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FI.OW OF FUNDS ACCOUNTS
IN THE CARIBBEAN:
ITS USES AND SOME ISSUES

ROBERTO RAMIREZ

The paper attempts to highlight the usefulness of a tflow of tunds accounting svstem to financial
analysis and those involved in monitoring the development of the financial sector. [t also
addresses some important issues involved in the production of this martrix. A briet outline of the
formar of a flow of funds system is attempted, with as much detail as possible on the
disaggregation of the financial sector. while focusing =mphasis vn making tull use of existing
databases in LDCs.

INTRODUCTION

Flow of Funds accounting is an attempt to identifv both the role of finance in the generation of
income. savings and expenditure. and the intluence o cconomic activiry on financial markats.
It was the importance of finance which led to the development of Flow of Funds Accounts. The
accounting framework was designed 1o show that uses of tunds of decision-making sectors ere
constrained bv financial sources of funds in addition to real sources {income). and secondly thar
financial uses of funds of one sector were linked 10 the financial sources of funds ot a second
sector. Many of the loose ends in monetary theorv can be explained by the failure to theorize

within such a framework of constraints.

Flow of funds accounts are designed to provide a framework which gives a svstematic.
comprehensive and consistent depiction of the facts, It brings the various financial activities of
an economy into statistical relationship with one another and with data on the non financial
activities that generate income and production. These accounts divide the economy along
behavioral and institutional lines into broadly homogenous groupings or sectors. Each sector
account identifies and measures the main sources and uses it its funds in terms of different
financial instruments and so ¢encompasses net borrowing and lending. The flow of funds matrix

should always balance horizontally and vertically, since one sector’s assets are another’s
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liability. It therefore follows that for an cconomy as a whole the total assets must equal total

liabilities,

An ideal System or MNational Accounts consist ot National Income and Product Account.
InpuvOutput tables, Flow of Funds Accounts. National Balance Sheets and Balance of
Pavments. It must be understood that thev are all complementary ways of accounting for ihe
total transactions or activities in the economy. NMational income and Product Accounts measure
cutput. income and expenditure depending on the approach used. Input/QOuiput rables measure
the technological relations between indusiries in terms of expenditure (inpuis) and receipts
toutputsi. Flow of Funds Accounts and National Balance Sheets show the holdings of ussets and

ifabilities of vach sector corresponding o the flows.

LEVEL OF DEVELOPMENT OF FLOW OF FUNDS IN THE
CARIBBEAN

There has been little work on Flow of Funds accounting in the Caribbean. At present there ars
no countries in the Caribbean that produces Flow of Funds accounts on a svstemaric basis. The
only countries in the region where Flow of Funds were ever produced ars famaica and Trinidad
and Tobago. Jamaica produced a four sector system in an attempt to put the three sconomic
management accounts {Public Sector, Balance of Payments and Banking System) into a
consistent accounting framework. A more detailed system consisting of eight deconsolidated
sectors was also produced. These accounts were used as an analytical tool to supplement other

data in monitoring various IMF pertormance criteria.

In Trinidad and Tobago attempts were made at producing the system of accounts. This arose
from the recognition ot the increasingly important role financial intermediation must play in the
mobilisation of domestic financial resources in order to serve the major objectives of economic

growth and structual transformation,
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Trinidad and Tobago’s first attempt at Flow of Funds was in July 1975 and this pubiication
. spanned the period 1966-1974. Some time later another set of accounts were published.

covering the period 1669-1978. Unfortunately due to Jack of resources this was the final

publication of Flow of Funds put vut in Trinidad and Tobago.

THE FUNDAMENTALS OF AFLOW OF FUNDS
ACCOUNTING SYSTEM

There is scarcely ever a pertod where savings equals investment for an tndividual sector in an
2conomy. Each sector would theretore have a financial deficit which it has to Jinance. or a
financial surpius which it has to dispose. The Flow ot Funds shows how z2ach sector finances it

deficit or disposes its surplus. fiving details of the sectors and instruments involved.

To fully understand the workings vt the Flow of Funds Accounts. the concept of the sconomic

process and the formal clements of the Mational Income Accounting scheme are introduced.

The supply of zoeds and services in a 2iven vear may be viewed as the sum of domesticall¥
produced vutput and imports. The disposition of this supply consists of aggregate expenditures
bv domestic residents and consumption and investment. plus exports purchased by foreigners.

