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Role of the personal sector in the flow of funds in the United Kingdoi
LAWRENCE S. BERMAN 

Assistant Director, Central Statistical Office

This paper is concerned with problems arising in measur
ing and evaluating the role of the personal sector in the 
flow of funds in the United Kingdom. The first part of 
the paper deals with problems of measuring personal 
saving; the second with methods of assessing its im
portance; the third considers ways of analysing the 
personal sector’s financial transactions for different 
purposes; and the fourth and final section provides an 
assessment of this kind of analysis.

1. Measuring Personal Saving

There are four ways of measuring personal saving. First, 
as the difference between estimated personal disposable 
income (that is, personal income after payment of taxes 
on income, national insurance and health contributions, 
etc.) and estimated consumers’ expenditure; second, by 
adding up transactions in personal assets and liabilities; 
third, by using the results of sample surveys of household 
income and expenditure (‘savings surveys’); and fourthly, 
from balance sheet data.

The first method—obtaining estimates of personal 
saving as the balancing item in the personal income and 
expenditure account—is the traditional method used in 
compiling the national income accounts. The estimate 
obtained in this way is a relatively small difference 
between two large estimates and as such is particularly 
uncertain.

The estimates of total personal saving are subject to 
error from two sources. First, the estimates of each of 
the various items of factor income and final expenditure, 
which enter directly into the personal income and 
expenditure account, are subject to error. These are the 
estimates of income from employment, income from self- 
employment and of consumers’ expenditure. The second 
source of error lies in the estimates of transfer incomes. 
The figures of transfers from the public sector to the 
personal sector (e.g. pensions, benefits, allowances, etc.) 
can be regarded as accurate, but there is no direct in
formation available about transfers from the corporate 
sector to the personal sector (*).

A major problem is in estimating dividends and interest 
paid by the company sector to the personal sector. One 
problem is estimating payments of dividends and interest

(*) This is an edited version of a paper presented to the Eleventh 
General Conference of the International Association for 
Research in Income and Wealth, held in Israel in August 1969. 
The statistics included are derived largely from the National 
Income Blue Book for 1969 and the October 1969 issue of 
Financial Statistics.

(•) An interesting problem, which has not been resolved satisfactor
ily is how to treat the element o f depreciation included in the 
‘mileage allowances’ given by companies to their employees.
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by one company to another as these cancel out. Another 
is ensuring that data about pompany income earned

are provided by balance of payments 
statistics, are congruent with information about income 
earned in the United Kingdom, which is based on the 
Inland Revenue tax statistics. A. further problem is to 
allocate the taxes on income received by the central 
government between payments by the personal sector 
and by the company sector. Because of the changes in 
tax arr£^ngements which have taken place in recent years, 
the information on which the estimates of dividend and 
interest payments is based has improved considerably. A 
consequence of this has been to increase the overall 
estimated level of company dividend and interest pay
ments to the personal sector and an improvement in the 
estimated division of tax payments between the personal 
and the company sectors.

Notwithstanding this, the estimates of personal saving 
obtained from the personal income and expenditure 
account in the national accounts are regarded as pretty 
weak, among the weakest in the accounts. But it may be 
noted that errors in the estimates of personal saving are 
matched largely by errors in the estimates of private 
corporate saving; the estimates of saving by the private 
sector as a whole are considerably more reliable.

A second method of estimating personal saving is by 
using the flow of funds approach; that is by using the 
financial transactions accounts together with estimates 
of gross domestic fixed capital formation and of stock
building by the personal sector. The aggregate of the 
transactions in assets and liabilities by the personal sector 
is equal in principle to personal saving plus or minus 
capital transfers received and paid. The problem here is 
to identify all the transactions in assets and liabilities by 
the personal sector, to measure them accurately and to 
eliminate capital gains and losses. In general, estimates of 
changes in financial assets and liabilities are not directly 
available for the personal sector; they have to be either 
inferred indirectly from information provided by other 
sectors, or obtained as residuals. For example, the life 
assurance companies and the building societies both 
provide information on their loans for house purchase; 
and returns from banking institutions give details of the 
amounts advanced to and deposits received from each 
of the different sectors, including the personal sector. 
Similarly, savings banks provide information on changes 
in their deposits and lending. Government sources pro
vide information on the amounts borrowed by issuing 
non-marketable securities (e.g. national savings certi
ficates and tax reserve certificates) from which can be 
inferred the amounts lent by the personal sector. On the 
other hand, estimates of transactions in marketable
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itics by the personal sector are obtained as residuals 
the difference between the aggregate of the sales and 

purchases of all the other sectors (’).
An important problem is to ensure that all transactions 

arc on a cash transactions basis and do not include 
changes in valuation. Another is to ensure that the timing 
of the various transactions in a particular asset by the 
different sectors is consistent. There arc also problems 
associated with sampling, as it is not practicable to 
collect information from all the smaller financial in
stitutions.

