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Preface

INTRODUCTION

1. The release of the seventh edition of the Integrated Balance of Payments and
International Investment Position Manual (BPM7, the Manual) marks the culmination of
several years of work by the IMF Statistics Department and the IMF Committee on Balance
of Payments Statistics (BOPCOM), with support from the global balance of payments
community. This update, which builds on the sixth edition published in 2009, provides
guidance to IMF member countries on compiling balance of payments (BOP) and integrated
international investment position (IIP) data.

2. The update process began in 2020, when BOPCOM recognized that, while the
BPM6 framework remained a strong foundation, numerous improvements, clarifications, and
methodological updates were needed to address changes in international trade and financial
markets since the publication of BPM6. The aim was also to strengthen the theoretical
foundations and linkages to other macroeconomic statistics. The production of BPM7 was
conducted in close coordination with the update of the System of National Accounts 2008
(2008 SNA) and the OECD Benchmark Definition of Foreign Direct Investment, fourth
edition (BD4), to ensure consistency among these standards.

UPDATE PROCESS

3. The BPM6 update was carried out in two phases:

¢ Phase I: Finalizing detailed research on identified issues, presenting outcomes in the
form of Guidance Notes (GNs), and discussing their impact on BPM7.

¢ Phase Il: Releasing an Annotated Outline (AO), drafting chapters and annexes, and
conducting extensive consultations on the proposed changes.

Task Teams

4, BOPCOM established task teams to address detailed methodological challenges and
prepare GNs with recommendations. These task teams focused on general principles,
structural and crosscutting issues (Balance of Payments Task Team, or BPTT), current
account (Current Account Task Team, or CATT), and direct investment (Direct Investment
Task Team, or DITT). Additionally, BOPCOM and the Advisory Expert Group on National
Accounts (AEG) formed joint task teams to tackle issues related to financial and payment

XVi
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systems (Financial and Payments Systems Task Team, or FITT), globalization
(Globalization Task Team, or GZTT), informal economy (Informal Economy Task Team, or
IETT), Islamic finance (Islamic Finance Task Team, or IFTT), and communication
(Communications Task Team, or CMTT). The AEG task teams on digitalization
(Digitalization Task Team, or DZTT) and wellbeing and sustainability (Wellbeing and
Sustainability Task Team, or WSTT) also addressed relevant external accounts issues.

5. These task teams comprised representatives from both member countries and
international organizations, including specialists in external sector statistics, national
accounts, environmental accounts, government finance statistics, and monetary and
financial statistics. While the BPTT was operational throughout the update process, other
task teams were mostly active during Phase I. The DITT, due to its specificity, closely
coordinated with the OECD Working Group on International Investment Statistics (WGIIS)
as its work also informed the update of the OECD Benchmark Definition of Foreign Direct
Investment, fourth edition (BD4). The GNs underwent global consultation?® prior to being
discussed and approved by BOPCOM and the AEG, with respondents from more than 160
IMF member countries participating in at least one consultation.

6. In addition, other specialized groups provided input on topics such as merchandise
trade, trade in services,? tourism, remittances, debt statistics, and fiscal statistics.
International organizations participated in all stages of the process, directly and as members
of specialized groups.

Annotated Outline

7. The AOs of chapters and annexes were prepared based on the recommendations of
the GNs, along with other Issue Notes (INs),® as well as Clarification Notes prepared by
BOPCOM before the process commenced. They were endorsed by BOPCOM—and the
AEG in the case of common chapters—and benefited from stakeholder (e.g., government
finance, monetary and financial, and environmental-economic accounting statisticians) and
global consultations. The consolidated AO of BPM7, incorporating the final versions of the

1 Global consultation respondents included the national and international organizations’ compilers and users of
external sector and other areas of macroeconomic statistics.

2 This included the Task Team on International Trade Statistics (TT-ITS) established under the UN Committee of
Experts on Business and Trade Statistics (UNCEBTS) to oversee the updates of the Manual on International
Merchandise Trade Statistics (IMTS) and the Manual on Statistics of International Trade in Services (MSITS).

3 Most of them were jointly prepared by the BPM and SNA editorial teams.
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AOs of individual chapters and annexes, was posted on the BPM6 update website in
September 2023.

BPM7 Outreach Workshops

8. From May 2023 to April 2024, eight regional BPM7/2025 SNA joint workshops were
conducted with support from key regional stakeholders. These workshops aimed to raise
global awareness of the updates to BPM6 (and the 2008 SNA), explain the proposed
changes, and engage with compilers. Representatives from the IMF member countries and
international organizations participated, providing essential feedback.

Preparation of BPM7

9. The draft chapters and annexes of BPM7 were prepared based on the consolidated
AO and followed a process agreed upon by the BPM and SNA editorial teams. The
individual chapters and annexes were approved by BOPCOM (and the AEG for common
chapters) following global consultations. The draft consolidated BPM7 (chapters only)
underwent global consultation from July to September 2024, receiving over 400 comments
from more than 100 respondents.* It was endorsed by BOPCOM at its November 2024
meeting. Most annexes were also subjected to global consultation, and all of them were
endorsed by BOPCOM. At the end of the process, the BPM7 lead editors and project
manager conducted an overall review of the draft Manual to identify any inconsistencies or
omissions in the document, and to preserve consistency with the draft 2025 SNA. Following
an internal IMF review, a white cover (pre-edited) version was published in March 2025,
while the final version, including the foreword, index, and language edits, was published in
xX, 2025/2026.