We therefore have :

Y+M=C+I+X

where ¥ = ameasure of domestic nuiput
C = consumption expenditure of the private sector and
government
I = investment expenditure of the privaie sector and government
{including inventory changes).
X = exports

M = imports
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The basic accounting identity of Keynes' process of income determination may be 2:pressed as:

. Y=C+[+X-M

This is equivalent to saying incomes earned by the factors of production (Y} are equal o the
summation of all income-generating expenditures, i.e. consumption (C). physical investment (1)
and exports {X) less imports (M).The identiry can be arranged to vield:

Y-C-1-X+¥1=0
Each element in the identity van be further broken down and allocated to different zectors of the
economy. For example. we can simply divide the economy into three domestic secrors and an

overseas sector. for instance | 1] Household. {2} Corporate. {3] Public and [-4] Rest or World.

By dividing each ¢lement in the identity and aljucating it to different sectors we ger §° being
divided into:
¥h:  the factor incomes eamed by households (wamss and salaries.
rent, 21c.).
Ye:  company profits plus rent and

¥p:  profits of public enterprises and rents.

Expenditures {C) can similarly be broken down into:
Ch: consumer's expenditure and
Cp: current expenditure on goods and services by public authorities. while:
fh. Ir andlp would represent investment on zoods and services by household. companies

and government. respectively.

Transfer payments among sectors also take place in the 2conomy. Such transfers are made up of
grants and interest payments. For all sectors taken together the transters would cancel out each
other ({including those paid and received by the overseas sector). Hence total transters in the

economy would sum to zero.
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Putting the identity down by sectors into a table we get :

TABLE 1

NATIONAL INCOME ACCOUNTING
IDENTITY BY SECTOR

Income et Consumption | {nvestment Balance of | Financial
Transters P ? Goodsand | Balance
Suervices
Households ¥h -Th -Ch -in =Fh
Companies Yo ~Te -le =F¢
Public ¥p -Tp -Cp -lp =Fp
Rest ol World ~Trow =3 =Frow
Y —1) C - PR Y| ={)

Reproducad from Bank of England, A
August 1972

counting: V933-1970,

Bv veading across cach row it would be apparent that zach domestic sector's factor income ()
plus net transfers | T} lers current expenditure (C) and capital expenditure on goods and services
(I} vields a financial surplus or deficit. If a particular sector has a financial surplus this indicates
the total amount the sector has available 1o add to financial assets or to reduce financial
liabilities, A financial deticit on the other hand indicates the net amount needed to be borrowed

or raised by selling financial assets.

As Table I shows, when the financial surplus or deficit for all the sectors {both domestic and
vverseas) are summed there is a balance of zero. What this is in fact saying is that a change in
one sector's financial liabilities is matched by an 2qual change in the other sectors' financial
assets. Flow of Funds therefore set out the particular routes along which funds pass between the
sectors' capital accounts in 2 given period. They show each sector's net transactions in each
particular financial transaction or market. be it government bonds, notes and coins. etc.

Conventionally, the acquisition of an asset or the reduction of a liability is considered to be a
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negative flow or source of funds. The tlows in each market must then add to zero, while the

sum of the flows for each sector vields that sector's financial surplus or deficit.

USES OF THE FLOW OF FTUNDS SYSTEM

To understand the modus operandi of an economy in zeneral and the tinancial sector in
particular. there needs to be a framework that gives a consistent description and analysis of the
facts. EFor there to be an efficient financial sector in the Caribbean. it is imperative that there
exist tools to analyse the structure and behaviour of the financial system as a whole. as well as

the interactions among the different sub-sectors in the system.

Of al) the tools and frameworks available the flow of funds accounts are ideal iur such apalvsiz.

Goldsmith (1967 claims.

“the flow of funds account inakes oest use of the available dara. :mbodicy the
maximum of intermal checks against errors and omissions, and is flexible cnough
fo permir multiple analvucal uses. These set of accounts can easily be adapted
fo festing various economic theories of the subject without being imdissoiubly
imbedded 1o anv one of them. ”

According to A.D Bain (1973)

“Many practitioners in the field have regarded the main function of the Flow of
Funds Accounts as the provision of data on transactions in financial markeis in
as newtral a form as possible, from which commentators and analysts can select
the particular information which is relevant for the purpose at hand and cmploy
it in conjunction with data from other sources”.

