
THE FLOW-OF-FUNDS ACCOUNTS

Though the first form of the flow-of-funds accounts 
had been developed by 1952,1 and has been published 
by the Board of Governors since 1955, knowledge of 
this system of accounts and of its possibilities for 
economic analysis appears to be limited to a few of
ficial and academic quarters. Yet, the information 
mobilized in these accounts is of great potential use
fulness not only for the professional economist and 
the policy-maker, but also for observers of current 
and prospective conditions in the country’s financial 
markets.

The flow-of-funds accounts provide a basis for 
measuring financial flows through the economy. 
Dividing the economy into sectors, the accounts 
record purchases and sales of goods and services for 
each sector, capital flows to and from each sector, 
and changes in balances of money, other deposits, 
money market instruments, and financial positions 
in general.

Like any other accounting framework, the flow-of- 
funds rests on certain equalities. On a business 
balance sheet, assets equal liabilities plus net worth. 
Similarly, in the flow-of-funds accounts, one person’s 
financial asset equals another’s liability. This is the 
basic equation of the flow-of-funds framework. The 
conceptual usefulness of the flow-of-funds lies in its 
provision of a measurement of credit flows and of 
the monetary needs of the economy. Some con
tinuous balance must be maintained between total 
credit actually used (borrowed) by all sectors and 
total credit advanced by all sectors, including the 
monetary authorities. The flow'-of-funds accounts 
make use of this equality to analyze this balance.

More importantly, the accounts offer a method of 
analyzing the relationship between credit flows and 
nonfinancial flows for each major sector. From such 
analysis inferences may be drawn respecting the 
amount of new money which must be supplied to the 
economic and financial system if economic growth is 
to proceed at capacity rate. Enough cash should 
be provided to support an expanding volume of 
transactions and to support additional purchasing 
power needed to buy the increment in output at 
stable prices.

RELATION TO NATIONAL INCOME ACCOUNTS

The flow-of-funds are closely related to national 
income-product accounts. The national income-

1 Morris A . Copeland, Study of Moneyflows in the United States 
(New  York: National Bureau of Economic Research, 1952.)

product aspect of social accounting provides a means 
of viewing the economy’s real output produced and 
distributed in each sector, without specific informa
tion about the money or financial flows that have 
accompanied income and production. The flow-of- 
funds system is specifically concerned with the fi
nancial sector and complements the national income 
approach by illustrating how one sector’s saving fi
nances investment of another sector, and by showing 
the impact of financial transactions on income and 
product. In particular, saving is used either to ac
quire assets or to reduce liabilities.

STOCKS AND FLOWS

The flow-of-funds data published in the Federal 
Reserve Bulletin are divided into ‘ sources’ and ‘uses’ 
and assets and liabilities. The ‘source-use’ classifica
tion refers to flows, and asset-liability, to stocks of 
funds. These labels may be best understood by 
analogy with business accounting statements. The 
income statement of a firm represents a flow of in-

Table I

SUMMARY STATEMENT BASED ON  
NATIONAL INCOME AND PRODUCT ACCOUNTS

($ billions)

1964 1965-67 
Federal Government ________  (total)

1. GNP Expenditures 65.3 234.5
2. Proceeds received from

final sales1 61.6 221.7
3. Line 1 minus line 2 3.7 12.8
4. Personal taxes minus transfer

payments, grants, and
net interest -  0.1 2.0

5. Nl and P deficit 3.8 11.0
6. Sum of lines 4 and 5 3.7 13.0

All Other Sectors

7. GNP Expenditures 563.4 1,986.2
8. Proceeds received from

final sales2 567.1 1,999.0
9. Line 8 minus line 9 3.7 12.8

10. Personal taxes minus transfer
payments, grants, and
net interest -  0.1 2.0

11. Net funds advanced to
Federal Government'5 3.8 10.8

12. Sum of lines 10 and 11 3.7 12.8

1 Corporate profits tax liability plus indirect business tax and non
tax liability plus contributions for social security insurance less
subsidies minus current surplus of Government enterprises.

2 Gross national income less 2.

3 Gross private saving plus state and local government surplus 
minus gross investment.

Source: Department of Commerce, Survey of Current Business.
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come into and expenditures out of a business. The 
balance sheet is an instantaneous picture of the fi
nancial position of the firm at a given point in time, 
usually the end of a year. Sources and uses of funds 
are analogous to the income statement, measuring 
increments in financial holdings of each sector. 
Assets and liabilities are similar to the balance sheet 
and present a picture of the stock of financial hold
ings outstanding at the end of the year for each sector.

The flow-of-funds accounts classify sectors as fol
lows : households, businesses (corporate and non
corporate), state and local governments, the Federal 
Government, the rest of the world, and the financial 
sector. The financial sector includes the monetary 
authorities, commercial banks, and nonbank financial 
institutions. The Treasury’s monetary accounts are 
included under the monetary authorities sector.