Major Changes Introduced
10. While the overall framework of BPM7 remains largely unchanged from BPM6,

several significant updates have been made:

¢ Integrated IIP: Has become central to the Manual and has been included in
BPM7’s standard components, showing the reconciliation of the opening and
closing values of the IIP through transactions, revaluations, and other changes in
volume;

¢ Net International Reserves (NIR): A standard statistical definition is introduced;

4 Includes the comments on common BPM7/2025 SNA chapters received during the global consultation of the
2025 SNA.
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on

Service Categories: Additional first-level standard service categories are added

to improve correspondence between the BOP classification and the Central
Product Classification (CPC);

Crypto Assets: Guidance on the typology and classification of crypto assets is
provided. Crypto assets without a counterpart liability designed to act as a
medium of exchange (e.g., Bitcoin) are treated as nonproduced nonfinancial
assets and recorded separately in the capital account; those with a
corresponding liability are treated as financial assets;

Special Purpose Entities (SPEs): An internationally agreed definition is
introduced,;

Institutional Sector Breakdowns: More disaggregated breakdowns are
included as standard components, with separate identification of:

o Nonfinancial corporations; and
o Households and nonprofit institutions serving households;

Direct Investment Presentation: Standard components are broken down by
instruments/sectors, replacing the relationship-based presentation in BPM6;

Equity Valuation for Unlisted Corporations: Reduction in the number of
recommended valuation methods; and

Common Chapters with the 2025 SNA: Seven common chapters are
developed, including new themes such as digitalization and globalization, to
strengthen harmonization between these standards.

11. A detailed list of changes from BPM6 is provided in Annex 13 of the Manual.
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Chapter 1. Introduction

A. PURPOSES OF THE MANUAL

1.1 The seventh edition of the Integrated Balance of Payments and International
Investment Position Manual (BPM7, the Manual) serves as the standard framework for
statistics on the positions, transactions, and other changes in financial assets and liabilities
between an economy and the rest of the world.

1.2 The main objectives of this Manual are as follows:

(@ To provide and explain concepts, definitions, classifications, and conventions for
statistics on the external accounts, i.e., the international investment position (IIP), the
balance of payments (BOP), and other changes in financial assets and liabilities;

(b) To enhance international comparability of data through the promotion of guidelines
adopted internationally;

(© To show the links of the external accounts to other macroeconomic statistics and
promote consistency between different data sets;

(d) To provide a brief introduction to uses of data on the external accounts of an
economy; and

(e) To provide principles and guidelines to improve the way the external accounts are
communicated and disseminated.

1.3 Data collection and other compilation procedures are not generally within the scope
of a conceptual manual such as this one. Decisions on such issues should take into account
circumstances, such as practical and legal constraints, that need to be judged in each
economy and that may explain departures from guidelines. The IMF’s Balance of Payments
and International Investment Position Compilation Guide provides information on these
issues.

14 The Manual provides a framework that is applicable for all economies, from the
smallest to the largest economies and from the least developed to the most advanced
economies. As a result, it is recognized that some items may not be relevant in all cases
(see also paragraphs 1.17-1.18). It is the responsibility of national compilers to apply
international guidelines in a way appropriate to their own circumstances. In implementing
this Manual, compilers are encouraged to assess the materiality and practicality of particular
items according to their own circumstances and are further encouraged to revisit these
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decisions from time to time to see whether circumstances have changed. Such decisions
necessarily rely on the professionalism and expert knowledge of the compilers.

15 Factors to take into account when determining the items to be collected and the
techniques used include whether or not foreign exchange controls exist, the relative
importance of particular types of economic activities, as well as the diversity of institutions
and the range of instruments used in financial markets. In addition, data collection for some
items in the framework may be impractical if the item is small and the data collection cost is
high. Conversely, compilers may wish to identify other items of particular economic interest
in their economy for which additional detail may be required by policymakers and analysts.

1.6 This Manual is harmonized with the System of National Accounts 2025 (2025 SNA),
which was updated in parallel. Relevant elements of the Government Finance Statistics
Manual 2014 and Monetary and Financial Statistics Manual and Compilation Guide 2016 will
be revised to maintain their harmonization with the two updated standards. Conceptual
interlinkages mean that external accounts compilers should consult with other statisticians to
ensure consistent definitions and provide data that can be reconciled where they overlap. As
part of the update of the macroeconomic statistical standards, a common glossary of terms
and definitions in macroeconomic statistics has been developed to facilitate harmonization
across statistical domains.

1.7 The definitions and classifications in this Manual do not purport to give effect to, or
interpret, various provisions (which pertain to the legal characterization of official action or
inaction in relation to such transactions) of the Articles of Agreement of the International
Monetary Fund.

B. STRUCTURE OF THE MANUAL

1.8 The Manual has 20 chapters and 15 annexes. The introductory chapters deal with
issues that cut across the accounts (Chapters 1-6) and are followed by chapters that cover
respectively each main account (Chapters 7—-14). The next chapters address topical issues
(Chapters 15-18) and analytical use of data (Chapter 19), before the Manual closes with a
chapter on communication and dissemination of data (Chapter 20). Seven of these chapters
have been developed as common chapters with the 2025 SNA.* The Manual outlines
general principles designed to be applicable in a variety of circumstances. It also applies
these principles to specific topics that have been identified as needing additional guidance.

1 For the most part, the common chapter text is identical across the two standards. The versions of the common
chapters included in the Manual contain additional details relevant for the external accounts while the versions
included in the 2025 SNA contain additional details relevant for the national accounts.
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Definitions are given throughout the text, shown in italics, and are aligned with the common
glossary.

1.9 Consistent with this structure, different aspects of a topic are dealt with in different
chapters to minimize repetition. For example, the classification of portfolio investment is a
cross-cutting issue (Chapter 6), as are valuation and timing issues (Chapter 3). The position,
transaction, other changes, and income aspects are dealt with in Chapters 7, 8, 9, and 12,
respectively. Linkages are emphasized by extensive cross-references. In addition, for
certain topics such as direct investment, insurance, and pensions, annexes have been
included to allow the reader to see the linkages among the different accounts for that topic.
A separate annex on integrating measures of sustainable finance and climate change into
external sector statistics is included to support compilers on the type of data they can
provide to users on these topics.

