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Origin of Stock-Flow Consistent (SFC) models

Origin of SFC models

Hard to pin point the exact origin.
Family tree of accounting models:

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 3 / 32



Origin of Stock-Flow Consistent (SFC) models

Origin of SFC models

Hard to pin point the exact origin.

Family tree of accounting models:

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 3 / 32



Origin of Stock-Flow Consistent (SFC) models

Origin of SFC models

Hard to pin point the exact origin.
Family tree of accounting models:

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 3 / 32



Origin of Stock-Flow Consistent (SFC) models

Origin of SFC models

1 The most pinoeering contribution came from Wynne Godley.

2 A detailed analyses of the SFC approach can be found in the book,
"Monetary Economics - An Integrated Approach to Credit, Money,
Income, Production and Wealth"written by Wynne Godley and Marc
Lavoie.
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Central features

Features of SFC models

1. Stock and Flow accounting

2. Behavioural equations (structure of the model)
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Central features

Stock and Flow accounting

The model tracks the circulation of money in the economy.

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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Central features

Example of Transactions in the Danish economy

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 7 / 32



Central features

Example of Transactions in the Danish economy

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 7 / 32



Central features

Example of Transactions in the Danish economy

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 8 / 32



Central features

Example of Balance sheets in the Danish economy
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Central features

Structure of the model

The behavioural equations consistently links the balance sheets to the rest
of the economy.

Theoretical underpining
1 The structure is largely based on the post–Keynesian theory.
2 The models are demand driven (both in the short–run and the

long–run).
3 The creation of credit is endogenous.
4 The structure of the model incoporates all accounting identities along

with the equations.
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Potentials

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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Potentials

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.
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Potentials

Importance of flow accounting

Sectoral balances of the Danish economy
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Potentials

Importance of flow accounting

Sectoral balances of the Icelandic economy
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Potentials

Importance of Balance sheet accounting

1 Balance sheets clearly reveal the stock of debt.

2 Balance sheets contain information about the construction of financial
instruments in the economy.

3 The information contained in the balance sheets is important to
understand the fragility of the system.
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Potentials

Importance of Stock-Flow ratios

1 Stock-Flow ratios are important.
Let us take an example of the Danish household sector!
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Potentials

Balance sheets interactions in the Danish economy
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Potentials

Comparing the Irish and Danish households’ balance sheets

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 26 / 32



Potentials

Comparing the Irish and Danish households’ balance sheets

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 26 / 32



Potentials

Comparing the Irish and Danish households’ balance sheets

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 27 / 32



Potentials

How can the SFC framework handle the household debt?

1 The framework is useful in handling debt–related issues (as discussed
earlier).

2 On the asset side, the stock of household wealth is allocated in
different financial assets, following James Tobin’s portfolio allocation
system.

3 On the liability side, the demand for loans by the households is fulfilled
by the banking sector.

4 The creation of credit in the system is demand–driven (nothing to do
with the loanable funds theory).
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Practical challenges

Practical challenges

1 The structure of an SFC model can get really complex.
2 A very disaggregated model can be very complicated and sensitive to

minor changes.
3 Modelling exchange rate dynamics for sovereign currencies is a

problem.
4 It is not always possible to track the circulation of money, due to data

limiations (e.g., Iceland).
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Practical challenges

Which Models?

1 There are different varieties of macroeconomic models, e.g. DSGE
(RAMSES in Swedish Central Bank), SFC (Bank of England - not
official), ADAM (Denmark Statistics), QMM (Icelandic Central Bank)
etc.

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

3 All macroeconomic models have their own strengths and weaknesses.
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The way forward

The way forward

1 Macroeconomic models should be more open to integrate realistic
features from other schools of thoughts.

2 Current macroecomic models should also pay considerable attention to
the balance sheet analysis along with the flows.

3 The focus should be on understanding the link between financial flows
and the real sector.

4 Along with aggregragted macro models, microfoundations are also
important.
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The way forward

Thank you!

Hamid Raza Aalborg University A stock–flow consistent approach to modelling: potentials and challengesMay 05, 2017 32 / 32


	Origin of Stock-Flow Consistent (SFC) models
	Central features
	Potentials
	Practical challenges
	The way forward