Flow of funds accounts have the potential for many policy uses, stemming from their overall
view of the operations of the financial system as well as its integration into the National

Accounts. In fact the European System of Accounts (ESA) has emphasised the introduction of
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flow of funds accounts in member countries of the European Union for analytical and polic:
uses., [f the governments of the Caribbean are serivus about integration and monetary union,

Flow of Funds may very likely find its place within these countries Svstem of National

Accounts.

The main purpose of the Flow ot Funds accounts is to allow jor analysis of the vperation of the
financial system. The ability of this system of accounts to be analvticallv usetul stems from us
intr:rlockin;_z character. i.e. the cross and down totals balance for every period. This is brought
about by the quadruple entrv nature of the framework where a flow change in any matrix ceil is
accompanied by corresponding changes in at least three other cells. With the use or his

guadruple entry teature. it is possible to trace the etfect of zach sector’s financial sehavior »n

the other seciors in the rramework and eventually on the nen financial economy r vics versa.

Setting up a Flow of Funds system is userul in that it describes the rinancing of the various
sectors of the economy and the categories of market instruments used in financial transactions.
The Flow of Funds is explicitly able 10 highlizht important macroeconomic accounting identities
which mav aid in the design and contro} of development plans as well as in checking the
consistency of short run financial programs.

inj avipngs-Investment Proce
One of the most prominent uses of Flow of Funds Accounts is the analysis of the savings-
investment process. The savings-investment process shows how savings are transformed into
ultimate lending by working its way through the different channels in the system. This process

facilitates the portrayal of financial institutions in their role as financial intermediaries.
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There are several different portrayals of the way in which the details of the process are worked

into the scheme. Figure 1 below.

financing process.

ts an example of a scheme intended to show the domestic

FIGURE 1

3aving-investmant Process “,
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By examining the savings-investment process in the diagram. whar is seen in =ffect is the
savings-investment account being split down the centre between ultimate lending and ultimatz
borrowing and the insertion of financial institution so thar their roles as financial intermediaries

are highlighted.

In describing this scheme we start at the extreme right of the diagram with private savings. The
savings of‘the private sector is shown to be placed cither into ultimate Jending or internally as a
means of financing real investment. The portion of savings that goes into ultimate lending can
acquire any of three major forms of claims:

(h By placing funds in financial institutions. they acquire claims against these institutions.
(2) Acquisition of private credit instruments by means of placing funds Jirecthero financs

private ultimare borrowing: and
{37 Finally claims can also iake the {orm of government securities by directing funds

directly to zovernment ultimare borrowing.

Similarly the funds thar pass through ultimate lending to {inancial institutions. i.e. the banking
sector or non bank financial institutions can be used to acquire zovernment securities or private
claims.  Private ultimate borrowing accumulates funds that pass through the financial
institutions as wel! as those that come directly trom ultimate lending and are used together with
tunds that private savers supplv (directly through intemnal financing) to finance real investment.
On the other side the government deticit is financed through 2overnment sltimate borrowing.
The government ultimate borrowing accumuiates its funds either directly through ultimate

lending or through funds that pass through the financial institutions.

In the savings-investment process diagram it should be noticed that there is a feed-back arrow
which attempts to show that the government does not borrow merely to finance its deficit but in

many cases jt borrows so that it may be able to on-lend to government enterprises. Here the



-

Y
government is seen in a role of financial intermediarv. Such practices are quite common in

developing countries.

Finapcia p ing jectio

Ancther important use of Flow of Funds especiallv to the Monetary Authority is financial
programming und preparation of forecast of financial activity as well as the forecast of demand
for specific financial instruments. As a result it may be used to forecast interest rates or the term
structure of interest rates. The projections of a Flow of Funds matrix is often made with the
intention of testing the consistency of sector market forecasts that may have been prepared
separately at some previous time. These projections would ensure ihar zach separately prepared
sector furecast fits in with each other when it comes 10 bringing all the micro forecasts of the
economy together and analysing the macro function of the sconomy. The merit of this svstem i3
that each element can be tested hy the plausibility of its counterparts in other areas of the martrix.

The whole is reasonable only if the paris are. .

The Flow of Funds projections can be used for jong run development of financial institutions.
The projections can take into account various institutional developments in the financial system.
It there is a change in the needs of any plaver in the system. this will put pressure for changes in
the financial institutions and the markets through which their instruments are channeled. The
financial system could only be considered etficient when they are able to comfortably absorb the
variety of instruments offered to it by lenders and in return can otfer the necessary diversity of

instruments to meet the needs of bormowers.