1. INTRODUCTORY CHAPTERS

1.10 The introductory chapters (Chapters 1-6) cover the following:

(@ Chapter 1 gives background to the Manual.

(b) Chapter 2 covers the accounting and dissemination frameworks.

(© Chapter 3 deals with accounting rules (common chapter with the 2025 SNA).

(d) Chapter 4 examines issues associated with residence, institutional units, and sectors
(common chapter with the 2025 SNA).

(e) Chapter 5 deals with the classifications of financial assets and liabilities.

() Chapter 6 explains the functional categories.
2. CHAPTERS FOR EACH ACCOUNT

1.11 Chapters 7-14 deal with the main accounts of the framework. Each account reflects
a single economic process or phenomenon and has a single chapter. The order of chapters
is a matter of convention; as in the previous edition, the integrated IIP appears first to reflect
the increased emphasis on its compilation and analysis. This arrangement also allows for
explaining financial assets and liability positions before addressing the investment income
they generate.

1.12 Each chapter starts with a statement of general economic principles. Each chapter
also includes a simplified table that provides an overview of the account. The text provides
general definitions for account items. Specific cases are presented as examples to illustrate
the application of these definitions and to resolve ambiguities. A full understanding of each
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account also requires applying broader principles that apply across several accounts, such
as valuation, timing, residence, and classification, as discussed in the introductory chapters.

3. TOPICAL CHAPTERS

1.13 Chapters 15-18 are new chapters that include in-depth descriptions of statistical
issues related to globalization, digitalization, Islamic finance, and informal activities. They
are common chapters with the 2025 SNA.

4. ANALYSIS

1.14 Chapter 19 provides an introduction to the analysis of data, with particular reference
to macroeconomic relationships as a whole.

5. COMMUNICATION AND DISSEMINATION

1.15 Chapter 20 deals with communication and dissemination of macroeconomic
statistics. It is a new chapter that has been developed as a common chapter with the 2025
SNA.

6. ANNEXES

1.16 Annexes provide more details on specific issues that span several accounts,
including exceptional financing, debt reorganization, currency unions, remittances, cross-
border trade, direct investment, selected financial issues (i.e., financial derivatives and
reverse transactions), insurance and pensions, positions and transactions with the IMF,
sustainable finance and climate change, data by partner economy, links between external
accounts and other main sets of macroeconomic statistics, changes from BPM6, a listing of
standard components and selected other items, as well as the post-2025 SNA/BPM7
research agenda.

7. STANDARD AND SUPPLEMENTARY ITEMS

1.17 Alist of standard items for presenting and reporting the external accounts is given in
Annex 14. Standard items consist of standard components and memorandum items.

(a) Standard components are items that are fully part of the framework and contribute to
the totals and balancing items.

(b) Memorandum items are additional items of special analytical interest, which are
added to the presentation, but do not impact the totals and balancing items derived
from the macroeconomic system. For example, whereas nominal value is used for
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loans in the standard components, memorandum items provide additional
information on loans at fair value, as discussed in paragraphs 7.50-7.51.

In addition,

(© Supplementary items are outside the standard presentation and are compiled based
on the specific circumstances of the economy, taking into account the interests of
policymakers and analysts as well as resource costs (see the items in italics in
Annex 14).

1.18 The list of standard items should not inhibit compilers from publishing additional data
of importance to their economy. IMF requests for information will not be limited to standard
items when further details are required to understand the circumstances of particular
economies or to analyze new developments. IMF staff will occasionally consult with
authorities to decide on the reporting of additional details. Few economies are likely to have
significant information to report for every standard item. Furthermore, data for several
components may be available only in combination, or a minor component may be grouped
with one that is more significant. Nevertheless, the standard items should be reported to the
IMF as completely and accurately as possible in accordance with the compilation
framework.

C. HISTORY OF THE MANUAL

1.19 Each new edition of the Manual is introduced in response to economic and financial
developments, changes in analytical interests, and accumulation of experience by
compilers.

1.20 The IMF showed early interest in statistical methodology with its publication of the
first edition of the Balance of Payments Manual in January 1948. The primary objective of
that first Manual was to provide a standardized framework for compiling and reporting
countries' BOP statistics to the IMF, tracking all economic transactions between residents of
a country and the rest of the world. The Manual was a continuation of work started by the
League of Nations to develop guidelines for BOP statistics. Economists and other specialists
from many countries contributed to the Manual, and representatives of some 30 countries
and international organizations met in Washington, D.C., in September 1947 to finalize the
first draft of the Manual.

1.21 The first edition of the Manual introduced key concepts such as the definition of BOP
and the distinction between the current account and the capital account. The Manual
detailed the types of transactions to be recorded, including goods and services, income
flows, capital movements, and transfers. It emphasized the use of a double-entry accounting
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system where every transaction is recorded twice—once as a credit (e.g., export of goods)
and once as a debit (e.g., payment received for those goods). It outlined that transactions
should be recorded based on the residence of transacting parties rather than their
nationality. The Manual provided guidelines on how data should be compiled, classified, and
presented for international comparison purposes. While this first edition was a major step
toward harmonizing global economic statistics, it consisted primarily of tables for reporting
data and brief instructions for completing them. No general discussion of BOP concepts or
compilation methods was included, so it can be said that the Manual grew out of the listing
of standard components.

1.22 The second edition was published in 1950, greatly expanding the material describing
the concepts of the system and providing greater detail on the classification of various types
of external transactions, particularly those related to services, transfers, and income flows.
BPM2 included more precise guidelines and explicit instructions on recording official
reserves, central bank transactions, and movements of gold, which were critical in the post-
World War Il international monetary system.

1.23 The third edition was issued in 1961. It moved beyond the previous editions by
providing both a basis for reporting to the IMF and a complete set of BOP principles that
could be used by countries to serve their own needs. BPM3 expanded and more fully
described the basic concepts and accounting principles common to the BOP and other
social accounts. This transformed the Manual from a reporting guide to a statistical standard
on BOP accounting principles.

