L 0 .0  0 .0  0 . '  0 .3  , .0  

of  which : 
KLOJ 0 .0  0 .0 0 .'  0 .3 0.8 

KHPJ 0.0 0 .0  O. , 0 . 1  0.7 

KLOI  0 .0 0 .0 0 .2 1 .2 2 . 1  

K LOV 0.0 0.0 -0 . 1  -0.3 0.4 

WBGO (%) 0 . 1  0.2 0.3 0 .5 0 .8 

W090 (%) -0. 1 -0. 1 0.3 0 .8 0 .7 

WIP I (%) 0 .0  -0. 1  -0 .6 - 1 .2 - 1 .5 

SPUK 0 .0  0.0 -0.5 0.4 2 .5 

KWV 0 .0  0 .0 -0.3 0.4 2 . 1  

KWO -0.9 -2.5 -5 .4 -8 .0  -8 .9 
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6. L VJ + 10pc, EER FREE 

(% differences f rom base except where stated) 

1 2 4 8 1 2  

GOPO -0 . 1  -0.2 -0.2 -0.2 -0.3 

OOMO -0.1 -0.2 -0 .3 -0.4 -0.5 

PGOP 0.0 0.0 0.0 0.0 -0.2 

RPI 0.0 0.0 0.0 0.0 0.0 

RPIX 0.0 0 .0 0.0 0.0 -0. 1 

WS 0.0 0 .0 0.1  0 .0 -0. 1 

LU (mn) 0.0 0.0 0.0 0.0 0.0 

PSBR (£bn) 1 .2 1 .8 2.5 

ReBR (%) 0.0 0.0 0.0 0 . 1  0 .2 

BAL (£bn) 0.3 0.7 1 .0 

KM4 0.0 0 . 1  0 .1  0 .1  0.0 

of which: 
KOBJ 0 .0  0 .0 0 .0 0 .0 -0.2 

KOBI 0.0 0.0 0.0 -0.2 -0.3 

KOBV 0.2 0 . 4 0.6 1 . 1 1 .4 

KM4L 0.0 0.0 0.0 0.0 -0. 1 

of which : 
KLDJ 0 .0  0 .0  0 .0  0 . 1  0 .0  

KHPJ 0 .0  0.0 0 .0 -0. 1  -0.3 

KLDI  0 .0  0 .0  0 .0  -0 . 1  -0.3 

KLDV 0 .0  0 .0  0 . 1  0.2 0.5 

WBLV (%) 0 . 0  0 . 0  -0 . 1  -0. 1 -0.1 

WBSV (%) 0.0 0 .0 0 .0 0.0 0.0 

WDBV (%) 0 . 0  0 .0 0.0 0.0 0.0 

WD$V (%) 0 . 0  0 .0  0 .0  0 .0  0 .0  

WIPV (%) 0 .0  0 .0  0 . 1  0 . 1  0 .2  

S P UK 0 .0  -0 . 1  -0 . 1  -0.3 -0.7 

E E R  -0 . 1  -0 . 1  -0 .2 -0.2 -0.3 

KWV 0 . 1  0.3 0.5 1 .0 1 .4 

KWO -0. 1 -0.2 -0.4 -1 . 1  -2.0 
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6A. L VJ + 10pc, EER FIXED 
(% differences from base except where stated) 

1 2 4 8 1 2  

GDPO -0. 1  -0.2 -0.2 -0.2 -0.3 

DOMD -0. 1 -0.2 -0.3 -0.4 -0.5 

PGDP 0.0 0.0 0.0 -0. 1 -0.3 

RPI 0.0 0.0 0.0 0.0 -0.2 

RPIX 0.0 0.0 0.0 -0.1 -0 .2 

WS 0.0 0.0 0.0 -0.1 -0.2 

LU (mn) 0.0 0.0 0.0 0.0 0.0 

PSBR (£bn) 1 .2 1 .9 2 .7  

ReBR (%) 0.0 0.0 0.0 0 .1  0.2 

BAL (£bn) 0.4 0.7 1 .0 

KM4 0.0 0.1 0.1 0 .1  0.0 

of which: 
K DBJ 0.0 0.0 0.0 0.0 -0 .2 

K DBI  0.0 0.0 0.0 -0.2 -0 .4 

KOBV 0.2 0.4 0.6 1 . 1  1 .5 

KM4L 0 .0  0.0 0.0 0.0 -0.2 

of which: 
KLDJ 0.0 0 .0 0 .0 0.1  0 .0  

KHPJ 0.0 0 .0 0.0 -0. 1 -0.3 

KLDI 0 .0 0.0 0.0 -0.2 -0.4 

KLDV 0.0 0.0 0.1 0.2 0 .4 

WBLV (%) 0.0 0.0 -0. 1 -0.1  -0.2 

WBSV (%) 0.0 0 .0 0 .0  0.0 0.0 

WDBV (%) 0 .0  0 .0 0.0 0.0 0.0 

WD$V (%) 0.0 0 .0 0.0 0.0 0.0 

WIPV (%) 0.0 0.0 0 . 1  0 . 1  0 . 2  

SPUK 0 .0  ·0 . 1  -0 . 1  -0.4 -0.8 

KWV 0 . 1  0.2 0.5 0.9 1 .3 

KWO 0.0 -0.2 -0.4 -1 .1  -2.0 



APPENDIX 4: FULL ALPHAB ETICAL LISTING OF THE BANK M ODEL 

The full variable listing of the Bank Model is included in this appendix for reference. 
Clearly not all of this is relevant for the current paper. 

ALPHABETICAL VARIABLE U5TING 
Data Defined Page 

Code Defin ition (8) Unit by (b) (file) 

ACCP Accumulation of PMGOIPPOX from 1 973 Q4 1(679) 5.2(58) 
ACTC Advance corporation tax credns £mn b(1 33) 1 2. 1 (S 18) 
ACTP Payments of advance corporation tax: total £mn b(200) 1 1 .5(S2) 
ADJ Difference between the expenditure and average estimates of GDP 85£mn x(598) 
ADJP Net adjustments required to obtain public sector plan ning totals £mn x(684) 
AFTP Financial companies payments of advance corporation tax £mn i(408) 1 1 .5(S1 9) 
AGPO Overseas aggregate price index 1(592) 1 4b.8/8.6(SS) 
AG PV OOFls aggregate price index i(629)  1 4b.4/8.6(SS) 
A ITP Payments of advance corporation tax: ICCs £mn t(266)  1 1 .2(S 1 9) 
ANRP Accruals of North Sea Oil Royalties (Private sector) £mn t (  1 8) 1 2.5(S21 ) 
AVAT Accruals of VAT and purchase tax (excluding that on cars) £mn b( 78)  1 2.2(S21 ) 

BAL C urrent balance of payments £mn i(1 32) 1 3.4(S23) 

BAl l I nvisible balance £mn i(245) 1 3.4(S23) 

BALM M anufact u res balance £mn i (1 06) 1 3.4(S23) 

BALN Non·oil visible balance £mn i(1 64) 1 3.4(S23) 

BALO Balance on pet roleum and petroleum prod ucts £mn i(325) 1 3.4(S23) 
BALS Balance on services £mn i (242) 1 3.4(S23) 

BALV Visible t rade balance £mn i(298) 1 3.4(S23) 

BD$B M4 institut ions domestic deposits (currencies) :M4 institutions £mn t(760) 1 4a.9(S5) 

BGSO Overseas take·up of g i lts :  overseas £m n i(470) 1 4a.3/ 14b. 