Furthermore, it is not yet possible to rawsurc all the 
transactions in financial assets and liabilities by the 
personal sector. The main gaps at present are trade credit 
by the corporate sector to the unincorporated sector, and 
loans made by industrial and commercial companies to 
the personal sector. The aggregate of the changes in 
financial assets and liabilities of the personal sector is 
called its ‘net acquisition of financial assets’, or its 
‘financial surplus’. The estimate of the personal sector’s 
saving (before providing for depreciation and slock 
appreciation) can be obtained from this by adding an 
cslimatc of the personal sector’s capital expenditure on 
fixed assets and of the increase in the value of its holdings 
of stocks and work in progress, allowing for any capital 
transfers received or paid. (The calculation is set out in
Table 3.)

Providing an estimate of the personal sector’s ex
penditure on physical assets is not easy. Even if estimates 
are available for expenditure by different industry groups, 
there is the problem of dividing these estimates by sector. 
Generally this can be done only in a fairly rough and 
ready way. A particular difficulty is estimating transac
tions in land and existing buildings by the personal 
sector. In the United Kingdom accounts this is derived 
for the personal sector as a residual estimate. F ib res  arc 
obtained for the public sector, for financial institutions, 
for property companies and other industrial and com
mercial companies; and the difference between these 
total sales and purchases are regarded as sales by the 
personal sector. In recent years these have been very 
large indeed averaging about £250 milion a year. They 
represent largely sales of agricultural land for use in new 
housing developments and for roads.

There is a very large difference between estimates of 
personal saving obtained by aggregating transactions in 
assets and liabilities and that obtained as a residual in 
the personal income and expenditure account. The former 
estimate has consistently exceeded the latter estimate and 
the difference between the two in recent years has 
averaged about £550 million a year, equal to about 2 per 
cent of personal disposable income. ( ^  Table 1).

A third method of estimating personal saving is by 
means of a sample survey of households. This method 
has not been u ^  in the United Kingdom since 1960 
mainly because other statistical work has been given 
higher priority. The chief merit of this approach is that it 
enables information on total personal saving to be 
provided for different ranges of income and by family

A full account of the methods used in estimating the financial 
transactions of the personal sector is given in National Aceounts 
Statistlej: Sources and Methods. Chanter XIV. (HMSO I9MV

circumstances, social class, etc. No other method can 
provide this kind of information. But reasonably reliable 
estimates of total personal saving cannot be obtained 
from such sample surveys, unless a very large number of 
households in the higher income groups—who do most 
of the saving—arc included in the sample. The problems 
involved are not just simply ones of sampling errors, but 
also of errors in reporting. Many people do not know 
how much they save in a year and many others arc not 
prepared to say. To answer this seemingly simple ques
tion requires a very complicated and formidable-looking 
questionnaire. However, any figures obtained from a 
savings survey of households would not provide figures 
of saving for persons living in institutions or for certain 
private trusts within the personal sector. Even if special 
arrangements were made to cover these groups, estimates 
of total personal saving obtained by this third method 
would be considerably inferior to those obtained by 
either the first or second methods. They would give little 
guide to the total level of saving by the personal sector 
or to year to year changes.

The fourth method of estimating personal saving is by 
using balance sheet data.«The difference between the 
market value of the personal sector’s assets at one date 
and the next date represents personal saving between 
the two dates and capital gains and losses, both realised 
and unrealised, and also various other valuation and 
capital adjustments. Jack Revell and his associates (*) 
have prepared comprehensive estimates of the balance 
sheet of each sector of the economy for the years 1957 
to 1961, and they are being brought more up to date by
Jack Revell and Alan Roe (Department of Applied 
Economics, Cambridge). It would be fair to say tnat
these estimates can be used to provide a reasonable 
indication of the composition and trend in the net worth 
of the personal sector over a run of years, but annual 
estimates of personal saving derived from them would be 
subject to very substantial margins of error.

11. T he Importance of Personal Saving

The importance of personal saving may be assessed in a 
number of ways. One way is to relate personal saving 
to personal disposable income (that is, the amount of 
personal income available for spending or saving). 
Figures of personal saving as a percentage of personal 
disposable income (both reckoned before providing for 
depreciation, stock appreciation and additions to tax 
reserves) are given in Table 1. This percentage is the 
personal savings ratio.

Personal savings ratio
TABLE 1 Pttrcenti|ts

1964 1965 1966 1967 1966
Average 
1964 to 

1968

Estimate from income 
and expenditure ac
count 8-1 85 84 79 7-5 81

Estimate from trans
actions In assets 9 6 100 98 10-3 11-0 102

(*) Jack Revetl, assisted by Graham Hockley and John Moyle, The 
Wealth o f the Nation. Cambridge University Press, 1967.
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These figures indicate the average propensity to save 
of the personal sector. The savings ratio estimated from 
the personal income and expenditure account has 
fluctuated around 8 per cent during the 1960’s with no 
upward or downward trend. The estimates based on 
transactions in assets and liabilities, although higher, also 
seem to show a level trend (*). The best estimate of the 
savings ratio probably lies somewhere between the two 
independent estimates.

A second way of assessing the importance of personal 
saving is to relate it to the total saving of the economy. 
In the table below the estimates of personal saving are 
the residuals in the income and expenditure account and 
are measured both gross and net.