Tracing Poli licati
The projected Flow of Funds matrix could also be used o obtain a consistent view of what may

be the implication if certain assumptions are made about a future event. The matrix allows any
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financial tlow implications to be seen and traced through the system. If t/h}fh'ﬁ‘plications are

implausible this may suggest adjustment to the policy. o

Due to the interlocking nature of a Flow of Funds system. it can be seen that, as the income of
one sector changes. not vnly would its overall position change, but other related sectors'
positions would change comrespondingly. Linkages berween sectors can also be tracea if 2
change originates in the holding of a particular financing instrument in a sector. For example. if
there is an increase in government investment which is financed by the banking system. this
may have the effect of decreasing the supply or bank loans which would have otherwise Jone o

private corporations. This decrease in the availability of bank ioans o private firms could fead

10 a reduction in business invesiment.

ohlem Analysis
A very important use of the Flow of Funds to developinz countries is 10 assist the central bank
and wvther agencies with the responsibility for financial planning and for laying the route w0
aconomic development. in examining the implications of certain details of a broader 2conomic
plan. It van pinpoint specific sectors where intervention is appropriate as well as the forms of
intervention that may be best suited. bearing in mind the resultant =ffect it will have on other

sectors and eventually the 2conomy as a whole.

Take for instance, a country that may have certain key projected economic consiructs on hand.
If the country wants to identify any problem that may arise with domestic finance. ziven the
current economic climate with deteriorating Balance of Payments. it would be quite simple to
impose a realistic constraining Balance of Payments estimate and to project the Flow of Funds
matrix. Such a projection may highlight certain types of credit shortages or point to the need tor
monetary expansion thus bringing to the fore any implications for financing the projected capital

formation.
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Another use to developing countries of the Flow of Funds is to help determine how the
government deficit will be financed. If the deficit is to be financed through the issue of
government securities, we will need to know which sectors would be capable of buving thes
securities. This would require moving horizontallv across the Flow of Funds matrix through the
different sectors and analysing their capacities to absorb the issues. Similarly state owned
enierprises also have to ve financed. There are several wvays this can be done. |mmediately
what comes to mind is the enterprises vwn savings. Anyv nesd for {unds in addition to this would
have to be sought {from government loans, external loans (i.2. foreign borrowing) and borrowing
locally from commercial banks and other financial institutions. An analvsis of this issue
concerning state owned enterprises’ financing can be done by taking 2ach possible instrument
and fooking ar the pussibility of the different :ectors o absorb such issues. The interesung
aspect of 2xamining this policy is that it allows the possible crowding vut or private borrowers

to be seen more easily.

ISSUES

In the production of any Flow of Funds system there are several preliminary considerations and

issues which should be addressed. These issues are dealt with below,

Pri Andi
An important issue that should be considered in the preparation of a Flow of Funds system is the
primary audience for which it is being constructed. The audience determines the type and
degree of detail, and in no way atfects the underling concepts upon which the Flow of Funds is
based. A Flow of Funds system prepared by a central bank. solely for internal policy and
programming will concentrate more on detail of the financial sector. This will necessarily differ
in emphasis to one prepared for publication to be used by the wider community, which needs to

divulge more intormation on fhe financial activities of the non-financizl sectors.
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Degree Of Detail

.- The degree of sector and instrument detail is another issue to be deliberated. This is closely

linked and affected by the previous issue. In most developed countries, where there exist
sophisucated statistical frameworks. the amount of rows and columns in the matrix may merely
be a trade off between the derail required and the compactness which will allow a significant

picture to emerze clearly.

“The more sectors dan econamy can pe subdivided into, the more detailed and accuraie
the analysis of hehavionr can de. dut the more difficulr it becomes 10 piece the rigsaw
together again into a collerent picture. ~

In the Caribbean. however. the availability of data will most likelv be the single zreatest
intluence on the extent to which the sectors and instruments in the matrix can be disagaregated.
This seems to be a delima sine2 in developing countries. greater detail is needed in oraer io

monitor complex patterns of financial flows.

uency cti
The periodicity of production of the accounts is an issue which is related to the degree of
disazgregation of sectors. The compilation of a Flow of Funds report on a quarterly basis may
be the ideal option. since thev will be used for current monetary policy analysis. Quarterly data
is available for the central government. central bank and commercial banks. However , there are

numerous iterns and sector reports that are available only on an annual basis.