B I PD I nterest. profits  and dividends (net) £m n i(1 30) 1 3.4(S23) 

B ITC "Bite" of capital al lowances against North Sea t ( 1 53) 1 2 .5(S25) 

B I TP " B ite" of capital allowances against Petroleum Revenue Tax t (232) 1 2.4(S25) 

BLGG Long debt : P ubl ic j(71 8) 1 4a.3 (S5) 

BLGI Long debt:  ICCs £mn t(747) 1 4a.4 (S5) 

BLGJ Long debt:  Persons £mn i(735) 1 4a.3(S5) 

BLGV Long debt : O F ls £mn t(763) 1 4a.4/1 

BSGI Other  short debt :  ICCs £mn b(746) 1 4a.4(S5) 

BSGJ Other short debt:  Persons £mn b(734) 1 4a.3(S5) 

BSGV Other short debt:  OFls £mn b(762) 1 4a.4/1 

BTAB N et pr ivate and government transfers abroad £mn i(1 31  ) 1 3.4(S23) 

C£ Total consumers'  expenditure £mn i(1 03) 1 .2 (SO) 

CAT Con s u m ption of alcohol and tobacco 85£mn b(691 ) 1 . 1 (SO) 

CD Consumers '  expenditure on durable goods 85£mn b( 2) 1 .2 (SO) 

CEAT Average specific d uty rate on alcohol and tobacco £/85£ t(692) 1 2.3(S2) 

CEOL Average specific d uty rate on hyd rocarbon oi l  £/85£ t(722) 1 2.3(S2) 

CF Con s u mers' expenditure o n  food 85£mn b(280) 1 . 1 (SO) 

CFO Reserves etc : overseas £mn x(471 ) 

Cl PO Total lPD credits  £mn i(289)  1 3.2(S22) 

C N D  Consumers' expenditure on non-durable nems 85£mn b( 1 )  1 . 1 (SO) 

CONS Total consumers'  expenditure 85£mn i(  4) 1 .2(SO) 

C P B R  Acc u m u lat ion of  P S B R  a s  a % of  G D P N  (from 1 979 0 1 )  % i(436) 8 . 1 (S1 3) 

C P I I  Capital issues (UK) :  ICCs £mn b(500) 1 4a.2(S 1 9) 

C P IV Capital issues (UK) :  OF Is £mn b(725) 1 4a.2(S 1 9) 

CR74 D u m my for 1 974 Stock market crash x(646) 

CR87 Du m my for 1 987 Stock market crash x(645) 
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CRSN Accumulation of RZSN since 1 963 01 -/0 1(274) 1 4a . 1 0(S3) 
cuel Transformed CBI index of capacity utilisation b(256) 6.3(S 1 0) 
0681 Dummy for 1 968 01 x(508) 
071 4 Dummy from 1 971 04 x(551 ) 
0721 Dummy for 1 972 03 x (509) 
073B Dummy for 1 973 02 x(545) 
0741 Dummy from 1 974 02 x(523) 
D75 Dummy for 1 975 x(593) 
D75A Dummy from 1 975 01 x(552) 
079 Dummy for 1 979 02 x(549) 
0794 Dummy from 1 979 04 x(644) 
D80T Tim e  trend from 1 980 01 x(S95) 
081 1  Oummy 1rom 1 981 01 x(S02) 
0821 Dummy from 1 982 01 x(S81 ) 
0842 Dummy for 1 984 02 x (450) 
0844 Dummy for 1 984 04 x(647) 
0852 Dummy for 1 985 02 x(648) 
0853 Dummy for introduction of 1 985 budget changes x(3 1 S) 

;) 
0856 Dummy for 1 985 04 and 1 986 03 x (550) 
0873 Dummy for 1 987 03 x(553) 

;) O£BO Overseas deposits with M4 institutions (net): sterling (overseas) £ m n  1(484) 1 4a.4/1 4b.9(S 1 9) 
O$BO Overseas deposi1s with M4 institutions (net): currency (overseas) £mn i(483) 1 4 a.4(S5) 
OAVE Mortgage debt: Average of RPI index households Jan 87. 1 00 b(770) 9.6(S 1 7) 
OB$I ICes M4 institutions domestic currency deposi1s £mn b(723) 1 4a.9(S5) 
OB$J Personal sector M4 institutions domestic currency deposits £mn t(720) 1 4a.9(S5) 
OB$V OOFls M4 institutions domestic currency deposits £mn i (736) 1 4a.9/ 14b.6(S5) 
OBB M4 institutions domestic deposits (sterl ing): M4 institutions £mn i(756) 1 4a.8(S5) 
OBI  M4 institutions domestic deposits (sterli ng): ICCs £mn i(461 ) 1 4a.8(S5) 
OBJ M4 institu1ions domestic deposits (sterl ing) :  persons £mn i(460) 1 4 a.8(S5) 
OBNK Dummy for the return of banks to the housing market x (522) 
DBV M4 institutions domestic deposits (sterl ing): OOFls £mn i (761 ) 1 4a.8/1 4b.5(S5) 
OCAP Dummy variable x (754) 
DDOB Domestic demand (output based) 85£mn i(452) 6 . 1 (S2) 
D I IN Dummy for period of nominal tax relief on stocks x(524) 
D I IP  Dummy for period of physical tax  relief on  stocks x (546) 
D IPD Total lPD debits £ m n  i(294) 1 3.3(S22) 
D I VR D ividend rate t (578) 8 .4(55) 
DM84 Dummy for the m iners strike x (786) 
DOlL Demand for oi l  85£mn b(678) 5 .2(58) 
DO MD Domestic Demand (expenditure based) 85£mn i(309) 6 . 1 (52) 
ECMM E mployment costs per employee, manufactur ing £mnl1 000 i(355) 7.4(5 1 8) 
E$£ $ per £ ,  quarterly average $ i (5 1 8 ) 8 . 1  (5 1 3) 
EDM£ DM per £, quarterly average DM i(520) 8 . 1 (S 1 3) 
EDM$ Dml$ exchange rate , quarterly average dml$ x (605) 8 . 1  
EER Effective UK exchange rate index 1 985.1 b( 3) 8 . 1 (5 1 3) 
E F  Total f inal expenditure 85£mn i(  70) 6 . 1  (59) 
EF£ Total f inal expenditure £mn i(1 1 9) 6 . 1  (59) 
EFAB F inancial companies profits due abroad £m n t (397) 1 1 .5(51 9) 
EGG Average e arnings in public sector 1 985. 1 00 b(1 60) 7 .4(5 1 2) 
EGGC G eneral Government total current expenditure £mn i (782) 1 2. 1 (520) 
EGGI General Government debt interest payments £mn t (781 ) 1 2. 1 (520) 
EGPT P ublic expenditure planning total £mn i (683) 1 2.2(520) 
EGTA Net public sector transfers abroad £mn x (609) 