1.24 The fourth edition was published in 1977. BPM4 introduced several fundamental
changes to improve the clarity, flexibility, and relevance of BOP statistics. One major change
was the expanded material, which provided more detailed explanations of critical concepts
such as residence, valuation, timing, the unit of account and conversion, and other
accounting principles. Another significant change was the revised classification scheme,
which redefined standard components to allow for various presentations focusing on
different analytical balances. The reorganization of the capital account introduced functional
categories such as reserves and portfolio capital, moving away from the sectoral approach
of previous editions. Additionally, the Manual offered guidance on residence and direct
investment, providing a rule of thumb for determining the residence of individuals in
borderline cases and offering a more comprehensive explanation of the concept of direct
investment. This was critical during a time when multinational enterprises were expanding
their global operations, driving an increase in direct investment, particularly between
developed economies.

1.25 The fifth edition was published in 1993 and reflected the significant global economic
developments in the 1980s and 1990s, particularly the liberalization of financial markets,
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globalization of trade, innovations in financial instruments and markets, new approaches to
restructuring external debt, and data compilation methodologies. One of the most significant
changes in BPM5 was the introduction of an articulated set of external accounts
encompassing the measurement of cross-border transactions (BOP) and the position of
external financial assets and liabilities (1IP). BPM5 also detached the capital account from
the new financial account. In previous versions, these two components had been treated
together under the (former) capital account. In BPM5, the capital account primarily focused
on capital transfers—for the first time excluded from the current account—and the
acquisition/disposal of nonproduced nonfinancial assets (such as patents and trademarks).
The newly created financial account dealt with transactions involving financial assets and
liabilities, including direct investment, portfolio investment, other investments (such as loans
and trade credits), and reserve assets. The current account distinguished more clearly
among goods, services, income, and current transfers. The Manual also introduced
considerable disaggregation in the classification of international services transactions.
Additionally, BPM5 introduced microfoundations of units and sectors, consistent with the
SNA, rather than treating the economy as a single unit. The Manual also emphasized the
importance of recording transactions on a gross basis rather than netting them, meaning
that inflows and outflows should be recorded separately in the current account. Finally,
BPM5 was harmonized with the System of National Accounts 1993 (1993 SNA). This
harmonization ensured consistency between BOP and national accounts statistics, making it
easier for countries to produce integrated economic accounts.

1.26 The sixth edition significantly modernized the external accounts framework to reflect
the dramatic changes in the global economy since the publication of BPM5 in 1993,
particularly in financial globalization, the rise of global value chains, and advances in data
collection and statistical methodologies. The Manual was drafted in parallel with the 2008
SNA and was issued in 2009. While the overall structure of the framework and broad
definitions remained mostly unchanged, this edition placed much greater emphasis on
balance sheet statistics and understanding a country’s IIP, which was more central to the
framework. It provided considerably more detailed guidance on the IIP and much greater
discussion of revaluations and other changes in volume as well as on their impact on the
values of external financial assets and liabilities. The increased focus on positions was
reflected in the amended title as Balance of Payments and International Investment
Position Manual. Additionally, this edition provided new guidelines for capturing the effects
of global value chains (GVCs) and the fragmentation of production across borders. It
recognized the growing role of multinational enterprises (MNES) in global trade and
introduced methodologies for better tracking of goods for processing and merchanting
activities, which were previously inadequately covered. For example, it reclassified
transactions where goods are processed abroad without changing ownership from the
goods to the services account. Similarly, merchanting transactions—i.e., the sale of goods
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by a resident to a nonresident where the goods do not enter the merchant's country—were
reclassified from the services to the goods account, again properly reflecting changes in
economic ownership. These changes aligned the treatment of international trade with
modern global production processes. BPM6 also provided enhanced guidance on new
financial arrangements, such as describing special purpose entities (SPEs), and financial
instruments, such as financial derivatives, securitization, index-linked securities, and gold
accounts. Another important change was the introduction of the terms net acquisition of
financial assets and net incurrence of liabilities that replaced credit and debit in the
standard presentation of the financial account and thereby inverted the sign of the
financial account balance.

1.27 The IMF subsequently published the Government Finance Statistics Manual 2014
and the Monetary and Financial Statistics Manual and Compilation Guide 2016. These
manuals also brought about further harmonization of the macroeconomic statistical
standards, reflecting increasing concerns about the ability to link different statistical data,
minimizing data inconsistency, and enhancing analytical potential.

1.28 The foundation of the IMF Committee on Balance of Payments Statistics (BOPCOM)
in 1992 further complemented these efforts. The launch of BOPCOM as a permanent body
for consultation with national compilers and international organizations led to the
establishment of procedures for partial revisions of statistical standards between major
revisions, as was done in the late 1990s for financial derivatives and aspects of direct
investment.

1.29 A number of related publications have been developed since the 2009 edition. An
updated version of the Balance of Payments and International Investment Position
Compilation Guide was published in 2014. The Guide complemented BPM6 by providing
practical advice on the collection and compilation of statistics.

1.30 Some aspects of external sector statistics with particular interest were covered in
specialized guides.? Those guides—most of which were updated following the publication of
BPM6—are the Coordinated Direct Investment Survey Guide (2015), Coordinated Portfolio
Investment Survey Guide (2017), International Reserves and Foreign Currency Liquidity:
Guidelines for a Data Template (2013), International Merchandise Trade Statistics:
Concepts and Definitions (2010), Guide to Measuring Global Production (2015), Manual on
Statistics of International Trade in Services (2010), Handbook on Measuring Digital Trade
(2023), External Debt Statistics: A Guide for Compilers and Users (2013), Handbook on

2 “External sector statistics” encompass a broader range of data than “external accounts.” While external
accounts primarily refer to the BOP and the integrated IIP, external sector statistics also include additional
datasets related to the external accounts as described in the specialized guides.
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Securities Statistics (2015), Reporting Guidelines for the BIS International Banking Statistics
(2019), International Transactions in Remittances: Guide for Compilers and Users (2009),
and the OECD Benchmark Definition of Foreign Direct Investment (2008). Relevant
elements of these specialized guides will be revised to maintain their harmonization with the
updated Manual.