Personal saving as a percentage of total saving
TABLE 2 Percentages

1964 1965 1966 1967 1968
Average 
1964 to 

1968

Measured before pro
viding for deprecia
tion and stock ap
preciation .. 290 29-2 300 30-2 25-8 28-7

Measured after pro
viding for deprecia
tion and stock ap
preciation .. 35-6 359 38-3 39-5 32-6 36-3

These two measures of the importance of personal 
saving tell us nothing about how much saving is required 
to match the investment in fixed assets and stock
building by the personal sector itself and how much is 
available to finance investment in physical assets by 
other sectors of the economy. A simple way of measuring 
this is to relate the personal sector’s net acquisition of

N et acquisition of financial assets
TABLE 3 C million

1968
Average 
1964 to 

1968

Personal saving, before providing for de
preciation and stock appreciation 2.200 2,128

Capital transfers received (') 192 159
less Taxes on capital paid —422 —333
less Capital expenditure on new dwellings —733 —685
less Other fixed capital expenditure (̂ ) . . —626 —568
Receipts from sales of land and existing
buildings to other sectors 227 251

less Increase in value of stocks and work in *
progress —192 —127

etjuofs Net acquisition of financial assets by
825personal sector . 646

Percentage of total investment in physical 
assets by other sectors and net investment
abroad j 10 14

(') Includes grants to finance capital expenditure by universities, 
etc.

(̂ ) Includes capital expenditure by unincorporated businesses, 
universities and other non-profit-making bodies.

(•) It may be noted that the personal savings ratio was very much 
lower during the 19S0's and on a rapidly rising treod.
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financial assets and liabilities (its ‘financial surplus’) to 
the total investment by other sectors. The net acquisition 
of financial assets by the personal sector measures the 
extent to which on balance it contributes by way of net 
lending to finance the capital formation of each of the 
other sectors of the economy and net investment abroad. 
The way in which it is calculated from-estimates of 
personal saving is set out in Table 3.

This shows that a substantial proportion of personal 
saving is required to finance investment in physical 
assets (including dwellings) by the personal sector itself. 
Thus the personal sector provides only a small propor
tion of the funds used by other sectors of the economy 
for investment (•).

Although the personal sector is on balance a net 
lender to other sectors of the economy, it is also a large 
borrower. It borrows from financial institutions and pub
lic authorities, notably to finance the purchase of dwell
ings and durable goods. In assessing the importance of 
personal saving it is essential to distinguish these flows. 
We need to look at the personal sector’s gross acquisition 
of financial assets as well as at its net position. A con
ceptual difficulty here is that individuals may realise 
some of their financial assets to help finance the purchase 
of a new dwelling or durable goods, like a car. It is not 
possible to distinguish such sales of assets for this 
purpose. To get as close as possible to gross acquisition 
of financial assets, borrowing (i.e. gross borrowing less 
repayments) by the personal sector is -distinguished in 
Table 4.

Gross acquisition of financial assets
TABLE 4 £ million

1968
Average 
1964 to 

1966

Net acquisition of financial assets .. 646 625
Borrowing (net) from banks 43 43
Borrowing (net) for house purchase 962 835
Increase in consumer debt (net) 22 16

Gross acquisition of financial assets 1,673 1.719

As a percentage of total Investment In 
physical assets by other sectors and net 
investment abroad .. 26 30

What has been done in fact is to distinguish between 
the financial assets and liabilities of the personal sector. 
To put it another way we are looking, as far as possible, 
at its sources and uses of finances. We have had to 
ignore, because of lack of information, trade and other 
credit (other than instalment credit) provided by other 
sectors to the personal sector. The figures of gross 
acquisition of financial assets (the gross financial surplus) 
represent the amount of money which the persond 
sector makes available to other sectors to finance their 
physical investment and the loans they make in turn to 
finance the capital and current expenditure of the per
sonal sector.

(•) This proposition also applies if the so-called ‘l ^ t  estimate* of 
personal saving is used (referred to in a previous paragraph) 
mstead of the residual estimate.
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111. Financial Transactions

Details of the personal sector's transactions in financial 
assets and liabilities arc set out in its financial transactions 
amount These show how much and in what ways he 
Dcrsonal sector borrows from other sectors of the 
Konomy, and also the ways in which its financial surplus 
is used to provide funds for these other sectors Financial

Jalendar years in the National Income Blue Book and 
for quarterly periods in Financial Slalisucs and in the
Bank o f England Quarterly Bulletin.

The financial transactions accounts for the personal 
«cior can be rearranged for different analytical purposes. 
fC  the mtnsactions can be analysed by sector. The 
« " o n a l sector provides funds direct y to the public

alto provides funds to financial intermediaries, which in 
thetr^tum lend them to other sectors of the economy, or 
use them to finance their own investment in fixed assets, 
o^to lend them back to the personal sector itself. Second, 
the transactions can be analysed by type of “ set. An 
important distinction here is between liquid assets of the 
M ^ n a l  sector and other assets. A third way of classify- 
mg the data is to draw a distinction between regu ar, or 
contractual, saving and other forms of saving. In the 
paragraphs below these vanous ways of analysing the 
transactions in financial assets of the personal sector are
examined.