E IAB ICes profits due abroad £mn i (  97) 1 1 .3(5 1 9) 
E IBO ICCs non-oil p rofits due abroad £mn b(1 56) 1 1 .3(S 1 9) 
E IDV ICCs payments of dividends on ordinary shares £mn t (  66) 1 1  .2(S1 9) 
E l F  F inancial companies payments of d ividends and interest £mn t(392) , 1 .5(51 9) 
E IOI ICes other interest payments £mn t (  83) 1 1 .3(51 9) 
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EIP Households' gross interest payments £mn b(446) 1 0.2(S18) 
EJTA Personal s ector net translers abroad £mn x (563) 
EMAN Index 01 average earnings in manufacturing 1 985.1 00 b(607) 7.4(S1 2) 
EN IH N at ional  insurance payments £mn 1(243) 1 0.5(S1 8) 
EOTH Average earnings in manufacturing 1 985.1 00 b(204) 7.4(S1 2) 
ERND Non-dollar effective exchange rate 1 985.1 00 t(23) 8 . 1 (S1 3) 
ERUK UK exchange rate against US$ ( Index) 1 985.1 i( 3 1 )  8 . 1 (S1 3) 
E SAB Subsidies £mn x(635) 
ETDE Actual average q uarterly wages and salaries (DoE measure) 1 985. 1 00  b(273) 7.3(S1 2) 
FC Net acquisition of f inancial assets: companies £mn 1(228) 1 1 .5(SI 9) 
FCA Factor cost adjustment 85£mn b( 67) 6.2(S9) 
FCA£ Factor cost adjustment £mn 1(1 20) 6.2(S9) 
FFB Net acquisition 01 f inancial assets: M4 institutions £mn x(751 ) 
FFI Net acquisition of f inancial assets: ICCs £mn i(737) 1 1 .3(S1 9) 
FFV Net acquisition of f inancial assets: f inancial companies £mn i(424) 1 1 .5(S1 9) 
FG Net acquisition of f inancial assets: public sector £mn 1(230) 1 2.2(S20) 
FGG Net acquisition of f inancial assets: general Government £mn i(784) 1 2. 1 (S20) 
FJ Net acquisition of f inancial assets: persons £mn i(227) 1 0. 6(S1 8) 
FNS Net acquisition of f inancial assets: North sea companies £mn i(252) 1 2.4(S25) 
FO Net acquisition of f inancial assets: overseas £mn i(23 1 )  1 3.4(S23) 
FPC Net acquisition of f inancial assets : Public corporations £mn i(785) 1 2.2(S20) 
FRAM Fraction 01 mortgage interest payments elig ible for relief x( 37) 
FTGG Net capital translers: general Government £mn x(7n) 
FTKF Net capital transfers:  f inancial companies £mn x(387) 
FTKI Net capital transfers:  ICCs £mn i(306) 1 1 .3(S 1 9) 
FTKJ Net capital transfers:  persons £mn x(6 1 8) 
FTKO Net capital transfers:  overseas £mn x (622) 
FTPC Net captial transfers: public corporations £mn x(778) 
G P ublic authorities' current expe nditure on goods and services 85£mn x (586) 
G£ Public authorities' current expenditure on goods and services £mn i (1 1 5) 1 2. 1 (S20) 
GCIF G eomet ric cum ulation of inflation ( inflation expectat ions) 1(1 94) 1 4a.5(SI )  
G DIV ICCs g ross payments of dividends on ordinary shares £mn I( 7 1 )  1 1 .2(S1 9) 
GDP Gross domestic product (average estimate) 85£mn i (  68) 6 . 1  (S9) 
G DP£ Gross domestic product (expenditure estimate) £mn i ( 1 2 1  ) 6 . 1 (S9) 
GDPE G ross domestic product (expenditure estimate) 85£mn i(341 ) 6 . 1  (S9) 
GDPN Nominal  Gross Domestic Product at  market prices (average measure) £mn i( 1 5) 6 . 1 (S9) 
GDPO Gross domestic product (output estimate) 85£mn i(343) 6 . 1 (59) 
GDPY Gross domestic product (i ncome estimate) 85£mn i(342) 6 . 1 (S9) 
G IGH Household income gearing ratio i( 22) 1 0.6(S1 8) 
GNEC Gross employers contributions i(250) 1 0.5(S I 8) 
G NJC G ross employees contributions i(263) 1 0.5(S1 8) 
GTPF G ross trading profits of f inancial companies £mn t(769) 1 1 .4(S 1 9) 
H M F  Actual average hours worked per operative i n  manufacturing ind' hrslwk i(265) 7.2(S1 1 )  
HMFT Total hours worked in manufactur ing industry OOOs hrs/wk b(300) 7. 1 (51 1 )  

IB Total business investment 85£mn i (652) 2 .2(52) 

IBNM Business investment:  non-oi l ,  non-manufacturing 85£mn i(650) 2.2(S2) 

IBNO Business investment: non-oil 85£mn i(649) 2.2(S2) 

ICHJ Personal sector purchases of council houses 85£mn x(2 1 8) 

10 10 Inward investment ( including inward unremmited profits):Overseas £mn b(412)  1 4a.1  (SS) 

IF  Total f ixed investment 85£mn i( 30) 2 .3(S6) 

IF£ G ross fixed investment £mn i ( 1 1 8) 2.3(56) 

IFF£ Financial companies fixed investment £mn i(422) 2.3(S6) 

IFG£ Public sector f ixed investment £mn i(221 ) 2 .3(56) 

IF I£ ICCs f ixed investment £mn b(268) 2 .4(56) 

IFJ£ Personal sector f ixed investment £m n b(222) 2 .4(56) 

IFP£ Total private sector f ixed investment £mn i(224) 2.3(S6) 

IGG General Govt fixed inv. and net purchases of land & existing bu ildings 85£mn x(653) 