D. THE 2025 REVISION

1.31 In March 2020, the IMF—in consultation with BOPCOM—decided to initiate an
update of the Manual, targeting the publication of the seventh edition in 2025. Although the
overall framework of the sixth edition remained fully relevant, an updated Manual would
need to address significant changes in the global economy, including globalization,
digitalization, and innovations in financial markets and instruments, as well as develop
measures of sustainable finance to integrate the impact of climate change into external
sector statistics.

1.32 The update was conducted in parallel with the updates of the 2008 SNA and the
OECD Benchmark Definition of Foreign Direct Investment, fourth edition. For the first time,
the Manual and SNA update processes were fully coordinated. BOPCOM and the Advisory
Expert Group on National Accounts (AEG) organized several joint meetings to reach
agreement on cross-cutting issues, while the BPM7 and 2025 SNA editorial teams
collaborated and coordinated closely throughout the process. Seven chapters were
prepared as common chapters for the seventh edition of the Manual and the 2025 SNA, and
a common glossary of terms and definitions in macroeconomic statistics was developed to
ensure maximum consistency across statistical domains.

1.33 BOPCOM established research groups (task teams) to thoroughly examine and
make recommendations on general principles, current account, and direct investment
research topics. In addition, BOPCOM and the AEG set up joint task teams to address
matters related to financial and payments systems, globalization, the informal economy,
Islamic finance, and communication. AEG task teams on digitalization as well as wellbeing
and sustainability also addressed issues that were relevant to the external accounts. These
task teams’ recommendations underwent global consultation with worldwide compilers and
users before being discussed and approved by BOPCOM and the AEG.

1.34 Draft versions of the BPM7 chapters and annexes were posted on the IMF website
for global consultation from December 2023 to January 2025, inviting worldwide comments.
To explain the Manual’s changes to external and national accounts compilers and solicit
their feedback, a series of regional outreach seminars was conducted between May 2023
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and April 2024.2 This process culminated in a revised version of the Manual submitted to
BOPCOM for endorsement in November 2024. A white cover (pre-edited) version was
published in March 2025, and the final version, including the foreword, index, and language
edits, was released in xx, 2025/2026.

1.35 Four major themes that have emerged from the revision are external sector
sustainability; globalization; financial innovation and digitalization; and sustainable finance
and climate change.

1.36 The Manual addresses the increased need for data to assess external sector
sustainability. It emphasizes the importance of understanding changes in financial
positions to provide a comprehensive view of external sector sustainability and vulnerability.
The stock/flow reconciliation—also known as the integrated IIP—is central to BPM7, with
additional focus on the currency breakdowns of both the BOP and IIP. For the first time,
other changes in financial assets and liabilities are included in the standard components
broken down into other changes in volume, exchange rate changes, and other price
changes. The move to a fully integrated view of transactions, other changes, and positions
is reflected in the amended title: Integrated Balance of Payments and International
Investment Position Manual. Additionally, the Manual includes supplementary breakdowns
of trade by currency to show how trade flows respond to exchange rate movements. It also
introduces a standardized statistical definition of net international reserves (NIR), a key
indicator of an economy’s external vulnerability.

1.37 Globalization challenges traditional macroeconomic statistics, which rely on the
fundamental principles of residence and economic presence. In a world where MNEs
operate seamlessly across borders and production is fragmented in global value chains,
supplementary presentations are needed to provide alternative views or additional details
that complement traditional macroeconomic statistics. The Manual introduces new data
series such as separate identification of goods traded within a global manufacturing
arrangement (e.g., factoryless goods production) and a breakdown of data by domestically
and foreign-controlled corporations. It also includes a harmonized definition of SPEs and
encourages compilers to identify such entities where their activities are significant for their
economies.

1.38 Financial innovation and digitalization have led to new financial instruments and
services, such as crypto assets with and without corresponding liabilities. Since crypto
assets without a corresponding liability designed to act as a medium of exchange do not fit
into any existing BPM6 category of assets, they are treated as nonproduced nonfinancial

3 [A second series of regional outreach seminars focusing on implementation was conducted after the release of
the white cover (pre-edited) version of the Manual.]

10
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assets in a separate category within the capital account. The Manual also introduces
supplementary “of which” categories for fintech companies and fintech-related financial
instruments and services when relevant. It also provides guidance on digital intermediation
platforms, cloud computing, nonfungible tokens, and other digitalization-related issues.

1.39 The growing demand for data on sustainable finance and climate change has led
the Manual to include a new annex. The annex offers initial ideas for organizing external
sector statistics to support analysis of climate change risks as well as sustainable finance
activities. New supplementary items include ESG (Environmental, Social, Governance) and
green financial instruments. The annex also identifies key areas where detailed external
accounts data can support policy work on environmental and climate risks, such as direct
investment by counterparty economy and industrial sector, and international cooperation
grants for climate change mitigation and adaptation. Additionally, it presents data items that
could inspire compilers to assess environmental and climate change-related risks based on
national circumstances.

1.40 The overall structure of the accounts and broad definitions are largely unchanged in
this edition. Changes reflect economic and financial developments and evolving economic
policy concerns, with clarifications provided. A list of changes is included as Annex 13.

E. RESEARCH AGENDA

1.41 Ajoint post-2025 SNA/BPM7 research agenda has been identified by BOPCOM and
the AEG for future work. The research agenda is presented in Annex 15.