SOME EXAMPLES

The analytical usefulness of flow-of-funds data can 
be illustrated by considering credit flows in 1966 
and 1969, both years of stringent credit restraint. 
Over both years, the economy experienced rising in
terest rates accompanied by little growth in the money 
supply and bank reserves. The stock of bank credit

Chart l-A

C H A N G ES  IN CREDIT FROM COAAMERCIAL BANKS  
RELATIVE TO  TO TAL CREDIT FLOW S

Per Cent

outstanding, which had shown fairly stable growth 
at about 8 per cent per year from 1960 to 1965, 
slowed to a growth rate of 5 per cent in 1966 and 
2 per cent in 1969. The 1969 rate followed 10 per 
cent rates of increase in 1967 and 1968. Bank credit 
flows, measured as a percentage of total credit, also 
reveal the effect of the monetary restraint. As may 
be seen in Chart I-A , this percentage fell sharply in 
the first quarter of 1966 and 1969 and remained 
relatively low throughout each year.

On the other hand, even though funds from bank 
credit fell sharply, the total volume of funds advanced 
in all credit markets was high in 1966 and 1969 
when compared to previous years. Judging from 
the behavior of total credit extended by commercial 
banks, these institutions felt the effects of monetary 
stringency more than other lending institutions.

The other major sources of credit are: (1 ) non
bank financial institutions, which include savings and 
loan associations, mutual savings banks, insurance 
companies, etc. and (2 ) direct lending in security 
markets by nonfinancial sectors such as individuals 
and nonfinancial businesses. As shown in Charts 
I-B and I-C, it is clear that when bank credit flows 
declined, the resulting shortages of funds were met 
by direct lending and to some extent by nonbank 
financial institutions.

To illustrate, bank credit flows were reduced in 
the first quarter of 1964. At the same time, credit 
from direct lending and nonbank financial institu
tions met the demand. During the monetary restraint

Table II

U. S. GOVERNMENT SECTOR 
SOURES AND USES OF FUNDS

($ billions)

(Average  
Per Year)

Sources 1964 1965-67 1968

1. Total nonfinancial sources 115.0 139.5 176.3
2. Increase in outstanding

obligations 6.4 6.1 13.4
3. Increase in trade debt and

miscellaneous liabilities .9 2.1 2.2

Total 122.3 147.7 191.9

Uses

4. Expenditures on defense 52.3 63.5 78.0
5. Other expenditures 12.9 16.0 21.5
6. Grants, donations, etc. 22.8 28.0 33.5
7. Interest payments 8.3 9.4 11.6
8. Insurance benefits 23.3 28.8 38.2
9. Increase in cash .6 -  .2 -  1.7

10. Increase in other financial
assets 3.9 3.9 11.0

Total 124.0 149.4 192.1

Source: Federal Reserve Bulletin.
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of 1966, however, both bank credit and lending from 
nonbank financial institutions fell. Bank credit de
clined in the first quarter of 1966, and the per
centage of credit from nonbank financial institutions 
began to drop beginning in the fourth quarter of
1965. But direct lending began to rise during the 
first quarter of 1966. Commercial banks again felt 
the squeeze of tight money in 1969 when direct lend
ing increased sharply in the first quarter. Credit 
flows from nonbank financial institutions did not 
diminish until the third quarter of that year. Both
1966 and 1969 were years in which direct lending 
supplied a large portion of credit.

In ‘normal’ periods, bank credit and nonbank fi
nancial flows remain fairly stable, and direct lending 
is relatively low. Credit funds tend to flow through 
intermediaries, e.g., banks, savings and loan associa
tions, mutual savings banks, etc., during periods of 
nonrestrictive monetary policy. In contrast, the data 
suggest that a larger fraction of total funds advanced 
are supplied directly by other sectors of the economy 
during periods of monetary restraint. Interest rate 
ceilings and other regulations which affect the lend
ing activities of the financial sector made it profitable 
for individuals and nonfinancial businesses, which 
ordinarily provided funds to the financial sector, to 
lend directly in the credit markets. The increased 
activity of individuals in Treasury bill auctions and 
sales in the past year is a good example of this point.

I960 1961 1962 1963 1964 1965 1966 1967 1968 1969

Source: Federal Reserve Bulletin.

In terms of long-run trends, it appears that there is 
an inverse relationship between credit supplied by 
financial institutions and by private investors.

Uses of Funds Chart II presents the percentage 
shares of total credit flows going to each sector for 
the decade of the 1960’s. While state and local gov
ernments and the foreign sector received a relatively 
constant share of credit, the other three sectors’ 
shares fluctuated a great deal more.

The per cent share going to households was rela
tively stable until the tight money period of 1966, 
when it decreased from 40.9 per cent in 1965 to
33.9 per cent. The household sector experienced an 
even greater reduction of about 10 percentage points 
in 1967. The proportion going into the business 
sector declined during the first half of the 1960’s but 
began increasing in 1965. In 1965, the Federal Gov
ernment had a very low percentage, 2.4 per cent, of 
total credit funds raised. Its share rose to 5.1 per 
cent in 1966, and to 15.7 per cent in 1967. The rise 
in the Government’s share was at the expense of 
both the business and household sectors. When 
monetary policy eased in 1968, the household’s share 
increased, while the shares of business and Govern
ment dropped by 6 percentage points and 2 per
centage points, respectively. In 1969, the Federal 
Government was a net redeemer of debt, while busi
nesses and households increased their share of credit 
flows. Considering the long-term trends, it appears 
that the business sector has been increasing its share 
of credit relative to the other sectors for the last 
five years.