Valuatio
In general the valuation of flows does not present any conceptual problems, even though in
practice efforts may be hampered by insufficient data. All transactions recorded in the flow of

funds tramework are entered at the valoation at which the transactions actually take place or the

* Christopher Johnsen, Anatomy of UK Finance 1970-1975, Page 3. Longman New York and Lordon 1977.
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best possible approximations to them. This may give rise to some statistical problems.
=spegially where the estimates are derived from changes in balance sheer values, since these

may be at book. nominal or market value. and some revaluation may be required.

egyee (Of “Netpess”
Flow of Funds statements can be drawn up at different degrees ot “netness™ and “zrossness™.

Goldsmith (1967) states three aspects of the difference in “netness™

’ The use of net sales and purchase balances in lieu of separate figures for purchasss and
sales of flows.

. The otfsetting of Habilities against the assets with which they are connected.

. The degree to which units are consolidated rather than combined in constructing flow of
iunds statements for sectors and subsectors.

The first significant contribution to Flow of Funds analysis was undertaken by Morris Copeland
in 1932, He attempted to measure gross money flows showing receipts and payments between
economic units classified by sector without any offsetting cither within sectors or between

sectors. This was described as “to-whom-{rom-whom™.

Goldsmith (1967) argues that the “to-whom-from-whom™ approach where there is separation of
a sector’s purchase and sales flow is preferred to the use of only the undivided net purchase or
sales balance. He argues the use of the net basis washes out many relevant transactions and
makes it much more difficult to explain movements of net balances as well as of interest rates.
However separate figures on purchase and sales flows are not usually available for many

instruments. hence presenting the data in its net format becomes the only possible alternative.

In subsequent vears concerns with the compactness and with displaying the information in a

form suitable for analysis has led to a considerable degree of netting. It is not uncommon to find
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the purchase of a particular category of security by a company being netted against the sajes of

that security by the same company. and within uny sector the net purchases of the securir: by

.- some companies are netted against the net sales of others. Even in many staristical publications

it is not uncommon o find. for reasons of simplicity and compaciness. the data presented in its

net torm.

[n reality the degree of “netness’ emploved in the How of funds is solely dependent vn the use
to which it will be put tbarring data consiraints). For 2xample. gross credit =xtended bv
financial institutions is likely to be important in studies of demand tor consumer durables or reaj
2state. while for macroeconomic uanalvsis, net credit will suffice. In the Caribbean. qowever,

we mayv jot have the luxury to choose the dearee of “netness” Jdue o data iimitations. but nav

have 1o employ the dearee of “netness™ which the data allows.

Unit of Cy v

[n vrder to have a consistent and palancing Flow of Funds matrix. it is important that the
Balance of Payment account be denominated in the local currency. The rationale behind this is
that moving from a dollar or SDR to the local currency with a single 2xchange rate can
sometimes give unsatisiactory results. There are countries in the Caribbean which produce
Balance of Payvments denominated in US dollars. Once the 2xchange rate remains stable
converting 1o a local currency should not pose a problem. In cases where conversion vields
unsatistactory resulits. the Flow of Funds stfort should not be deferred since the most critical
data from the Balance of Payments are the current account balance and items above it. Since

local currency figures here are necessary for the income and product accounts. it is possible that

a local currency Balance of Pavments can be made available.

Ti c
Time reference must be standard for all sectors. [t is possible to find that local data sources deal

with Central Government on a fiscal year basis while the banking data and the Balance of



16
Payvments are on a calendar vears basis. There «vould be need for conversion if uniformity is to
exist.among sectors in the matrix. This is a necessary consideration since financial flows are far

too volatile for the average of a calendar vear to be representative uf a fiscal vear or vice versa.

ag In Dat e io
Another issue concerns how neoteric the dara is. It 15 not uncommon in several Caribbean
countries to have data being produced with extensive lags. A marrix produced too long after the
event has oceured will not be erfective in current policy making, since the scenario may change.
especially in times of rapid financial innovation. To overcome this problem the matrix should

be disaggregated in such a way as to make use of the data that are used in current public policy

decision making.

Discrepancies in Data

It is quite likely that there will be dicsrepancies in the data obtained irom different sources.
Since the asser of one sector is the liability ot another zector, it is expected that the two sectors
would show the same totals for the item in question. It should not come as a total surprise
however. if these two figures do not correspond due te errors of timing rounding or
classification errors. An example ot this is the descrepancy in foreign borrowing between the
central bank and the Ministry of Finance in Trinidad and Tubago. This is due to several reasons:
(1 Classification of Loans: One agency may classifv a certain class of loan as a liability of
the Central Government while the other may classify the same loan as a liability of the State
Owned Enterprises. This tvpe of error does not atfect the value for total external borrowing,
but distorts the share of the different sectors.