11
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Chapter 2. Overview of the Integrated
Framework

A. INTRODUCTION

2.1 This chapter first describes and illustrates how the external accounts are an integral
conceptual part of the broader system of national accounts. It then covers important aspects
of statistics such as time series.

B. STRUCTURE OF THE ACCOUNTS

References:

e 2025 SNA, Chapter 3, Overview of the Integrated Framework, and Chapter 19,
Summarizing, Integrating and Balancing the Accounts.

1. OVERALL FRAMEWORK

2.2 The external accounts for an economy summarize the economic relationships
between residents of that economy and nonresidents. The external accounts framework is
composed of three major interconnected elements: (a) the IIP; (b) the (BOP); and (c) the
other changes in financial assets and liabilities accounts.

@ The IIP is a statement that shows at a point in time the value of financial assets of
residents of an economy that are claims on nonresidents or are gold bullion held as
reserve assets and of the liabilities of residents of an economy to nonresidents;

(b) the BOP is a statement that summarizes economic transactions between residents
and nonresidents during a specific time period; and

(© the other changes in financial assets and liabilities accounts is a statement that
shows other flows, that reconciles the BOP and IIP for a specific period, by showing
changes due to economic events other than transactions between residents and
nonresidents (i.e., revaluations and other changes in the volume of assets and
liabilities).

The BOP financial account, revaluations, and other changes in volume of financial assets
and liabilities account taken together are accumulation accounts (further explained in
paragraph 2.21) that explain the changes between the values in the opening and closing

12
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positions of the IIP. Taken as a whole, the combination of the opening IIP, accumulation
accounts, and the closing IIP is referred to as the integrated IIP (see paragraph 2.10).

2.3 The external accounts provide an integrated framework for the analysis of an
economy’s international economic relationships, including its international economic
performance, exchange rate policy, reserves management, and external vulnerability. A
detailed study of the use of external accounts data is provided in Chapter 19.

24 The framework provides a sequence of accounts, each one encompassing a
separate economic process or phenomenon, and shows the linkages between them. While
each account has a balancing item, the account also gives a full view of its components.

2.5 The concepts of the external accounts are harmonized with the System of National
Accounts (SNA), so they can be compared or aggregated with other macroeconomic
statistics. The framework for macroeconomic statistics used in the SNA and external
accounts is shown in Figure 2.1.

2.6 The external accounts framework is the same as the SNA framework. However,
some accounts, which are shaded in Figure 2.1, are not applicable. Further, in the case of
external accounts, the scope of accumulation accounts is limited to the financial account
and the other changes in financial assets and liabilities accounts as the IIP relates only to
external financial assets and liabilities.:

2.7 The framework is designed so that the core concepts can be used to develop
additional data sets, as discussed in Chapter 20.

2. INTERNATIONAL INVESTMENT POSITION

2.8 The IIP is a statistical statement that shows at a particular point in time the value of
financial assets of residents of an economy that are claims on nonresidents or are gold
bullion held as reserve assets® and of the liabilities of residents of an economy to
nonresidents. The difference between the assets and liabilities is the net position in the IIP
and, except for the portion of the difference reflecting gold bullion held as reserve assets,
represents either a net claim on or a net liability to the rest of the world.

29 The IIP represents a subset of the assets and liabilities included in the national
balance sheet. In addition to the IIP, the national balance sheet incorporates nonfinancial

1 While the transactions between residents and nonresidents in produced assets are covered in goods and
services account and nonproduced nonfinancial assets in the capital account, there is no external balance sheet
of nonfinancial assets as they are always considered domestic assets (i.e., owned by residents). See paragraph
4.106-4.107, 2025 SNA on the asset boundary.

2 Gold bullion held as reserve asset is the only financial asset without a corresponding liability.
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assets as well as financial assets and liability positions between residents. The IIP is
described further in Chapter 7.

Figure 2.1. Overview of the System of National Accounts as a Framework for
Macroeconomic Statistics Including External Accounts

Transactions/Balance of payments:

Goods and services

account Other flows:

Production account

Value added/GDP

Generation of income
account

Operating surplus

Distribution of income
account

National income

Secondary distribution
of income account

Disposable income

Use of income account

Saving

Opening balance sheet Accumulation accounts Closing balance sheet

Other changes in

Nonfinancial assets Capital account nonfinancial assets Nonfinancial assets

Net lending/net borrowing

Other changes in

financial assets and Financial assets and liabilities
liabilities

Financial assets and liabilities Financial account

Net worth

Net lending/net borrowing Net other changes Net worth

Key:

Name of account

SNA Balancing item

Shaded accounts do not appear in the external accounts. Further, in the case of external accounts, the financial
account and the other changes in financial assets and liabilities accounts are accumulation accounts that explain
the changes between the opening and closing IIP (i.e. the capital account is not part of the accumulation accounts
in external accounts). Other changes in nonfinancial assets/financial assets and liabilities account consists of the
revaluations and other changes in the volume of nonfinancial assets/financial assets and liabilities.

2.10 Whereas the IIP relates to a point in time, the integrated IIP statement relates to
different points in time, and it has an opening value (as at the beginning of the period) and a
closing value (as at the end of the period). The integrated IIP statement reconciles the
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opening and closing values of the IIP through the accumulation accounts (i.e., the financial
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account (flows arising from transactions) and the other changes in financial assets and
liabilities account (revaluations and other changes in volume)). So, the values in the IIP at
the end of the period result from transactions and other flows in the current and previous
periods. A shorter version of Table 7.1 (the integrated IIP statement) is presented in

Table 2.1. For further details refer to Chapter 7 (Table 7.1).