Financing the Government Deficit2 Chart II 
shows that the Government did little borrowing in 
1965 and 1966 relative to the rest of the economy, 
but greatly increased its credit demands in 1967. 
Though its share fell back in 1968 from 1967, the 
Federal Government still maintained a large per
centage share compared to the other sectors.

Using national income accounts, it is possible to 
determine Federal nonfinancial receipts and ex
penditures and the resulting surplus or deficit. Such 
receipts and expenditures can also be determined for 
the remaining sectors of the system. Table I 
presents the picture for 1964 and 1965-1967. During 
the 1965-1967 period, the Government had a total 
deficit of $12.8 billion. The other economic units, 
which include households, businesses, state and local 
governments, banking, and the rest of the world, had 
a nonfinancial surplus of $12.8 billion. Hence, the

2This portion of this paper is an updating of Morris A . Copeland’s 
analysis, “ Some Illustrative Analytical Uses of Flow-of-Punds Data,”  
in N .B .E .R ., The Flow of Funds Approach to Social Accounting 
(Princeton: Princeton University Press, 1962), pp. 195-238.
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deficit of the Government was financed by the sur
plus of the other sectors, or by the lending of these 
sectors. This balance of deficit and surplus is the 
information which the national income accounts 
provide.

The flow-of-funds accounts, on the other hand, 
show who purchased the Government bonds issued to 
finance the deficit and to what extent it was financed 
by the banking and monetary sector. Table II 
shows funds raised by the Government, and column 1 
of Table III shows fund flows to the Government 
sector. The rest of Table III summarizes the other 
uses and sources of funds. From column 1 of 
Table III, it can be seen that the banking sector fi
nanced $11.6 billion of the $12.8 billion deficit.

The two tables reveal the intersectoral balance of 
the accounts. The Government deficit was made 
up by net borrowing (lines 2 and 3 minus lines
9 and 10). The other economic units had a non- 
financial surplus of $12.8 billion, and the funds they 
advanced, net of borrowing among themselves, 
equaled the net amount borrowed by the Government. 
This balance is analogous to that brought forth in 
the national income accounts, and adds meaning

_______ i______ i______ i--------- 1--------- 1--------- 1--------- 1--------- 1---------1---------
I960 1961 1962 1963 1964 1965 1966 1967 1968 1969 

Source: Federal Reserve Bulletin.
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through the financial detail. National income- 
product accounts indicate that income equals con
sumption plus investment, saving equals income 
minus consumption, and, therefore, saving equals in
vestment. This equality of saving and investment 
is the balance brought out in the national income ac
counts. The additional financial detail illustrates 
clearly how the product and financial markets adjust 
to each other through different market mechanisms. 
In the product market, aggregate demand equals ag
gregate supply, while in the financial market, there 
is an adjustment in the demand for and supply of 
loanable funds.

SUMMARY AND CONCLUSIONS
Many possibilities lie in the flow-of-funds data, 

detailed analysis of which can add greater insight into 
economic interactions and assist materially in policy
making. The accounts are used regularly in the Fed
eral Reserve System and the information they supply 
is used by other policymaking groups as well. Con
tinuing efforts are under way in the System to im
prove the quality of information they provide. The 
accounts also have more general usefulness, and it is 
remarkable that they are not regularly employed 
by economic analysts in the private sector of the 
economy. Sumiye Oknbo

Table Ml

OTHER SECTORS, SOURCES AND USE OF FUNDS 
1965-67 TOTALS

($ billions)

SOURCES

Sector 1 2 3 4 5
Increase in Federal Nature of Item Sources as in Increase in Total

Obligation Held in Column 3 Column 2 Liabilities 3 +  4 -

1. Households 6.5 Net Disposable 1,775.5 77.5 1,846.5
Source—Nonfin.

2. Businesses -  6.0 Current Surplus 227.0 126.4 359.4
3. Banking 11.6 Current Surplus 7.4 97.4 93.2

4. Other 0.7 Total Nonfin. -  4.0 162.9 158.2
Sources of Funds

Total 12.8 2,005.9 464.2 2,457.3

USES 6 7 8 9 10
Increase in Total

Nonfinancial Increase in Other Financial
GNP Expenditures Uses, n. e. c. Cash on Hand Assets 6 +  7 +  8

5. Households 1,430.3 278.2 98.4 54.5 1,861.4
6. Businesses 274.7 0.0 -  2.0 64.1 336.8
7. Banking 2.1 0.0 4.0 82.3 88.4
8. Other 1.5 0.0 1.1 141.7 144.3

Total 1,708.6 278.2 101.5 342.6 2,430.9

Source: Federal Reserve Bulletin.
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