{2) “Float™: This is the term used to refer to the difference in timing when recording the
debt. The Ministry of Finance records a transaction at the date the transaction cheque is
issued. The central bank on the other hand. acting as the government’s bank. must
eventually receive any cheque issued by or issued to the government. hence the central bank

records the transactions when the cheques are processed.
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STEPS TOWARDS THE PRODUCTION OF FLOW OF FUNDS
ACCOUNTS IN THE CARIBBEAN

[t is believed that one reason why manyv developing countries do not have a Flow of Funds
system is because there is insufficient data to consiruct an elaborate and comprehensive system.
n many countries there is no data on private savings and investment. the financing is also so0
frazmented that the private sector column in the Flow of Funds matrix is difficult ro §ill. This.
however. should not hamper its development since most developing countries vould sart oy
producing a system vn 2 limited scale. (2. one with a few broad consolidated sectors.  This
svstem though limited is still useful in assessing consistency of financial flows as well as being

used for monetary analvsis and forecasting.

This section attempts to outline a format 7or a fairly useful svstem that can be-produced in most
Caribbean countries ziven its data limitations. Every country in the Caribbean should be able to
produce 1 simple four scetor Flow of Funds svstem (banking, central gsovernment. =xtemal and a
residually determined “other domestic™ sectors). similar to what was produced in Jamaica. The
matrix van then be expanded by further disaggregating the sectors into smaller sub-sectors. and

simultaneousty deconsolidating the financial instruments.

A large portion of the data needed for the production of a Flow of Funds matrix is avajlable as a
by product of other central bank policy data. balance of payments., national accounts or other
financial statistical programs. In fact the four sector framework suggested only requires
published data from the balance of payments, government fiscal statistics and the monetary
accounts. These data are all readilv available in most Caribbean countries. An illustrative

example of this matrix, with indications where entries are expected is shown in Table 2 below.



TABLE2
' - ILLUSTRATIVE EXAMPLE OF “FOUR SECTOR"” FLOW
OF FUNDS SYSTEM
SECTORS
ITEM "Other Dumesuc” | Central | Banking | Exremal
Secetor Govt !  Sector Sector
Mon-financial Transactions X e - R
Balance
Government Domestic Lending iNet} X K¢ l - -
L
Govemment Domestic MHon-bank ot s ! - -
Borrowing |
|
Foreien Borrowing he N | X ; X
[}
‘ t
Change in Commercial Banks - - | A . )
WNF A l
!
Change 1n Money & Quasi Xfoney { - | ' ! -
i * !
| !
Change in Domestic Credit of the ol ) X i { i - \
Banking System i | '
Change in Monetary Authorities - - X X
MFA ]
Cther Itams (net) X - X X
]

Mote:  Guvernment Domestic Mon-Bank Borrowing i3 treated as a residual since domestic hank
financing of the budget deficit is taken from the monetary 1ccounts.

If the accounting identities of the three economic management accounts {BOP, Government
Fiscal Accounts and Monetary Accounts) are examined it will become clear how each item in
the Flow of Funds matrix can be identified, except for government domestic non-bank

borrowing which is found as a residual.

The Balance of Payments identitv can be written as :

AR = CA+AFI
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where :
..MR = the change in net otfictal international reserves of the monetary
authorities.
AFT = the change in net foreign lending or indebtedness of domestic
residents apart from official reserves.
CA =  the current account balance

The 2quation above shows how the Balance of Pavments acts as a constraint to resource use in
the cconomy. It is seen that a current account deticit can onlv be sustained if capital inflows
persist and 7 or net official international reserves can be decreased. This rinancing of the dericit

15 shown in the capital account.

The Monetary Seetor accounting identity can be written

MS = NFA+NDC
where: ]
MS = money supply {liabilities of the banking system)
NFA = net foreign assets of the banking svstem. including net otficial |
international reserves
NDC = net domestic credit extended by the banking system. including

other items (net).