1 1 Total stockbui lding 85£mn i (  64) 3 . 1 (56) 
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1 1£ Total stockbuilding Emn i(1 07) 3_2(S6) 
11Ft F inancial companies stockbuilding Emn x(423) 
IIG£ Public sector stockbui ld ing Emn i(2 1 3) 3 .2(S6) 
II IE ICCs stockbuilding Emn b(284) 3.2(S6) 
.U£ Personal sector stockbuilding Emn b(21 1 ) 3.2(S6) 
tlM Manufacturers' stockbuilding 85£mn i( 52) 3. 1 (S6) 
I IR Non-manufacturers' stockbuilding 85£mn i( 53) 3 . 1 (S6) 
.lBP Net pur. pub sec existing land & build by the priv sector 85£mn x(21 7) 2.2 
IMAN Investment in manufacturing 85£mn b(688)  2 . 1  (S2) 
INS Fixed investment in North Sea sector B5£mn x (597) 
INS£ Fixed investment i n  North Sea sector Emn i(285) 1 2.4(S25) 
INSB Interest payments due in UK on account of North Sea borrowing tmn x(281 ) 
lOll Inward oil investment tmn t(562) 1 2. 5(S25) 
IPB Portfolio investment: M4 institutions tmn x(753) 
IPC PC's investment in BPV other tmn x (354) 
IPC£ Public corporations fixed investment tmn t(667) 2.3(S2) 
IPG Portfolio investment: public tmn x(467) 
IPI Portfolio investment: ICCs tmn x (730) 
IPJ Portfolio investment: persons tmn i(71 6)  1 4a.2(S1 9) 
IPO Portfolio investment: overseas tmn 1(480) 1 4a.2(S2) 
IPOI Inward portfolio investment £mn i(302) 1 4a.21 1 4b. 1 0(S5) 
IPOO Outward portfolio investment Emn x(307) 
IPR Private sector residential investment in  houses, land & existing buildings 85£mn b(654) 2.2(S2) 
IPR£ Pr ivate sector residential investment in houses, land & existing buildings Emn i(666) 2.3(S2) 
IPV Portfolio investment: OF Is Emn t (726) 1 4a.3/1 4b. 6(S5) 
+<ATC Proxy 10r stock of unused allowances against TPR b( 1 52) 1 2.5(S25) 
KATP Proxy for stock of unused allowances against corporation tax b(235) 1 2 . 4(S25) 
KBGO Stock of overseas take-up of gilt £mn i (594) 1 4b.9 (S5) 
KBLI Proxy 10r ICCs liabilities Emn i(  85) 1 4a.7(S5) 
KBLV Stock of public sector long-term debt £mn i(631 ) 1 4b.4(S5) 
KBSV Stock of short-term assets Emn i(636) 1 4b.4(S5) 
KCD£ Proxy for the stock of consumer d urables Emn t ( 1 05)  1 .2(S1 8) 
KD£O Stock of overseas M4 deposits (ste rling) £mn i(603) 1 4b.9(S 1 9) 
KD$V Stock of foreign currency deposits with M4 institutions £mn i (640) 1 4b.6(S5) 
KDBI Stock of ICCs deposits with M4 institutions Emn b(709) 1 4a.8(S5) 
KDBJ Stock of persons domestic deposits with M4 institutions Emn b(393) 1 4a.8(S5) 
KDBV Stock of OOFls sterl ing deposits with M4 institutions Emn i (638) 1 4a.8(S5) 
KFX£ Non-North Sea ICCs net capital stock at replacement cost Emn b(538) 1 1  .3(S1  9) 
KHPT Total private mongage lending (stock) Emn b( 62) 1 4a.5 (S 1 )  
KHPV Stock of lend ing for house purchase: OF Is Emn i(477) 1 4a.5 (S1  ) 
KIBA Stock of borrowing from overseas by M4 institutions & OOFl 's + bks inv Emn t (320) 1 3.3( S22) 
K IDI  Stock of inward non-oil d ireC1 investment, exe! M4 institutions Emn i (321 ) 1 3.2(S22) 
K I IJ Value of personal sector stocks 85£mn i(21 6) 3 .2(S6) 
K I IM Stock level :  manufacturers' 85£mn b( 93) 3 . 1 (S6) 
K I IR Stock level :  non-manufactu rers' 85£mn b( 94) 3. 1 (S6) 
K i lT Stock level: total 85£mn i (71  1 )  3 . 1 (S5) 
K IOL Stock of inward oil d ireC1 investment Emn i(322) 1 3.2(522) 
K IP I  Stock of overseas inward portfolio investment Emn i(584) 1 4b.1 0 (55) 
KIPO Stock of  portfolio & miscellaneous liabilities £m n t(323) 1 3.3(522) 
KIPV Stock of portfolio investment Emn i(643) 1 4b.6(55) 
KIX£ Non North 5ea ICCs level of stocks at current prices £m n i(548) 1 1 .4( 5 1 9) 
KLDI 5tock of M4 institutions non-housing domestic sterling lending : ICCs Emn b(561 ) 1 4a .6(S5) 
KLDJ Stock of M4 institutions non-housing domestic sterling lending : persons Emn b (558) 1 4a.6(55) 
KLDV Stock of M4 institutions lending to the private seC1or: OOFls Emn b(565 )  1 4a.6(S5) 
KLI  P roxy for ICCs stock of l iquid assets Emn i (  38) 1 4a.9(55) 
KMO Stock of MO £mn b(259) 1 4a. 1 0(53) 
KM4 Stock of M4 Emn i(559) 1 4a. 1 0(53) 
KNEA Net external asset position £mn i(3 1 2) 1 3.3(522) 
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KOBA Stock of lending abroad by M4 institutions & OOFl's £mn t(324) 1 3. 1 (S22) 
KODI Stock of outward direct investment, excl M4 institutions £mn t(329) 1 3. 1 (S22) 
KOHS Stock of owner-occupied housing £mn t(223) 1 0.6(S6) 
KOPO Stock of portfolio & miscellaneous assets £mn 1(335) 13.2(S22) 
KWJ Personal sector wealth £mn 1(571 ) 1 0.7(S5) 
KWO Overseas sector wealth £mn 1(585) 1 4b.8(55) 
KWV OOFls wealth £mn i(569) 1 4b.3(S5) 
KZJ Stock of personal sector deposits with building societies £mn b(776) 1 4a.9(5 1 )  
L£BO M4 institutions lending in sterling to overseas: overseas £mn t(482) 1 4a .4(57) 
L$BO M4 institutions foreign currency lending to overseas (gross) £mn x(434) 
LBG M4 institutions finance of the PSBR: public £mn 1(476) 1 4a.4(S5) 
LD$B M4 insts lending in foreign currency to UK private sector:M4 institutions £mn 1(758) 1 4a.7(S5) 
LD$I M4 insts lending in Foreign Currency to UK Private sector:ICCs £mn 1(1 65) 14a.7(S5) 
LD$J M4 insts lending in Foreign Currency to UK Private sector:persons £mn I( 69) 1 4a .7(S5) 
LD$V M4 insts lend ing in Foreign Currency to UK Private sector:OFls £mn i(21 9)  1 4a.7(S5) 
LOB M4 insts lend ing to UK private sector: M4 institutions £mn 1(755) 1 4a.6(S5) 
LDI M4 insts lending to U K  private sector: ICCs £mn b(745) 14a.6(55) 
LDJ M4 insts lending to UK private sector: persons £mn t(731 ) 1 4a.6(55) 
LDV M4 insts lending to UK private sector: OFls £mn t(462) 1 4a.6(55) 
LE Employees in  employment (UK) OOOs I( 74) 7.2(51 1 )  
LEG Employment in non-trading public sector (including HM forces) OOOs b(427) 7.1  (51 1 )  
LEM F  Employment in manufacturing industry OOOs b(428) 7.1 (51 1 )  
LHPJ Personal sector lending for house purchase £mn i(71 9) 1 4a.5(5 1 )  
LHP M  Flow o f  M 4  institutions loans for house purchase £mn i(7 1 5) 1 4a.5(S 1 )  
LHPT Total pr ivate mortgage lending (flow) £mn i(1 02) 1 4a.5(S1 ) 
LHPV Loans for house purchase by other: OF Is £mn i(498) 1 4a.5(S 1 )  
LNUE Number of  people earning more than upper earnings l imit OOOs x(291 ) 
LOTH Empl 'other' sector (nationalised industries and private serv ices) OOOs b(426) 7.2(S I 1 )  
LSE Numbe r  of self-employed OOOs x(659) 7.2 
L5MM The effect of special employment measures on manufacturing employ' OOOs x(533) 
L5MO The effect of special employment measures on other employment OOOs x(540) 
LSMU The effect of  special employment measures on unemployment OOOs x (532) 7.2 
LU Number u ne mployed excl school-leavers and adult students (UK) OOOs b( 75) 7.2(S1 1 )  
LUA In it ial estimate of number unemployed (UK) OOOs x (566) 
LVJ Life assurance and pension fund receipts: persons £mn t (494) 1 0.6(S 1 8) 
LWRT Ind ividuals on work related and government training schemes OOOs x(257) 
L2SI Personal sector net receipts of bui ld ing society interest £mn t ( 1 22)  1 0.2(S I ) 
M Imports of goods and services 85£mn i (  56) 5 .2(S8) 
M 4  Flow o f  M4 £mn i(587) 1 4a . l (S3) 
M4EX External contribution to change in M4 £mn t (739) 
M4NL Change in non-deposit l iabilities of  M4 inst itut ions £mn t (740) 
M4VL Ve locity of M4 % i(560) 1 4a . l 0(59) 
M£ Imports of goods and services £mn i (1 1 4) 5.2(S8) 
MAND Proxy for the demand for total manufactured goods 85£mn b(455) 6.2(S1 0) 
M CME Effective manufacturing import competitiveness i (4 1 7) 9 . 1 0(S I 4) 
MG Total v is ible imports 85£m n  i( 51 ) 5 . 1 (S8) 
MG£ Total visible imports £mn i ( 1 1 2) 5 .2(S8) 
MGBM Imports of  basic materials and miscellaneous 85£mn b( 9) 5 . 1 (S8) 
MGFD Imports of food , dr ink and tobacco 85£mn t( 42) 5 . 1 (S8) 
MGMA Imports of al l manufactures 85£mn i(1 88) 5 . 1 (S8) 
MGNO Total non-oil visible exports 85£mn i(  79) 5 . 1 (S8) 
MGO Imports of crude oi l  and oi l  products 85£mn i(651 ) 5.2(S8) 
MGOF Imports of other f uels 85£mn t(663) 5.2(S8) 
M IPS Mortgage interest payments: RPI sub-index Jan 1 987. 1 t(767) 9 .6(S I 7) 
M PRM Proxy for production of f in ished manufactured goods 85£mn b(457) 6 .3(S I 0) 
MPRO Manufactu ring production 85£mn i(  47) 6 .2(S I 0) 

