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I. Introduction 

Our purpose is to survey flow-of-funds or national financial 
accounting in the context of the forthcoming revision of the United 
Nation's System of National Accounts (m) and with special emphasis on 
the potential of flow-of-funds analysis for developing countries. The 
task has been divided into three main sections. 

We begin in Section II with a consideration of the analytical uses of 
the flow-of-funds accounts, utilizing simple data matrices of the sort 
that could be available in most of the countries of the world. A key 
scheme for the analysis of financial fluctuations is presented, the 
saving-investment process, and this scheme is related to the data matrix. 
The data are also related both to financial policy problems that are 
commonly faced by developing countries and to more sophisticated types of 
projections and programming. In all, we emphasize the substantial 
usefulness of flow-of-funds data in the formation and execution of public 
policies in the financial area. 

In Section III we examine the conceptual relations between the flow- 
of-funds accounts and the m. This is done by examining the evolution of 
certain key features of the SNA standard accounts as these features have 
evolved in the successive revisions of the m, and, in particular, the 
representation of finance in the m. This latter evolution is pushed 
ahead to envision how financial data should be portrayed in the 
forthcoming SNA revision--1abeled m 1990. Section III also considers 
the closely related matter of the harmonization of the statistical systems 
of the Fund with the SNA as well as the technical problem of relating 
financial flows and balances in the accounts. 

Finally, Section IV considers the procedures to be used in the 
estimation of flow-of-funds accounts in the developing countries. It is 
demonstrated that an effective flow-of-funds system can now be implemented 
quickly and easily by most of these countries. However, the data problems 
these countries face are seen to have implications for the design of SNA 
1990. 

II. Analytical Uses of the Flow-of-Funds Accounts 

The broad purpose of the flow-of-funds accounts, or the sector 
capital finance accounts as they appear in the UN's System of National 
Accounts (m), is to facilitate analysis of the operations of the 
financial system. That is, these accounts aim at interpreting the 
transactions in financial markets carried out by the various economic 
sectors and at relating these transactions to the behavior of the 
nonfinancial economy. To this end the sector accounts record for each 
sector its capital formation, its gross saving (that is, its operating 
surplus), and its acquisitions of various types of claims (financial uses 
of funds) and the incurrence of various types of liabilities (financial 
sources of funds). In the sectoring scheme, financial institutions are 
separated out in order to distinguish their functional role. Finally, the 
whole can be presented as a technically interlocking matrix with balancing 
cross and down totals. Tables 1 and 2 present simple examples of this 



Table 1. Financial Flow Matrix I 
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type of matrix format that could be currently produced by most of the 
nations of the world. 

The analytical power of the flow-of-funds system of accounts--like 
that of the income and product accounts--stems fundamentally from the 
interlocking character of the system-- from the cross and down totals that 
balance for every period. Social accounting consistency requires that a 
flow change in any matrix cell be accompanied by corresponding changes in 
at least three other cells. For example, if increased government capital 
formation is to be financed by government debt issues, some sector must 
absorb the issues. To do so that sector must have larger sources of 
funds or must reduce other acquisitions. By making use of this feature in 
various forms, it is often possible to trace the impact of each sector's 
financial behavior on the others and eventually on the nonfinancial 
economy, or vice versa. 

In the following four parts of Section II, we shall try to indicate 
the range of different forms of flow-of-funds analysis. The level of 
detail would naturally depend on the sector and transaction detail 
available in the accounts, but we shall focus here on quite condensed 
matrices of the sort that many countries would be able to construct. It 
should also be borne in mind that, although our descriptions will focus on 
structures which are best revealed by the matrices, substantive work 
would be largely expressed as time series analysis. 

1. Saving-investment urocess analysis 

Perhaps the most pervasive structure used by flow-of-funds analysts 
is the saving-investment process. This is the process by which saving is 
transformed into ultimate lending, whence it passes through various 
financial channels to ultimate borrowing, and then into real investment. 
An important feature of the scheme is the insertion of financial 
institutions in the center between ultimate lending and ultimate 
borrowing in order to portray their role as financial intermediaries. 

The way in which the details of the process are worked into the 
scheme will vary with the analyst. One such scheme is shown in Chart 1, 
which is designed to reveal the domestic financing process. 1/ Private 
saving appears at the right of the chart and as the arrows indicate is 
either placed internally into real investment or is placed into ultimate 
lending (that is, used to acquire claims). This claims acquisition may 
take any of three major forms. They can be claims of financial 
institutions, thus placing funds with these institutions; they can be 
private credit instruments, thus passing funds directly through these 
markets to finance private ultimate borrowing; they can be federal 
securities, thus advancing funds in this market. In turn, financial 

Ll/ Rest-of-world saving, lending, and borrowing could easily be shown 
separately in another variant. 