The Government Fiscal accounting identity can be written

fFB = TR-TE
where:
FB = Fiscal Balance
TR = Total Revenue and Grants
TE = Total Expenditure and net lending

Everv Caribbean country should be able to implement a Flow of Funds system consistent with
the model outlined up to this point. It is also possible tor several of the more developed
Caribbean countries to go bevond this stage and develop a more disaggregated system by further

disaggregaring the four sector model outlined above. In several of these countries greater detail
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can be added to the system in spite ol Jata limitations and without having to collect additional
data., The increased detail involves going bevond published data and requires an examination of
the questionnaires sent to financial institutions by the central bank. Bearing in mind the
published data is usually 1 summation of several smaller items. which may be more usetul to
Flow of Funds in its disaggregated form. For instance total deposits of commercial banks is an
aggregation of time, savings. demand and foreign currency deposits. It is these disaggregated
items vhich will be useful in helping to analvse the :conomic phenomena. as well as allowing

analvsis 10 Zero in on a target instrument.

Having ascertained the degree of disaggregation available in the ‘verksheets of the ventral
panks. it is then possible to decide un the level or detail possible in the Flow or Funds matrix.
The Tirst step is to divide the banking sector into its components. the commercial bank sector

and the monetary authority.

Direct estimates for several of the sub-sectors under the residually determined “other domestic”™
sector is also possible. [he “other domestic™ sector inciudes all financial institutions other than
commercial banks and the central bank. Estimates should be made of as many individual
financial sub-sectors as possible. leaving a more homogenous “other domestic™ sector.
Estimates could be made for Trust and Mortgaze Finance Companies. Finance Houses and
Merchant Banks. and if possible Thrift [nstitutions. Development Banks. [nsurance Companies

]
and Credit Unions.

In several countries there would be problems in a central bank making direcct estimates tor the
Insurance Company and the Credit Union sectors, since the central bank does not have full
jurisdiction vver these institutions and the data reporting is thus usually deficient. [f this is the
case direct estimates should be made for as many NFIs as possible leaving the others to be

accounted for under the residual *other domestic™ sector.
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The =xternal sector and the central sovernment sector would remain unchanged from the Your
sector model. The expanded system will differ in that it includes several non-bank financial
institutions. [deally non financial corporations and househalds should be estimated individually.

however. this would virtusally be impossible given the limited database with which we are

working.

Throughout the description so far. little attention has been directly tocused on the expansion or
disaggregation of transaction tvpe detail. Nevertheless there has been an increase in detail of the
coverage of linancial transactions. as =ach sector is broken down into Jirectly zstimared
subsectors. new claims will be brought vut that were not previoustv in the mamrix. Such <laims
were “hidden” when the subsector was a consolidared part of the original zector irom "vhieh at

was disagaregated.

There are also direct atempts at {urther breaking down the financial transactions instruments.
An attempt is made at reducing the residual financial mstrument. i.e. the zovernment domestic
non bank borrowing, by directly accounting for some portion of this item through the change in
domestic credit of non bank financial institutions to the government. This domestie vredit takes
the form of both loans and investment. Other items that were previously entered as vne
agoregated figure of several different smaller components are now disaggregated. An zxample

of this is the change in money and quasi money which is subdivided into:
]

. Currency

. Demand Deposits

. Time and Savings Deposits
. Foreign Currency Deposits

This is easily available from published central bank monetary statistics. Change in domestic

credit of the banking system is divided between domestic credit of the commercial banks as well
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as the domestic credit of the central bank. The sector detail to which the credit was extended

was also further expanded.

In this newly expanded matrix. the financial svstem was expanded to take into account the role
of non bank financial institutions ¢.g. Trust and Mortgage Finance Companies and Finance
Houses and Merchant Banks.. Insurance Companies. Credit Unions. 2tc. Now on the liabilities
side of the financial system. instead of merely looking at the change in money and quasi money

of the banks. artention is also focused on changes in non bank financial institutions deposits.

On the asset side of the financial svstem change in domestic credit of the non bank financul
institutions is added. The domestic credit is broken down into investment and lvans ana are
shown separately in the accounts. The final change to the rfinancial instruments is the inclusion

of a new item. this being use of IMF credit.

An illustrative example of the =xpanded matrix showing where possible zntries shouid oceur is

seen in Table 3 below



TABLE 3
ILLUSTRATIVE EXAMPLE OF EXPANDED FLOW OF FUNDS SYSTEV

INGSTRUMENTS

SECTORS

“ithar
Domasiic

Cential
Governmant

~antral
Sanhk

|

Camrercisl
Banka

= t=nay

Jentyr

GO R

)

13

15

10.
11
12,

14.