MPRX O utput of  food, d ri nk and tobacco 85£mn t (458) 6 .3(S I 0) 

M RGN Ratio of g ross to net output in manufactu ring x(71 0) 



A4.6 

M S  Imports of services 85£mn I( 55) 5.2(58) 
MS£ Imports of services £mn 1(1 1 3) 5 .2(58) 
MSOT Imports of services excluding shipping 85£mn b( 44) 5 . 1  (58) 
MSSH Imports of  services shipping 85£mn x ( 1 04 )  
MTG Public sector m iscellaneous identHied transactions £mn x(623) 
MTI ICCs miscellaneous identified transactions £mn ;(626) 1 4 a.4(S5) 
MTJ Personal sector miscellaneous identified transactions £mn x(62S) 
MTM M4 institutions m iscellaneous identified transactions £mn ;(627) 1 4 a.4(S5) 
MTO Overseas sector miscellaneous identified transactions £mn x (624) 
MTV O OFls m iscellaneous identified transactions £mn x (628) 
NCPA Total n umber claiming personal allowances t( 50) 1 0.3(5 1 8) 
NCRE Composite rate paid on earnings below upper limit x(339) 
NCRJ Employees rate paid on earnings below upper limit x(326) 
NECO Number of employees contracting out OOOs x(61 5) 
NECR Employers contracted out rebate rate x(331 ) 
N FlT Flat Rate: Self employed t(301 ) 1 0.4(52) 
N FWJ Net Financial Wea�h: Persons £mn t(328) 1 0.7( 5 1 8) 
NGTP Gross trading profits North Sea comp (excl pub sec) £mn 1(254) 1 2.3(525) 
N IGX Proxy for net income gearing of non North Sea ICCs £mn 1(555) 1 1 .3(5 1 9) 
NJCR Employees contracted out rebate rate x (337) 
NlAJ Persons' holdings of net liquid assets (end-quarter) £mn b(31 8) 1 0.6(5 1 8) 
N LEL lower E arnings lim it t (292) 1 0.4(52) 
NLES lower Earnings limit self employed t(308) 1 0.4(52) 
NP5E Self employed contributions i(270) 1 0.5(51 8) 
NRCE Employers contracted out rebate i(271 ) 1 0.5(51 8) 
NRCJ E mployees contracted out rebate i(275) 1 0.5(5 1 8) 
NR5E Self employed contribution rate x(338) 
NR5T N u m ber  of restart interviews (flow) OOOs x(528) 
NSG North Sea Gas production (excluding public sector) tonnes m n  x(287) 
N 5GR G ross revenue of North 5ea Companies (excluding public sector) £m n i(261 ) 1 2.3(525) 
N50 North 5ea oi l  production tonnes m n  x(557) 
N 5 RN Nat ional savings rate b(573) 8 .4(55) 
N5TC North 5ea total costs £mn t (262) 1 2 .4(525) 
NTIF Rent and non-trading income of  f inancial companies £mn i (771 ) 1 1 .4(5 1 9) 
NTRI Ind ustrial and commercial companies non-trading income £mn t (  26) 1 1 . 1 (5 1 9) 
N U E L  Upper Earn ings l imit £Iwk t (305) 1 0.4(52) 
N U RE Rate paid by those earning above upper earnings l imit x(31 7) 
N U RJ Rate paid by employees earning above upper l imit x (327) 
NWJ Personal sector net wealth £mn i(279) 1 0.7(5 1 8) 
0011  O utward investment (including outward unremitted profits) £m n b(41 1 )  1 4a . 1  (55) 
ON50 North 5ea net output 85£mn t (64 1 ) 1 2.4(525) 
OOTH O utput of 'other' sectors (nationalised ind and private serv) 85£mn i(425) 6 .2(5 1 0) 
PAHM P rice deflator for a l l  houses mix adjusted 1 985.1 b( 1 6) 9.7(5 1 5) 
PAT Pr ice of alcohol and tobacco 1 985.1 b(693) 9 .5(5 1 5) 
P BGO Asset price of overseas take-up of g ilt 1 985- 1 t (574) 1 4b.8/8.6 (55) 
PBLV Asset price of OOFls long debt 1 985.1 t(606) 1 4b.3/8.5(55) 
PB5V Asset price of OOFls other short debt 1 985 .. 1 t (6 1 2) 1 4.b3/8.5(55) 
PC Price deflator for total consumpt ion, underlying 1 985 .. 1 i(82) 9 .5(50) 
PCD Price deflator for consumption of durable goods 1 985- 1  b (  8 1 ) 9 .5(5 1 5) 
PCNO Price deflator for consumption of non-durable i tems,  underlying 1 985.1 i (80) 9 .4(5 1 5) 
PCNR Price of  other non-durable consumption, national accounts basis 1 985.1 i(672) 9.4(5 1 5) 
PCON Price of other non-durable consumption, underlying 1 985 .. 1 b(708) 9 .4(S 1 5) 
PCR Pr ice deflator for  total consumpt ion, national accounts basis 1 985 .. 1 i(677) 9 .5(S 1 5) 
PCUS U S  consumer price index 1 985.1 00 x (526) 