Table 2.1. Integrated International Investment Position Statement

Accumulation accounts
Other changes in financial assets and liabilities accounts
Beginnin . '
fg . dg Transactions _ Other changes in
Ol perio from BOP’ Revaluations volume
P rom BT S Of which:
financial Exchange | Other - e
: cancellations Of which:
account Total rate price | Total : lassifications*
changes | changes and write- | reclassifications
offs of debt *

End of
period
[P

Standard components listed in Annex 14

* Supplementary items

2.11 The highest level of classification used in the IIP, financial account, and other
changes in assets and liabilities account is the functional classification, which is covered in
Chapter 6. The functional categories group together financial instruments based on
economic motivations and patterns of behavior to assist in the analysis of cross-border
transactions and positions. These categories are direct investment, portfolio investment,
financial derivatives (other than reserves) and employee stock options, other investment,
and reserve assets. The SNA does not have such categories, and records financial account
activity by type of instrument alone (although direct investment is a memorandum item to the
SNA instrument classification). Chapter 5 covers the classification of financial instruments.

3. BALANCE OF PAYMENTS

2.12 The BOP is a statistical statement that summarizes transactions between residents
and nonresidents during a specific time period. It consists of three main accounts: (i) the
current account (which includes the goods and services account, the earned income
account, and the transfer income account), (ii) the capital account, and (iii) the financial
account. Under the double-entry accounting system that underlies the BOP, each
transaction is recorded as consisting of two entries, and the sum of the credit entries and the
sum of the debit entries is the same. As indicated in Box 2.1, while credits and debits are
used in general to reflect inflows and outflows, the terms credits/revenues and
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debits/expenditures are used specifically in the current and capital accounts (See Box 2.1
for further elaboration on these terms and double-entry accounting system.)

2.13 The different accounts within the BOP are distinguished according to the nature of
the economic resources provided and received.

Current Account

2.14 The current account covers transactions in goods, services, earned income, and
transfer income between residents and nonresidents. The current account is an important
grouping of accounts within the BOP. Its components are dealt with in the following
chapters:

e Chapter 10 discusses the goods account. This account shows transactions in goods.

o Chapter 11 discusses the services account. This account shows transactions in
services.

e Chapter 12 discusses the earned income account. This account shows amounts
payable and receivable in return for providing temporary use to another unit of labor,
financial resources, or nonproduced nonfinancial assets.®

¢ Chapter 13 discusses the transfer income account. This account shows redistribution
of income, that is, when resources for current purposes are provided by one party
without anything of economic value being supplied as a direct return to that party.
Examples include personal transfers and current international assistance.

2.15 The balance on these accounts is known as the current account balance. The
current account balance shows the difference between the sum of exports and income
receivable and the sum of imports and income payable (exports and imports refer to both
goods and services, while income refers to both earned and transfer income). As shown in
Chapter 19, the value of the current account balance equals the saving-investment gap for
the economy. Thus, the current account balance is equally important for understanding
domestic transactions.

Capital Account

2.16 The capital account shows credits/revenues and debits/expenditures for
nonproduced nonfinancial assets and capital transfers between residents and nonresidents.
It records acquisitions and disposals of nonproduced nonfinancial assets, such as land sold

3 Allowing another unit to use produced assets gives rise to a service (see paragraph 11.113). In contrast,
allowing another unit to use nonproduced nonfinancial assets gives rise to rent (paragraph 12.103) and allowing
another unit to use financial assets gives rise to investment income, such as interest, dividends, and reinvested
earnings (see paragraph 12.3).
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to embassies and sales of leases and licenses, crypto assets without a corresponding
liability designed to act as a medium of exchange, as well as capital transfers, that is, the
provision of resources for capital purposes by one party without anything of economic value
being supplied as a direct return to that party. The capital account balance shows the
difference between the sum of disposals of nhonproduced nonfinancial assets and capital
transfers receivable and the sum of acquisition of nonproduced nonfinancial assets and
capital transfers payable. This account is described further in Chapter 14.

Financial Account

2.17 The financial account shows net acquisition and disposal of financial assets and
liabilities. This account is described in Chapter 8. Financial account transactions appear in
the BOP and, because of their effect on the stock of assets and liabilities, also in the
accumulation accounts of the integrated IIP statement. The financial account balance shows
the difference between the net acquisition of financial assets and the net incurrence of
liabilities resulting from transactions between residents and nonresidents.

2.18 The sum of the balances on the current and capital accounts represents the net
lending (surplus) or net borrowing (deficit) by the economy with the rest of the world. This is
conceptually equal to the financial account balance. In other words, the financial account
measures how the net lending to or borrowing from nonresidents is financed. The financial
account plus the other changes account, jointly referred to as accumulation accounts (see
paragraph 2.20), explain the change in the IIP between beginning- and end-periods.

Box 2.1. Double-Entry Basis of Balance of Payments Statistics
Recording for Individual Transactions

The recording of credits and debits underlies the accounting system at the level of individual
transactions. Each transaction in the BOP is recorded as consisting of two equal and opposite
entries, reflecting the inflow and outflow element to each transaction. For each transaction,
each party records a matching credit and debit entry:

» Credit (CR.)—exports of goods and services, income receivable, reduction in assets, or
increase in liabilities.

» Debit (DR.)—imports of goods and services, income payable, increase in assets, or
reduction in liabilities.

Examples

a) A simple example is for sale of goods to a nonresident for 100 in currency. For the resident
seller:

Exports 100 (CR.)

17



BPM7 — White Cover (Pre-Edited) Version Chapter 2

Currency 100 (DR.—lIncrease in financial assets)

(The transaction involves the provision of physical resources to nonresidents and a
compensating receipt of financial resources from nonresidents.)

b) An example of a transaction involving only financial asset entries is the sale of shares for 50
in currency. For the resident seller:;

Shares and other equity 50 (CR.—Reduction in financial assets)

Currency 50 (DR.—Increase in financial assets) (The selling party
provides shares and receives currency in return.)