MNou FinanciaL TRANSACTION BALANCE
Gov't DoMesTic LENOING (NET)

Gov't DomesTic Non-Bank BorrowiNG
FOREIGH BORROVING

CHANGE IN DomesTic CREDIT

OF COMIERCIAL BAHKS
Irrestments

Traasury bills

Olher Central Gov'l. Secunly
Time Deposits

Faricetable Stock

Equity 1n Subsidaries & Atfiliagtes
Other

Laans

Fublic
Private

CHANGE 1 CENTRAL BANK
DomesTic CReCIT

Investment

Ceniral govt secunties
Advances lo Gov'l Aganaies
Gthat Fublic Secunties

t.pcans

Public

CHaNnGE 1N DOMESTIC CREDIT OF NFls
Bal. due from Local Commaearcial Banks
(net)

Investmeants

Treasury bills

Other Central Gov'L Gecurity
Other Public Sact Secunty
Time Deposits

Marketable Ztock

Equily in Subsidaries & Affiliates
Qther

Loans

Public

Private

CHANGE JN MOMEY AND

Quast MonEY

Currency

Demand deposits

Time % 3avings deposits

Foreign deposits

Cantral gov'l Deposit

CHANGE Jti NOM BaMK FinANCIAL JHST.
DePOSITS

Casy DePosiTs AT CENTRAL Bank
RESERVES DEPO3IT AT CENTRAL BANK
CHAMGE IN CommeRcIAL Bank MET FOREIGH
ASSET

CHANGE Ji CENTRAL BARK MET FOREIGH
ASSETS

CHANGE IN NFIS NET FOREIGH ASSETS
Use OF LM.F. CreniT

16

OTHER ITEMS NET

<
X

9

-~

EnrA

B SIS

AW N N

LN

N

-~

PR N

A me—

— ey + — mmmmm— e -

LN

-~

Eo g

1]

o

E

<




BIBLIOGRAPHY
. Abraham, W.I. National Income and Economic Accounting. New fersey: Prentice Hall.
- 1969,
Alford, R.F.G. i : Ame A ‘ licatis

Hampshire: Gower Publishing Company 1936.

Bain, A.D. "Survev in Applied Economics: Flow of Funds Analysis.” Ecopomic Joungl 33
{351 {Dec_ 1973 1055-1093,

Bank of England. . tion o _Flow of Accounting, 1952-197). [London:
The Bank], August 1972,

B'mk of Jamaiea, Economice Policy & Programming Departmenr. An integrated Svstem
ancit . Xingston: Bank or Jamaica. Apnl 1988.

Bank of Jamaica, Research & Development Division. Tlow of Fupds Accoupts.
Kingston: Bank of Jamaica. 1985, '

Board of Governors of the United States Federal System. |
Washington: The Board of Governors. 1975.

Cohen. Jacob. Thenrv of Flow of Fu
Academic Publisher. 1987.

Dawson, .John, C.  Flow of Funds i ;
Accounts. and The Developing Countries. VVJShJI'l"IOﬂ Internzmonal \flonetar* Fund 1989,
(Goldsmith, Raymond W, ow of Capital Funds i ! . New York:

National Bureau of Economic Research. 1967,

International Monetary Fund.

Financial Statistics, (Draft). Vvashmszton IMF. Dec. 1984,

Wabhmomn IMF Institute, [1994].

Inter-Secretariat Working Group on National Accounts. Revised Svs of Natio
Accounts. Mew York: United Nations. Sept. 1992,

Johnson, Christopher. : vot'l inance 1970-75, New York: Longman. 1986.

Madsen, Paul. Macroeconomic Accounts: An Overview. Washington, D.C.; International
Monetary Fund, 1979.



-———"

Al

Powelson, John. P. Nationa ; w of Funds vsis, ~New York: Mc Graw-
Hill Book Company. 1968.

Ramirez. Roberto.

Vlasters Thesis. The Unnersm of the West Indies. St. :\urzustlne 1996,

Shaw, E.A. "A Flow of Funds Model for Monetary Analysis.” Bank of Jamaica. Flow of
Funds and Special Studies Dep't.. Kingston. 1992,

Trinidad and Tobage. Central Statistieal Office. Flow of Funds ror Tonidad and Tobago,
}1967-1976. Port of Spain: Ministry of Finance. 1979,

Turnbuil, Philtp. "The UK Sector Account.” Ecopomic Trends (479 «Sept. 1903y 103-
112,

United Mations. Svstem of Mational Ag¢coupts 993 Rev, =dition. *Vashington: United
Mations. 1995,