PO£O Asset price of overseas M4 deposits (sterl ing) 1 985. 1 t (577) 1 4b.8/8 .6 (5 1 9) 
PO$V Asset price of OOFls domestic currency deposits with M4 institutions 1 985. 1  t(61 4 )  1 4b.4/8.5(55) 
PDBV Asset price of OOFls other short debt 1 985. 1 t (6 1 3) 1 4b.3/8.5 (55 ) 
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PEF Price deflator for total f ina l  expenditure 1 985.1 1(1 23) 9.8(51 5) 
PF Price deflator for  the consumption of food 1 985.1 b(3 1 3) 9.5(S1 5) 
PFCA Implicit deflator for the factor cost adjustment 1 985- 1 1(201 ) 6.2(59) 
PG Price deflator for public authorities' current expenditure 1985.1 b( 9 1 )  9.6(51 5) 
PGAS Price of gas £/Ionne b(288) 1 2.4(525) 
PGOP Price deflator for GOP (expenditure estimate) 1 985.1 i(1 26) 9.8(S 1 5) 
PGLT Price of g i lls  1 985.1 t(576) 8.4(55) 
P IF  Price deflator for  total fixed investment 1 985.1 i( 90) 9.7(S15)  
P IFO Price deflator for fixed investment other than residential 1 985.1 b(675) 9.6(S 1 5) 
PIGG Price deflator for general Government investment 1 985.1 t(658) 
PI I  Price deflator for  total stockbuilding 1 985.1 1(7 1 2) 9.8(55) 
P ILG Price of transfers of land and existing buildings 1 985.1 t(1 87) 9.7(51 5) 
PINS Price deflator for  fixed investment in  North 5ea 1 985.1 t( 1 3) 9.7(51 5) 
P IP I Asset price of overseas inward portfolio investment 1 985.1 t(580) 1 4b.8/8 
PIPR Price deflator for  private residential investment 1 985.1 b(664) 9.7(S 1 5) 
PIPV Asset price of OOFls portfolio investment 1 985.1 t(6 1 7) 1 4b.4/8 
PM Price deflator for  imports of  goods and services 1 985.1 i(1 25) 9.2(S8) 
PMBM AVI for imports of basic m aterials and miscellaneous 1 985.1 b( 1 1 )  9 .1 (51 4) 
PMFO AVI for imports of food, d rink and tobacco 1 985.1 b( 92) 9.1 (5 1 4) 
PMG AVI for total visible imports 1 985.1 I(  95) 9.2(58) 
PMGM AVI for imports of manufactures,inc errat ics 1 985.1 b(1 86) 9 . 1 (5 1 4) 
PMGN AVI for total non-oil vis ible imports 1 985.1 1(1 1 7) 9.2(5 1 4) 
PMGO AVI imports of crude oi l  and oil products 1 985.1 t(1 1 1  ) 9.2(5 1 4) 
PMO$ AVI imports of crude oil and oi l  products (dollars) 1 985.1 U5$ t (  61 ) 9.2(5 1 4) 
PMOF AVI i mports of other fuel 1 985-1 t(1  01 ) 9.2(5 1 4) 
PMS P rice deflator for impo rts of services 1 985.1 b( 96) 9 .2(58) 
PNOR Pr ice deflator for non-durable consumption, national accou nts basis 1 985.1 i(674) 9.4(5 1 5) 
POlL Pr ice of North 5ea Oil £/tonne t(685) 1 2.4(S25) 
POWA Popu lation of working age excluding t hose in fu ll-time education OOOs x( 73) 
PPOX Producer price of manuf output (excl food , dr ink tobacco) 1 985-1 b(599) 9.3(5 1 5) 
PROM Index of m an ufact uring production 1 985.1 00 i (1 59) 6.2(S 1 0) 
PRRX Real non North 5ea pre-tax rate of retu rn £mn i(481 ) 1 1 .4(5 1 9) 
PRUE Prop of  total earnings earned by t hose above upper limit x (276) 
P5 Price deflator for stock levels 1 985-1 b(1 27) 9 .8(S1 5) 
PSBR Publ ic sector borrowing requirement £mn i(233) 1 4b.3(520) 
PVIC Present value of investment allowances 0/0 x(344) 
PX Pr ice deflator for exports of goods and services 1 985 .. 1 i ( 1 24) 9 .9(51 6) 
PXG A VI  for total visible exports 1 985 .. 1 i( 99) 9 .9(S 1 6) 
PXGM AVI for exports of manufact u res, inc erratics 1 985 .. 1 b(363) 9 .8(S 1 6) 
PXGN AVl for total non-oi l vi sible exports 1 985 .. 1 i( 58) 9 .9(S1 6) 
PXGO AVI exports of crude oi l and oil products 1 985 .. 1 t(31 S) 9 .9(S1 6) 
PXNM AVl for exports of  non-fuel, non-manufactures 1 985 .. 1 b(4S9) 9 .8(S 1 6) 
PXO$ AVI exports of crude oil and oi l  products (dollars) 1 985 .. 1 US$ I( 57) 9 .9 (S 1 6) 
PXOF AVI for exports of other  fuel  1 985=1 t (3 1 4) 9 .9 (S 1 6) 
PXS Price deflator for exports of serv ices 1 985 .. 1 b(1 00) 9 .9 (S 1 6) 
0 1  Seasonal d ummy for quarter 1 x(S01 ) 

02 Seasonal d ummy for q uarter 2 x(S02) 

03 Seasonal dummy for q uarter 3 x (S03) 

04 Seasonal dummy for quarter 4 x (S04) 

RCBR Clearing banks'  base rate % t (1 40) 8 .3(51 7) 

RCCM Real cost of capital i(4S1 ) 7.4(S1 1 )  

RCCX Non North Sea ICCs capital consumption at replacement cost Emn b(S36) 1 ' .4(S 1 9) 

R C I2 Real cost of stockhold ing (lagged 2 quarters) i (  43) 3 . 1 (S6) 

ROT Rate of customs and excise d uty on tobacco % x(S72) 

RESB U n identified financial transactions:  M4 institutions Emn x (748) 

RESE Resid ual  error in  national income accounts Emn x(S67) 

RESG U n identif ied f inancial transactions :  public Emn x(469) 