Analysis by sector
In the case of non-markctablc securities and loans and 
mortgages, the sector to which the pcRonal sector is 
lending to, or borrowing from, can be identified readily

from the financial accounts. The personal sector lends 
directly to the government by acquiring non-markctablc 
securities like national savings certificates, or to the 
banks and other financial institutions by adding to its 
deposits. Similarly, with a loan (say for house purchase) 
from a financial institution to the personal sector, the 
financial flow from the former to the latter is direct and 
can be measured. However, in the case of marketable 
securities (including also notes and coin) it is not possible 
to match the purchase of a security by the personal 
sector against a corresponding sale by another sector. 
Financial transactions accounts can record only the net 
transactions arising from purchases and sales during a 
period. Who actually buys from whom cannot be 
measured. This means that it is not possible to identify 
the sector acquiring capita! issued by companies in any 
period. It is not possible to say how much of the new 
capital issues were acquired by the personal sector or by 
insurance companies, and so on. But this question is not 
a useful one as the answer would depend on the time 
period considered. Capita! issues arc sometimes pur
chased with a view to making a quick profit. A particular 
difficulty with the United Kingdom accounts is that it is 
not possible to distinguish separately transactions by 
the personal sector in securities issued by industrial and 
commercial companies from those issued by finance 
companies and by companies operating abroad.

An analysis by sector of the financial transactions of 
the personal sector is given in Table 5. In this table the 
personal sector's net claims on each of the other main 
sectors of the economy arc shown separately. Loans to 
the personal sector by other sectors of the economy have 
been netted off in every case. Net claims on the public

Financial transactions by the personal sector
Analysis by sector £ million

TABLE 5
19M

Acquisition of public sector debt:
Centrsl fovernment .............................................................................
Local fovernment .......................................................................

less Loans by public sector to personal sector .....................................

Increase In net claims on public sector . .

Increase in dcposlu with banks ...........................................................
less Advances and loans to personal sector .....................................

Increase In net claims on bankinf s e c t o r ................................................

Increase In deposlu with other financial Institutions .........................
less Loans to personal sec to r......................................................................

Increase In net claims on other depo$it*sccklnf Institutions

Increase In funds of life assurance and pension schemes 
less Loans to parsonal se^or ..

Increase In net claims on life assurance and pension schemes 

Acquisition of unit trust unlo .........................
Acquisition of company and overseas securities (•)
Unidentified and miscellaneous 

Net acquisition of financial u seu  by personal sector 

(*) Includes notes and coin.
(■) Includes securities issued by banks and other financial institutions

1965

61

19

1966

21

338

1967

•169

267

1,187
—103

1,107

—363

4 o 662

1.084

912

1,250
—810

1,210

105
—590

1.019

440

1.428

1968

594

50

1.603 
— 89

1,514

887 646
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sector include notes and coin and both marketable and 
non-marketable securities. Net claims on financial in
stitutions are divided into four kinds: first, net claims 
on the banking- sector; second, net claims on other 
deposit-seeking financial institutions (building societies, 
savings banks and hire purchase finance companies); 
third, funds of life assurance and pension schemes; and 
fourth, unit trust units (open ended trusts). Subscriptions 
to capital issues by financial institutions are not separately 
distinguished in the table, but are included under the 
heading ‘Company and overseas securities’.

An objective of this analysis is to trace the flow of 
funds from the personal sector through financial inter
mediaries to their ultimate destination. In the case of 
financial transactions with the banking sector this is not 
an easy thing to do. The personal sector’s net claims 
(i.e. personal deposits./ej‘5 advances) on the banking 
sector increased by some £2,300 million from 1964 to 
1968. This increase in the banking sector’s liabilities was 
matched by an increase in its assets consisting of lending 
to companies, overseas residents and to the public 
sector. But this is as far as the analysis can go, at least 
on an ex-ante basis, as increased bank lending to the 
private sector itself tends to cause an increase in deposits 
rather than be the result of it. Changes in bank deposits 
are, of course, also determined by the size and pattern 
of government borrowing. At the margin it might be 
more right than wrong to argue that an increase in the 
personal sector’s claims on the banks is matched broadly 
by an increase in the banking sector’s claims on the 
public sector (’)—but this is a matter for debate.

The increase in the personal sector’s claims on other 
deposit-seeking institutions, such as the building societies, 
savings banks and hire-purchase finance companies, is 
easier to deal with. Table 6 provides a summary of their

Sources and uses of funds of other deposit-
seeking institutions (̂ )

£ millionTABLE 6

1968
Average 
1964 to 

1968

Sources of funds:
Increase in personal deposits 932 912
Increase in other deposits 2 21
Capital issues 3 5
Other identified sources 4 11

Total identified 941 949

Uses of funds;
British government debt —19 82
Local authority debt 124 169
Company and overseas securities 
Loans to industrial and commercial

—11 2

companies —21 13
Loans to personal sector 882 687
Other identified uses 16 24

Total identified 971 977

(') Building societies, savings banks and hire purchase finance 
companies.

