
John Muellbauer (Official Fellow). The ESRC-supported project held jointly with David Hendry and Bent Nielsen, ‘Modelling Non-stationarity in Economic Time Series’ was completed at the end of 2001 and was awarded an ‘outstanding’ grade by the ESRC.  An application to the ESRC for a new 3-year project with Bent Nielsen, Gavin Cameron, David Hendry and Adrian Pagan was submitted. The theme of the new proposal is ‘New Methods for Improving Macroeconomic Modelling’. Work continued on the two-year project with Janine Aron funded by the Department for International Development (DfID): ‘Governance and Inflation Targeting in South Africa for Sustainable Growth’. This involves further modelling of the inflation process in South Africa, an examination of the efficiency of possible monetary policy rules and improvements in institutional design. An innovative feature of our inflation forecasting work with the South African Reserve Bank is to model the components of inflation to improve the overall inflation forecast. This has proved highly topical, given the exchange rate and food-price inspired inflation burst in South Africa in 2002. With Chris Adam, Janine Aron, and David Bevan, John applied to DfID for a 5-year Development Research Centre on the macroeconomics of low-income countries (to be based at Oxford’s Economics Department). 

An invited paper with Janine Aron on forecasting growth in South Africa one year ahead, exploring the impact of interest rates on output, was presented at the IMF’s 2nd Annual Research Conference and is to appear in IMF Staff Papers. Work continued with Luca Nunziata on a quarterly version of a US GDP forecasting paper. Work also continued with Gavin Cameron on several U.K. housing market issues, including mortgage defaults.

This year saw the completion of 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 use micro data from the Survey of Mortgage Lenders and data on household debt aggregates to extract a non-price credit conditions index, after controlling for many economic and demographic influences on credit. This index is likely to prove important in explaining other features of personal sector behaviour: consumer spending, the demand for broad money, house prices and housing market turnover, and mortgage default rates. As argued in a keynote talk at the Vienna conference of the European Housing Research Network, these changes in UK credit conditions are the temporal expression of some of the basic cross-country institutional differences between the UK and core Eurozone economies, which are liable to prove problematic for the UK’s adoption of the Euro, and are already a source of tension for the common monetary policy between some members of the Eurozone.

New research with Justin van de Ven examined the question of how to identify in principle and estimate in practice, the equivalence scales implicit in a country’s tax and benefit system. Equivalence scales are used in studies of income inequality and redistribution to adjust income levels of households of different compositions to a comparable basis. It is often argued that equivalence scales are incompatible with social benefit and tax regimes used in many countries, but this is not the case in our framework. 

John contributed to a seminar of the Cabinet Office’s Performance and Innovation Unit on geographical mobility, and was invited to comment on preparatory work by the Treasury on the five economic tests for EMU.

John completed his second year as college investment bursar for the non-property portfolio in one of the most trying periods for equity markets since the Second World War.

Research papers were presented at the Bank of England, the South African Reserve Bank, at Oxford, several Oxford Economic Forecasting conferences and at the European Meetings of the Econometric Society in Venice, as well as the ENHR and IMF conferences already mentioned. 
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