RESI  ICCs balancing item Emn x(743) 
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RESJ U n�dentified financial transactions: persons £mn x (732) 
RESO Unidentified financial transactions: overseas £mn x (4BS) 
RESV Unidentified financial transactions: OFls £mn 1(749) 1 4a.9 (S2) 
REU$ Three:month euro-dollar rate (quarterly average) 0;' x(6 1 6) 
RHT Implicit average tax rate on households' inc(excl grants) -!o i(430) 1 0.3(S 1 8) 
RIBA Rate of return on M4 institutions & OOFl's liabilities 0/. b(348) 1 3.3(S22) 
RIDI Rate of return on inward non-M4 institutions. non-oil direct investment % i(349) 1 3.2(S22) 
RIOL Rate of return on inward oil direct investment % i(350) 1 3.3(S22) 
RIPO Rate of return on portfolio & miscellaneous liabilities % b(352) 1 3.3(S22) 
RJGO Ratio of the rate of  other current grants to the initial estimate t(303) 1 0. 1  (S2) 
RLA Local authority three month rate (quarterly average) % b(234) 8.3(S1 7) 
RM6S Major 6 average short-term interest rate % x (738) 
RMD Effective minimum deposit rate for d urables °/. x(568) 
RNSR Rate of North Sea oil and gas roya�ies % x(687) 
ROBA Rate of return on M4 institutions & OOFls assets % 1(353) 1 3. 1  (S22) 
RODI Rate of return on outward non-M4 institutions direct investment % b(356) 1 3. 1 (S22) 
ROPO Rate of return portfolio & miscellaneous assets % b(357) 1 3. 2(S22) 
RPAL Average rate of personal allowance t(  54) 1 0.3(S2) 
RPDI Real personal disposable income 85£mn 1(293) 1 0. 6(S1 8) 
RPI Retail Price Index (al l  items) Jan 1 987.1 t(1 58) 9 .6(S 1 7) 
RPIA Initial est imate for Retail Price Index Jan 1 987.1 x (5 1 7) 
RPIX Retail Price Index (all items exc!. mortgage interest) Jan 1 987. 1 b(1 39) 9 .5(SO) 
RTPR Rate of petroleum revenue tax ·/0 x(619)  
RUB Estimated average rate 01 unemployment benefit £Iwk 1(61 1 ) 1 0. 1 (S2) 
AUKG Rate on long -term (20 years) UK government stock 0/0 b(31 1 ) 8 .3(S1 7) 
RULC Relative unit labour  costs 1 985.1 00 i(670) 9 .9(S 1 6) 
RUSG U S  bond yield (secondary market ,  1 0  years or more) 0/. x(447) 
RWG Constructed world long bond yield ( 1 0 year) % b(359) 1 3.5(S24) 
RZMG I nterest rate on  building society mortgages °/0 b(238) 8.3(S 1 7) 
RZSG Gross rate of interest on bui ld ing society shares 0/0 b(236) 8.3(S 1 7) 
RZSN N et rate of interest on building society shares 0/0 i(237) 8.3(S1 7) 
SCF Financial companies saving £ m n  i(421 ) 1 1 .5(S 1 9) 
SCI  Industrial and commercial companies saving £mn i(267) 1 1 . 3(S 1 9) 
SDSA Spread on eu ro currency lending £mn x (340) 
SGG General government saving i(783) 1 2. 1  
SHMV O F l's share of  mortgage lend ing x( 59) 
SJ Person's saving £mn i ( 1 72)  1 0.6(S 1 8) 
SNS Saving by North Sea companies £mn i(253) 1 2.4(S25) 
S PUK U K  share prices index 1 985 .. 1 00 b(297) 8.4 (S5) 
SPW Constructed world share price b(336) 1 3 .4(S24) 
SR Saving ratio % i(260) 1 0.6(S 1 8) 
SWI M4 institutions net  foreign currency position (assets +) £mn x( 72) 
TARR Reduction in income tax due to the existence of reduced rates £mn x (721 ) 
TAT Taxes on a lcohol and tobacco £mn 1 (694) 1 2.3(S2) 
TCAT Tax rate on consumption of alcohol and tobacco 1 (703) 9 .3(S21 ) 
TCC Revenue from community charge £mn t (673) 1 2.3  
TCD Tax rate on consumer durables t(702) 9.3(S21 ) 
TCF Tax rate on consumption of food 1(704 ) 9 .3(S2 1 ) 
TCNS North sea corporation tax payments £mn b(272) 1 2 . 4(S25) 
TCON Tax rate on consumption of other non-du rables 1 (705) 9 .3(S21 ) 
TCR Bui lding societies' composite tax rate °/0 1 (634) 1 4a.9 (S2) 
TE Receipts by government of taxes on expenditure £ m n  i(1 95) 1 2.3(S21 ) 
TGG Taxes on current g rants to persons £mn 1(290) 1 0 .4(S 1 8) 
TGR Effective tax rate on current grants from public sector x (655) 
THCO Taxes on hydrocarbon oil £mn i(202) 1 2.3(S21 ) 
TIME Time trend starting in 1 955 01 x(505) 
TPAL Aggregate married, single and child lax allowance £mnlqtr 1 (442) 1 0.3(S 1 8) 
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TPG Tax rate for government consumption t(1 36) 9.3(S2 1 )  
TPIF Tax rate for  fixed investment 1(1 57) 9.3(52 1 )  
TPR Petroleum revenue tax £mn t(686) 1 2.4{S25) 
TRAT local a uthority receipts of rates £mn b(2OS) 1 2.3(S21 ) 
TRES Residual  expenditure taxes ( including motor vehicle duty) £mn t(701 ) 1 2.3(S2 1 )  
TRY Standard rate of income tax % x(564) 
TRYC Annual  tax rate on corporate income 0/. x(596) 
TRYU Implicit average higher tax rate % 1(657) 1 0.3(S2) 
TSET Selective employment tax receipts £mn x(556) 
TWJ Personal sector tangible weanh £mn b(2 1 0} 1 0.7(S1 8) 
TYF Financial companies payments of UK taxes on income £mn 1(420) 1 1 .5( S 1 9) 
TYFM Financial companies payments of mainstream corporation lax £mn 1(406) 1 ' .5(S1 9) 
TYI ICCs payments of UK taxes on income £mn 1(1 68) " .2(S1 9) 
TYIM Non-North Sea ICCs payments of mainstream corporation tax £mn 1(1 85) " .2(S 1 9) 
TYJ Personal sector payments of UK income tax £mn b(1 69) 1 0.4(S1 8) 
TYJI Proxy for the revenue from the investment income surcharge £mn x(444) 
TYJU Proxy for payments of surtaxlhigher rate tax £mn 1(441 ) 1 0.4(S 1 8) 
TYV Tax payments by me assurance companies and pension funds £mn x(661 ) 
UlC U nit labour costs whole economy £/85£ i( 77) 7.4(S 1 5) 
UMGM UVI for imports of manufactures, including erratics 1 985. 1 00  b(1 89) 9 . 1 (S1 4) 
U PlT Uplift allowance for North Sea investment % x(620) 
U R  Rate o f  unemployment % i( 76) 7.2(S1 1 )  
UXGM UVI  ot exports ot manufactures, including erratics 1 985.1 00 b(282) 9.8(S1 6) 
VATS Standard rate of VAT % x(662) 
VOHS Value of owner occupier housing stock £mn 1(2 1 2) 1 0.6(S6) 
WBGO Asset share: Overseas take·up of public sector debt b(S82) 1 4b.9(S5) 
WBLV Asset share: OOFls t ake-up of public sector long-term debt b(630) 1 4b.4(SS) 
WBSV Asset share: OOFls take-up of short-term assets b(632) 1 4b.S(SS) 
W D£O Asset share: Overseas sterling deposrts with M4 institutions b(S83) 1 4b.9(SS) 
WD$V Asset share: OOFls foreign currency deposits with M4 institutions b(639) 1 4b.6(SS) 
WDBV Asset share: OOFls sterl ing deposits w rth M4 institutions b(637) 1 4b.5(SS) 
WER U K  EER-weighted dollar non-sterl ing exchange rate 1 98S=1 00 x(604) 
WGDP M ajor s ix GDP 1 985=1 00 x(696) 
WIPI  Asset share: Portfolio i nvestment from overseas b(S81 ) 1 4b.9 (SS) 
WIPV Asset share: OOFls portfolio i nvestment b(642) 1 4b.6(SS) 
WLCL World actual un it labour  costs 1 985.1 x (435) 
WMIP Weig ht of mortgage interest payments in the RPI t(768) 9.6(S 1 7) 
WODY Constructed world d ividend yield % b(31 0) 1 3.5(S24) 
WPC Major six consumer prices ( local currency) 1 985.1 00 x(697) 
WPFD World dollar price of  food 1 985.1 00 x ( 1  67) 
WPIC World dollar price of  industrial com modities 1 985 .. 1 00 x ( 1  66) 
WPP World producer price 1 98S.,1 00 x( 4S) 
W PO$ World dollar price of oi l  $ per barrel x(680) 
WPX World export prices 1 985=1 00 x( 87) 
WS Actual average q uarterly wages and salaries (CSO measure) £Iqtr b(269) 7.4(S1 2) 
WSE Self-employment income per  man £mn b(358) 7.4(S1 2) 
WTMU World import volumes (UK weighted) 1 985=1 00 x(1 78) 
X Exports of goods and services 85£mn i (  4 1 ) 4.2(S7) 
X£ Exports of goods and services £ m n  i ( 1  1 0) 4.2(S7) 
XCME UK effective export competitiveness i(671 ) 9 .9(S 1 6) 
XG Total visible exports 85£mn i( 36) 4 . 1 (S7) 
XG£ Total visible exports £mn 1 (1 08) 4.2(S7) 
XGMA Exports of manuf actures, inc e rratics 85£mn b( 34) 4 . 1 (S7) 
XGN M  Exports o f  non-fuel, non-manufactures 85£mn b(468) 4 . 1  (S7) 