(’) The justification for this argument is that if United Kingdom 
residents had acquired government debt instead of bank 
deposits, government borrowing from the banks would have 
been that much lower.
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sources and uses of funds. Most of their deposits come 
from the personal sector but there are considerable year- 
to-year variations in deposits received from other sectors, 
in particular from the banks and overseas residents. 
Most of the money received is lent back to the personal 
sector, mainly in the form of loans for house purchase, 
but a large part is used to acquire public sector debt. In 
the case of the savings banks, all the funds obtained are 
re-lent to the public sector; whereas, in the case of the 
building societies, loans to the public sector represent 
reserves or liquid assets. It may be concluded that the 
increase in net claims by the personal sector on deposit
seeking non-bank institutions is very roughly matched 
by an increase in these institutions’ claims on the public 
sector.

The third and most important means of channelling 
the personal sector’s surplus funds to other sectors of 
the economy is through the life assurance and pension 
schemes. The uses to which these funds are put are set 
out in Table 7. One half of the increase in their funds is

Investments acquired by insurance companies (‘)
and pension funds

TABLE 7 £ rnillion

1968
Average 
1964 to 

1968

British government marketable securities 134 135
Other central government debt 73 61
Local authority debt 
Company and overseas securities:

18 17

Fixed interest ......................... 243 289
^3ther

Loans to industrial and commercial com
506 354

panies 57 73
Loans to public corporations 7 7
Loans to personal s e c t o r ......................... 89 75
Land, property and ground rents ., 235 158
Miscellaneous (̂ ) .................................... 97 72

Total .,  .................................... 1,459 1,241

(') Includes investments acquired by the general funds of insurance 
companies.

(*) Mainly short-term assets.

used to acquire company and overseas securities and on 
average just over one half of this is invested in equities. 
The rest is used to provide finance for the public sector, 
for making loans direct to industrial and commercial 
companies and also to the personal sector. As well as 
being a source of financing the investment expenditure 
of other sectors, the insurance companies and pension 
funds also carry out a considerable amount of fixed 
capital formation on their own behalf by acquiring or 
building, for example, blocks of offices and flats for 
letting.

The fourth flow distinguished in Table 5 consists of 
purchases of unit trust units by the personal sector. 
Almost all of these funds are used by the unit trusts to 
purchase company and overseas securities.

Capital issues by the various financial institutions have 
not been mentioned. These are included within the total 
of company and overseas securities shown in Table 5, 
Capital issues are made by banks and insurance companies
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as well as by investment trusts. The funds raised by the 
investment trusU are used mainly for purchasing com
pany and overseas securities, but from time to time they 
buy and sell public sector securities.

It is not easy from the information which has been 
assembled here to trace how the various financial inter
mediaries channel the funds provided by the personal 
sector to finance the investment of the other sectors. One 
difficulty is that Table 5 can tell only part of the story. 
This is because of the large size of the unidentified items 
shown in the table. As has been indicated already a part 
of this certainly represents unrecorded financial trans
actions, probably loans and credit of one sort or another 
advanced by industrial and commercial companies to the 
personal sector, and errors in the estimates recorded, 
^rtherm orc, it is not always possible in practice to 
match completely the sources and uses of funds of the 
various financial institutions (see Table 6). A large part, 
probably, is also the chunterpart of an understatement 
of the national income estimates of personal saving and 
of a possible overstatement of the estimates of personal
investment in physical assets.

The conclusion of the analysis is that the personal sector 
in the U nited Kingdom provides little or no finance directly 
to the public sector and is in fact a receiver of finance 
from industrial and commercial companies. But indirectly, 
the personal sector’s financial surplus docs finance the 
investment of the other sectors of the economy by way of 
the financial intermediaries. Of course, this must be so 
by definition. To seek to establish precisely the ways in 
which the funds of the personal sector arc channelled 
via the financial intermediaries to other sectors of the 
economy requires a very much more detailed analysis of 
the statistics than has been undertaken here. All the 
sectors of the economy would have to be brought into 
the analysis because they arc all involved in one way or 
another. Financial intermediaries borrow and lend to one 
another; industrial and commercial companies borrow 
from the banks and other financial institutions and raise 
new money by capital issues, but at the same time they 
arc lending to the public sector and acquiring securities 
from other sectors. The kind of analysis which could 
Ukc account of all financial transactions would be 
similar to input-output analysis, which seeks to establish 
relationships between the outputs and the inputs of 
different industry groups. In theory, a similar sort of 
analysis could be done with financial flows ex-post— 
tracing the ultimate (both direct and indirect) sources of 
funds of each sector’s investment in physical assets. In 
particular, the analysis could show the ultimate destin
ation of the personal sector’s financial surplus in each 
year. Such an analysis would need to be carried out for a 
run of years if it were to be at all useful, as the co
efficients (i.e. the source of funds per unit of use of funds 
for each sector) would certainly vary from year to year. 
But given the various statistical discrepancies, which 
have been referred to, it is difficult to believe that such a 
detailed analysis would be really worthwhile and add 
significantly, if at all. to the fund of knowledge. An 
alternative approach would be to base such an analysis 
on balance sheet data. But the results would be perhaps 
less useful as they would refer to average relationships, 
whereas the flow of funds data would refer to marginal 
relationships.

/ r

Transactions in marketable securities 
During the 1960’s the personal sector has been a net 
seller of marketable securities, including both British 
government bonds and company securities. On the 
other hand, financial intermediaries have been net 
purchasers of these securities. Table 8 provides a sum
mary by sector of transactions in these marketable 
securities.

