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Stock and Flow accounting

What is stock-flow consistency?
No leakages: The idea that everything has an origin and a destination

How can we ensure stock-flow consistency?

The flow accounting ensures:
1 Every transaction has an origin and a destination.
2 Someone’s deficit is someone’s surplus in the economy.

The balance sheet accounting ensures:
1 Someone’s (financial) asset is someone’s (financial) liability.
2 Someone’s wealth is someone’s debt.
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Non-financial flows between sectors

The table shows a simple example of non-financial sectoral flows of the real
economy, called the non–financial transactions in the national accounts.
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Combining the financial and non-financial transactions

Combining the financial and non-financial transactions:
Lets introduce a few financial flows:
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Combining the financial and non-financial transactions

Combining the financial and non-financial transactions
But interest is paid on deposits by the banks and received by the owners:
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Combining the financial and non-financial transactions

Combining the financial and non-financial transactions

We now add change in Loans (F4) to the flows – same logic.
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Example of Transactions in the Danish economy
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Example of Transactions in the Danish economy
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Why so much emphasis on tight-accounting rules?

1 Important to understand which sector is accumulating flows.

2 Important to detect debt problems.

3 The information is later used in defining the structure of the model,
known as stock-flow consistent models.
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Importance of flow accounting

Sectoral balances of the Danish economy
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Importance of flow accounting

Sectoral balances of the Icelandic economy
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What is the SFC framework capable of?

1. The framework can link the real and financial sectors.

2. The models have the potential to explain debt dynamics.
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How do stock-flow models compare with traditional
mainstream macro models?

Comparison:

1 Financial sector plays a passive role in traditional models:
Deficit on the real side of the economy is financed through borrowing
(usually there is no feedback effect from borrowing to real economic
activity)

2 Financial sector plays as an active role in SFC models:
Deficit on the real side of the economy is financed through borrowing.
BUT, in all SFC models there is a feedback effect from financing
activity to real economic activity
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The way forward

1 Models differ in their explanations and interpretations of economic
behaviours.

2 All macroeconomic models have their own strengths and weaknesses.
3 Macroeconomic models should be more open to integrate realistic

features from other disciplines.
4 Current macroeconomic models should also pay considerable attention

to the balance sheet analysis along with the flows.
5 The focus should be on understanding the link between financial flows

and the real sector.
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Thank you!
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