John Muellbauer (Official Fellow). Work continued on the ESRC-supported project held jointly with David Hendry, ‘Modelling Non-Stationarity in Economic Time Series’. The Department for International Development project with Janine Aron on ‘Monetary Policy and Medium Term Growth in South Africa’ came to successful conclusion, and DfID funded another two-year project ‘Governance and Inflation Targeting in South Africa for Sustainable Growth’. This will involve further modelling of the inflation process in South Africa, an examination of the efficiency of possible monetary policy rules and improvements in institutional design.

Several draft papers with Janine Aron on South Africa were revised, among them a paper on monetary policy feedback rules, and our paper on consumption, with fairly radical implications, not widely perceived in the literature, on the effects of financial deregulation or liberalization on consumption and debt. We also modelled the demand for broad money in South Africa, finding interesting wealth and uncertainty effects.

John became college investment bursar for the non-property portfolio on September 1st 2000, as serious stock market declines and a long period of increasing instability and uncertainty began.  Research with Luca Nunziata aimed to develop a model to forecast the US business cycle, eventually linking it with a panel data study of business cycles in OECD economies. We produced a CEPR discussion paper on forecasting US growth and an article in the Financial Times in May. The model forecasts the biggest growth reversal in the US since 1975, likely to have been borne out even without the terrorist attacks of 11 September 2001. Another article has examined the causal links from stock markets to economic growth. These research papers have helped to inform college investment strategies.


This year also saw the completion of the bulk of the work on a project for the Bank of England with Emilio Fernandez-Corugedo on consumer credit and mortgage markets in the UK. Major structural changes have taken place in these markets since the late 1970’s, resulting in much higher loan to value and loan to income ratios becoming available for mortgage borrowers. Correspondingly, these have allowed the ratios of consumer credit and mortgage debt to household income to rise strongly.  We analyse survey data for 1975-2000 on the distribution of loan-to-value and loan-to-income ratios to first time buyers, distinguishing age and region. These data are combined with aggregate time series data on secured and unsecured household debt to extract a common factor measuring financial liberalization in a single index, while controlling for a plethora of other economic influences on these variables. The results confirm a rise in this credit supply index in the 1980s, some contraction in the early 1990s, followed by a rise to a level still below that of the late 1980s. This suggests that lenders and borrowers have not entirely forgotten the consequences of the poor credit quality lending of the late 1980s, which was followed by an unprecedented mortgage repossessions crisis.

Research papers were presented at the Bank of England, the World Bank, the International Monetary Fund, the South African Reserve Bank, the University of Witwatersrand, at Oxford, several Oxford Economic Forecasting conferences and at the European Meetings of the Econometric Society in Lausanne.
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