In the table, the net acquisition of securities is shown 
as positive and net sales as negative. The pattern of 
transactions is complex and cannot be described ade
quately by the table; but the broad picture is clear enough. 
The personal sector has been selling on average each year 
over £100 million of government bonds and about £700 
million of company and overseas securities. These sales 
have been more than matched by the acquisition of 
securities by the financial institutions. Thus, as has been 
pointed out in the article ‘More light on personal saving* 
(Economic Trends^ April 1965) and elsewhere, the per
sonal sector is steadily switching from direct holdings of 
marketable securities to indirect holdings through the 
financial intermediaries.

Transactions in marketable securities (*)
A verage 1964 to  1968

table  B £ mtlllon

Central
govern*

ment
stocks

Company
and

overseas
securities

Banking sector:
Capital Issues 
Other ..

O ther fmanclal Institutions:
15

Capital issues 
Other ..

•  e

•  » 6 6 $ ^ 204

•  4

Industrial and commercial companies: 
Capiul issues (*)
Other (*)

Public sector 
Overseas sector 
Personal sector (')

66 
15 

136

(*) Net acquisition of securities is shown as positive and net sales 
as negative.

*) Capital issues by quoted companies only.
•) Cash expenditure on acquiring subsidiaries, trade Investmena

and unincorporated businesses.
(*) Estimates of sales by the personal sector are obuined as the 

residual difference between estimated to u i sales and to tti 
purchases by all other sectors.

It has been alleged that if the personal sector con
tinues to sell company securities at the rate of £700 
million a year, it will not be all that long before its 
holdings run out. This statement overlooks two factors. 
The first is capital gains and losses. Changes in the market 
value of holdings of securities between two dates are 
equal to cash transactions in the period p/us'both realised 
and unrealised capital gains or losses. If stock market 
prices are rising, it would be possible for the personal 
sector to sell substantial amounts of stock without the 
market value of its holdings falling. According to Jack 
Rcvell and associates (op. cit). the market value of the 
personal sector’s holdings of company and overseas 
securities at the end of 1961 was something like £21,0(W 
million. Thus, an increase of 3 per cent per annum in
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market values would just about offset sales of securities 
by the personal sector. A second factor, which is normally 
overlooked, is that the official figures of transactions in 
company securities take no account of the incorporation 
of existing enterprises, except when a company acquires 
an unincorporated business as a going concern for cash. 
When an unincorporated enterprise becomes incorporated 
the business is transferred from the personal sector to 
the industrial and commercial company sector, but this 
transaction is not recorded in the financial transactions 
accounts. The total value of the personal sector’s 
holdings of assets is unchanged, but there is a change in 
its composition. In particular, the market value of the 
personal sector’s holdings of company securities is 
increased, but this is not recorded as an acquisition of 
securities as there has not been a cash transaction. 
Ideally, this transaction should be recorded; but in 
practice it cannot be, as the nominal value of the shares 
issued in exchange generally bears no relation at all to 
the market value of the transaction.

The sequence of events is often as follows. In the first 
instance a private company is formed and the individual, 
or group of individuals, owning the business receive 
non-quoted shares in exchange. Some years later, if the 
business is successful, the directors of the private com
pany decide to transform it into a public company, in 
other words to *go public’. When this happens the 
directors and other shareholders of the company sell a 
proportion of their shares for cash to the institutions and 
to the public generally. These transactions would be 
recorded in the financial transactions accounts, whereas 
the original acquisition of shares were not.

To complete this discussion it should be mentioned that 
a large part of the personal sector’s increase in claims 
on the financial institutions are close substitutes to 
direct holdings of company securities. The most obvious 
examples, of course, are purchases of unit trust units, 
which amounted to £84 million in 1967 and £258 million 
in 1968, and purchases of annuities and single premium 
assurance bonds amounting to nearly £200 million in 
recent years. Purchases of shares in investment trusts by 
the personal sector are included already in the figures of 
company and overseas securities in Table 5.

Contractual saving
Personal saving may be usefully divided between con
tractual and non-contractual saving. Not all the various 
forms of contractual saving can be measured, but the 
most important ones can. These are the regular con
tributions made by employees to pension schemes, 
premiums paid by individuals on life assurance policies 
and the repayment of house purchase loans and hire 
purchase debt. Contractual saving is a means of saving 
regularly out of income, partly to finance possible future 
expenditure and partly to finance expenditure incurred 
in the past. Saving through life assurance and pension 
funds generally comes into the first category; the repay
ment of house purchase loans and hire purchase debt into 
the second.

Contractual saving does not appear as such in the 
financial transactions account for the personal sector. 
This account shows the increase in the funds of life 
assurance and superannuation schemes, net borrowing
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for house purchase (i.e. gross borrowing less repayments) 
and the increase in hire purchase debt. However, the 
various forms of contractual saving can be identified by 
rearranging the basic data from which the sector financial 
accounts are compiled. But this is an important limitation 
as most users of financial accounts are not sufficiently 
acquainted with the underlying basic data to carry 
out the calculations themselves.