XGNO Total non-oil v is ible exports 85£mn 1(474) 4. 1 (S7) 

XGO Exports of crude oil and oil products 85£mn b(278) 4. 1 (S7) 

XGOF Exports of other fuels 85£mn 1(277) 4 . 1 (S7) 



A4. 1 0  

XS Exports of services 85£mn b( 40) 4 .2(S7) 
XS£ Exports of services £mn 1 (1 09) 4.2(S7) 
XSOT Exports of services excluding sh ipping 85£mn b( 46) 4 .2(S7) 
XSSH Exports of services shipping 85£mn x( 89) 
YD Personal disposable i ncome £mn 1 (1 70) 1 0.6(S 1 8) 
YOU Personal income from dividends and net interest £mn i ( 1 46) 1 0.2(S1 8) 
YDLH Adjusted proxy for household real disposable income £mn t(590) 1 0. 6(S 1 8) 
YEC Employers' contributions £mn 1 (1 49) 1 0.3(S 1 8) 
YECN Employers' national insurance contributions £mn b( 1 51 ) 1 0.5(S 1 8) 
YECO Employers' other contributions (ie to LAPFs) £mn b( l S0) 1 0.2(S 1 8) 
YECS Accruals 01 the national insurance surcharge £mn i ( 14 1  ) 1 2.3(S1 8) 
YFAB Financial companies income from abroad £mn t(391 ) 1 1 .4(S 1 9) 
YFT Financial companies proxy for taxable prof�s £ m n  i(400) 1 ' .4(S1 9) 
YGGC General Government tota l  current reciepts £mn 1(780) 1 2. 1  (S20) 
YGGI General Government income from rent, interest and dividends £mn t(775) 1 2. 1 (S20) 
YGTA Public sedor gross trading surplus £mn t(1 90) 1 2. 1 (S20) 
YHOL Proxy for households' receipts of dividends and gross interest 

upon which tax is paid in the current qtr £mn 1(437) 1 0.3(S2) 
YHOO Households' receipts of dividends and gross interest other than 

that from building societies (households ) £mn b(1 42) 1 0. 1 (S 1 8) 
YIAB Industrial and commercial  companies income from abroad £mn t(  39) 1 ' . ' (S 1 9) 
YIBA M4 institutions & OOFls IPO debits £mn i(360) 1 3.3(S22) 
YID I IPO deMs: d i rect i nvestment £mn 1(361 ) 1 3.2(S22) 
YIOL IPO debits: oil direct investment £mn b(375) 1 3.2(S22) 
YIPO IPO deb�s: portfol io & miscellaneous £mn i(398) 1 3.3(S22) 
YIT Proxy for non North Sea taxable profits £mn t(1 6 1  ) l ' . 1 (S 1 9) 
YITP Industrial and commercial companies g ross trading profits £mn i(  1 9) 1 1 . 1 (S 1 9) 
YJ Personal pre-tax income £mn i (1 55) 1 0.3(S 1 8) 
YJCN National insurance contributions paid by employees and self-empl £mn b(351 ) 1 0. 5(S1 8) 
YJG Current grants to persons from public sector £mn t(3 1 9 )  1 0.3(S1 8) 
YJGA Initial estimate of current grants to persons f rom public sector £m n x(591 ) 
YJO Other personal income £m n i ( 1 48) 1 0.2(S 1 8 ) 
YJT Computed taxable personal i ncome £m n i(304) 1 0.4(S1  8) 
YJTW Income from wages, salaries and private pension scheme £mn i(432) 1 0 .3(S 1 8) 
YOSA IPO credits: M4 institutions & OOFls £mn i (4 1 3) 1 3. 1 (S22) 
YOOI  IPO credits: di rect investment £m n i (4 1 4) 1 3 . 1 (S22) 
YOPO IPO credits : portfolio & miscellaneous £mn 1(429) 1 3.2(S22) 
YPCI Public corporations income from rent, d ividends and interest £mn t (774) 1 2.2(S20) 
YR I ncome from rent and non-trading capital £mn b(l 34) 6.2(S 1 8 ) 
YRI Industrial and commercial companies income from rent £mn b( 25)  l ' . 1 (S 1 9) 
YRJ Personal sector income from rent and non-trading capital £mn i ( 1 47) 1 0.2( S I 8) 
YSA Stock appreciation (total) £m n t (1 38) 3 .2(S6) 
YSAG Public sector stock appreciation £mn 1 (2 1 5 )  3.2(S6) 
YSAI Industrial and commercial companies stock appreciation £mn t(  2 1 )  3.2(S6) 
YSAJ Personal sector stock appreciat ion £mn 1 (2 1 4) 3.2(S6) 
YSE Income from self-employment £mn i ( 1 35) 1 0. 1 (SI 8) 
YSEL Proxy for the taxable self-employment i ncome on which tax is paid £mn i(433) 1 0.3(S2) 
YVO Life assurance companies' and pension funds' receipts of rent and 

non-trad ing capital, d ividends and net interest £mn t(539) 1 0.2(S 1 8) 
YWS Income from wages and salaries £m n i ( 1 45)  1 0. 1  (S 1 8) 
ZOOW Percentage share of endowment mortgages % x(225) 
ZLVF Loan to value ratio for 1 st time buyers % x( 1 2) 

(a) Un less otherw ise stated, seasonal ly-adjusted series are used in all cases where 

the appropriate statistics are available or can be derived. 

(b) b '" behavioural equation, i '" identity, t '" technical, x '" exogenous. 
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