Contributions of employees and individual premiums 
to life assurance and pension schemes cover both annual 
premiums and single premium payments for annuities 
and life assurance. Strictly speaking, the lump sum single 
premium payments are not a form of contractual saving; 
rather they represent the switching from one form of 
saving to another. Figures of contractual saving ex
pressed as a percentage of personal disposable income 
are shown in Table 9. Annual contributions by employees 
and individual premiums as a percentage of personal 
disposable income are on a gently rising trend, having 
risen from 3-4 per cent of disposable income in the early 
1950’s to 3-8 per cent in 1966-68. The repayment of 
house purchase loans has increased at a faster rate

A  A  M ^ A  A  ^

from l |  per cent of disposable income in the early 1950’s 
to 2-7 per cent in 1966-68. On the other hand, the repay
ment of hire purchase debt in relation to disposable 
income seems to show a downward trend during the 
I960’s. Taken together, all these various forms of con
tractual saving more than account for the total of per
sonal saving. But this represents, as it were, the ‘gross’ 
position; the ‘net’ position is rather different. For the 
personal sector as a whole, the repayment of house 
purchase loans has always been exceeded by new borrow
ing for house purchase. Likewise, the repayment of hire

Contractual and other saving 
Percentages of personal disposable income 

TABLE 9 Percentages

Average 
1953 to 

1955

Average 
1960 to 

1962

Increase in funds of life assur
ance and pension schemes: 

Employees contributions 
and individual premiums: 
Single premiums (') 
Annual premiums 

All other receipts /ess pay- 
m e n ts F ) ......................... —0-1

Average Average 
1963 to 1966 to 

1965 1968

Total «  • 3-5 4-5

Repayment of house purchase
loans (’) .........................

Repayment of hire purchase
debt (*) .........................

Ail other forms of saving less
b o rro w in g .........................

Unidentified transactions

1-6

Total personal saving 7-9

(*) Single premium payments for life assurance and annuities.
(̂ ) Employers' contributions plus rent, dividends and interest 

/ess pensions, annuities and benefits and less costs of ad
ministration.

!̂ ) Includes premature repayments.
[̂ ) The figures relate to the repayment of debt by all borrowers 

(Including companies) to finance houses, durable goods shops 
and department stores.
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purchase debt in recent years has been either sub- 
sUntially reduced or negatived by new borrowing. It is, 
of course, these net figures which appear in the financial 
transactions accounts. They also appear in Tabic 4.

In contrast, the funds of life assurance and pension 
schemes have increased every year as their income from 
employees' and employers' contributions, individual 
premiums and from rent, dividends and interest have 
exceeded the amounts paid out in pensions, annuities 
and other benefits and in administrative costs and 
Uxation. Over the five year period 1964 to 1968, the 
net increase in these funds has accounted for nearly two 
thirds of total personal saving. Their importance has 
owed a great deal to the tax advantages olTcred by them.

Contractual saving by employees and individuals by 
way of annual payments to life assurance and pension 
schemes and repayments of house purchase loans arc 
clearly important in the United Kingdom. They arc 
important because the sums involved arc large and also 
because they arc to a large extent insulated from short- 
term fluctuations in real income. As Table 9 shows, 
these two forms of regular saving, expressed as a pro
portion of personal disposable income, have continued 
to increase during the I960’s, whereas the corresponding 
figures of total personal saving have not.

Liquid and non^liquid financial assets
For analytical purposes it is often useful to draw a 
distinction between the acquisition of liquid and non
liquid assets by the personal sector. The financial 
transactions accounts for the United Kingdom provide 
a basis for this to be done, but the main difficulty is to 
know where to draw the line between the two kinds of 
assets. Liquid assets arc, generally speaking, those assets 
which can be readily turned into cash with no risk of 
capital loss. The most liquid of these assets arc notes 
and coin and current account, or demand, deposits with 
the banking sector. They also include time deposits and 
deposits with other financial institutions and certain 
short-term non-markeiablc assets of the public sector 
which have a guaranteed capital value (e.g. national 
savings certificates). They exclude government marketable

stocks which can always be sold readily for cash but 
sometimes only at a loss. The latter arc strictly speaking 
readily marketable non-liquid assets.

Figures of changes in the liquid assets of the personal 
sector arc summarised in Table 10. It shows that the 
personal sector has been adding substantially to its 
holdings of liquid assets in recent years. In the five years 
ending December 1968. the increase in the personal 
sector’s holdings of liquid assets was equal to 70 per cent 
of the increase in personal saving over the period. 
Furthermore, it can be demonstrated that the distri
bution of personal saving among the various forms of 
liquid assets was determined partly by their relative rates 
of interest.

To fully appreciate the meaning of the figures, informa
tion is also needed about the absolute level of the 
personal sector's holdings of liquid assets. This informa
tion is not available from the financial transactions 
accounts, but estimates of the holdings of 'selected 
liquid assets’ have been published from time to time in 
Financial Statistics and in future will appear as a regular 
monthly feature. However, these exclude estimates of 
the personal sector’s holdings of notes and coin. Some 
estimates of this have been made and published by Jack 
Rcvcll and associates, (op. cit.), but the amounts they can 
identify account for only 15 per cent of the toUl holdings 
of notes and coin outside the banking sector. The actual 
proportion is likely to be higher than this. At the end of 
1968 the personal sector owned 65 per cent of all the 
deposits held by United Kingdom residents with the 
banking sector and 75 per cent of the deposits held with 
‘deposit’ banks (•). These figures almost certainly over
state the proportion of notes and currency held by the 
personal sector. As a basis for drawing up Table 10, it is 
assumed that one half of the total value of notes and coin 
held by United Kingdom residents outside the banking 
sector arc held by the personal sector.

Table 10 shows that holdings of liquid assets by the 
personal sector are equal to about 90 per cent of the 
personal sector’s annual disposable income. The per
centage has risen slightly over the past six years but it is

The banking sector covers ‘deposit* banks, 
overseas banks and the discount market.

Liquid assets of the personal sector
TABLE 10 C mtlHon

Central fovamment liabilities:
Notes and c o i n .........................
Other ( » ) ....................................

Local authority umporary debt
Bank d e p o s its ....................................
Oeposiu with other financial institutions

Total liquid asseu

Additions to liquid asseu as a percentage of personal saving

Holdings of liquid asseu as a percenuge of personal 
diapoeabie income

Holdings increase In holdings during year
at end 
1966 1964 1965 1966 1967 1966

1,450 75 77 37 62 71
7,030 216 —15 —185 —34 —39

310 78 65 5 —21 5
8,870 454 512 253 716 657
9,3«0 674 789 912 1,250 930

27,020 1,497 1,428 1.0U 1,973 1,626

79 67 46 90 74

86 87 •7 89 90

(') National savings, tax reserve certificates, and deposiu with savings banks.
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not possible to say whether this represents an upward 
trend. But the fact that the proportion is so high must be 
of particular significance for monetary policy.

IV. A ssessment

This paper has reviewed the different ways of estimating 
personal saving, and methods of measuring its im
portance in financing the capital formation of the per
sonal sector itself and that of other sectors of theeconomy. 
The personal sector finances only a small proportion of 
the capital formation of other sectors and for the most 
part does this indirectly by way of the financial inter
mediaries. A large part of this takes the form of con
tractual saving—principally by adding to the funds of 
insurance companies and pension schemes. An even more 
important use of finance by the personal sector takes the 
form of additions to liquid assets, mostly held with the 
financial institutions. On the other hand, the personal 
sector is a substantial borrower, principally to finance 
the purchase of new dwellings. It is also a substantial net 
seller of marketable shares. It has been pointed out, 
however, that the published figures of sales of company 
shares overstate the amounts actually sold as no credit 
is taken for the acquisition of shares resulting from the 
incorporation of existing businesses formerly within the 
personal sector.

Financial transactions of the personal sector
A verage 1964 to  1968

TABLE 11

£ million
Percentage 
of personal 
disposable 

income

Additions to liquid assets
Increase in funds of life assurance and

1,509 5-7

pension schemes 1,343 5-1
Borrowing (net)
Sales of government marketable

—923 -3 -5

securities
Sales of company and overseas

—136 —0-5

securities ..................................... —711 —2-7
Other (net) (’) ......................... 294 M
Unidentified transactions —551 -2 -1

Total net acquisition of financial assets 825 31

(') Includes net acquisition of unit trust units and local authority 
securities.

In this paper financial flows have been considered 
solely from the point of view of the personal sector. 
Because of this, all the very many possible ways of 
analysing the flow of funds in the U n it^  Kingdom have 
not been explored. To go some way towards doing this, 
the financial transactions of all the other sectors of the 
economy, and their interactions, need to be considered. 
For example, much could be written about the financial 
transactions of the public sector, and about those of the 
central government in particular. This paper has looked 
at these flows from the point of view of the personal 
sector. From the point of view of the government, it is 
important to know the amounts the government borrows 
from each of the various non-bank sectors and the 
residual sum left to be financed by the banks. Financial 
transactions accounts provide much (but by no means 
all) of the basic data for this analysis.

It may be asked how useful flow of fund analysis is for 
making projections of total personal saving and of the 
savings ratio. Can better projections be made by assessing 
the likely additions to the assets and liabilities of the 
personal sector and adding them up, than by adopting 
the conventional macro-economic approach of con
sidering the likely development in real personal dispos
able income, having regard to credit restrictions, tax 
changes, etc.? My view is that the ‘macro’ approach is 
likely to give better results. But both approaches have 
their place and should be used in conjunction with one 
another. Projections of ‘net acquisition of financial 
assets’ by the personal sector can be used to throw light 
on the plausibility of projections of personal saving 
obtained by the ‘macro’ approach. And projections of 
financial transactions by the personal sector can throw 
light on*the plausibility of projections of the pattern of 
public sector borrowing and on the liquidity of each of 
the various private sectors (’). This leads on to a more 
general point. Financial flows are only one element of 
the inter-segtor flows in the economy and financial 
transactions accounts provide a useful statistical frame
work for describing and analysing them. But it is import
ant to put them into perspective and this can best be 
done by considering also the non-financial flows in the 
national income accounts. Only in this way can the 
economic behaviour of the different sectors of the econ
omy be properly examined.

(•) See ‘Short-term forecasts of iacome, expenditure and saving’ 
by L. S. Berman and F. Cassell, Economic Trends February 1968.
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