¢) An example involving the exchange of an asset for the creation of a liability is where a
borrower receives a loan of 70 in cash. For the resident borrower:

Loan 70 (CR.—Increase in liabilities)
Currency 70 (DR.—Increase in financial assets)

d) An example involving the humanitarian aid (export of goods) of 100. For the exporting
economy:

Exports 100 (CR.)
Current transfer 100 (DR.)

(There are some more complex cases when three or more parties are involved, e.g.,
the case of debt assumption shown in Box 8.1.)

Aggregate Recording

In BOP aggregates, the current and capital account entries are totals, while financial account
entries show for each category/instrument the net transactions in assets and liabilities,
respectively (as explained in paragraph 3.96). Chapter 3, Section E, provides further
information on the accounting system used in BOP statistics.

As a result of the two-entry nature of each transaction, the difference between the sum of
credit entries and the sum of debit entries is conceptually zero in the national BOP of a
country, that is, in concept, the accounts as a whole are in balance. As discussed in
paragraphs 2.25-2.27, measurement problems cause discrepancies in practice.

The two-entry nature of the BOP can be presented in aggregate data in different ways. A
presentation where the nature of the entries is conveyed by the column headings (namely,
credits/revenues, debits/expenditures, net acquisition of financial assets, and net incurrence of
liabilities) is adopted in Table 2.3. This presentation is considered to be easily understood by
users. Another presentation is where credit entries are shown as positive and debit entries as
negative. This presentation is useful for calculating balances, but requires more explanation for
users (e.g., increases in assets are shown as a negative value).
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In the SNA presentation, a credit/revenue for the compiling economy in the BOP current
account is called “expenditure” by the rest of the world sector (e.g., exports by a resident result
in expenditure for the rest of the world). Similarly, a debit/expenditure for the compiling
economy in the BOP current account is called “revenue” by the rest of the world sector in the
SNA (e.g., imports by a resident result in revenue for the rest of the world). Because the SNA
rest of the world accounts use the point of view of the nonresidents, assets of the compiling
economy in the external accounts are shown as liabilities of the rest of the world sector in the
SNA.

Gross and Net Recording

2.19 The current and capital accounts show transactions in gross terms. In contrast, the
financial account shows transactions in net terms, which are shown separately for financial
assets and liabilities (i.e., net transactions in financial assets shows the acquisition of assets
less the reduction in the relevant assets, not assets net of liabilities; and net transactions in
liabilities shows the incurrence of liabilities less the reduction in the relevant liabilities). For
resources that enter and leave an economy (such as re-exported goods, and funds in
transit), it may be analytically useful to present net flows as well. Each of the accounts and
the borderlines between them are discussed in more detail in the specific chapters.

4. ACCUMULATION ACCOUNTS

2.20 As shown in Figure 2.1, in the SNA framework, accumulation accounts are those that
record flows that effect the entries in the balance sheets at the start and end of the
accounting period. There are four accumulation accounts—the capital account, the financial
account, the revaluation account, and the other change in the volume of assets and
liabilities account (paragraph 1.30, 2025 SNA).

2.21 In contrast, for external accounts as shown in Table 2.1, accumulation accounts
explain the changes between opening and closing IIP (external balance sheet) and only
comprise the BOP financial account, and other changes in financial assets and liabilities
accounts. They show the accumulation (i.e., acquisition and disposal) of financial assets and
liabilities through transactions and other changes that affect them. Accordingly, they explain
changes between the opening and closing IIP. Whereas the current account is concerned with
resource flows oriented to the current period, the accumulation accounts deal with the
provision and financing of assets and liabilities, which are items that will affect future periods.

2.22  The financial account shows the net acquisition of financial assets and net
incurrence of liabilities during the specified period. In contrast, the other changes in financial
assets and liabilities account shows flows that do not result from BOP transactions. The
other changes in financial assets and liabilities account covers revaluations due to exchange
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rate changes and other price changes and other changes in volume (e.g., write-offs and
cancellations of debt, reclassifications). This account is described further in Chapter 9.

5. INTEGRATED RECORDING OF POSITIONS AND TRANSACTIONS

2.23  As highlighted in the previous sections, the external accounts, inclusive of the 1P,
BOP, and the other changes in financial assets and liabilities accounts consist of a set of
accounts that are integrated at two levels. First, while the accounts represent a great mass
of detailed information on interaction between the different economic agents, their recording
is based on the double-entry system of accounting, as set out in Box 2.1.

2.24  Second, the system calls for consistent reporting by the resident and the nonresident
parties to each financial claim, transaction, and other flow. This consistency helps to
promote comparability across economies as well as the use of counterpart data as data
sources or for data validation.

6. STATISTICAL DISCREPANCY

2.25 Although the BOP accounts are, in principle, balanced, imbalances result in practice
from imperfections in source data and compilation. This imbalance, a usual feature of BOP
data, is labeled statistical discrepancy and should be identified separately in published data.
It should not be included indistinguishably in other items. In the BOP, it is used to show the
difference between net lending/net borrowing derived from the financial account and net
lending/net borrowing from the current and capital accounts.* Therefore, a positive statistical
discrepancy indicates an overall tendency that:

(a) the value of credits/revenues in the current and capital accounts is too low; and/or

(b) the value of debits/expenditures in the current and capital accounts is too high;
and/or

(© the value of net acquisition of assets in the financial account is too high; and/or
(d) the value of net incurrence of liabilities in the financial account is too low.
(For a negative statistical discrepancy, these tendencies are reversed.)

2.26 The statistical discrepancy should be analyzed by compilers. The size and trends
may help identify data problems, such as coverage or misreporting. Patterns in statistical
discrepancy may provide useful information on data problems. For example, a consistent
sign indicates a bias in one or more components. A persistent positive statistical

4 For example, if net lending/net borrowing measured from the current and capital accounts is 29, while net
lending/net borrowing measured from the financial account is 31, then statistical discrepancy is +2.
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discrepancy suggests that credit entries have been understated or omitted or debit entries
have been overstated. In contrast, a volatile pattern may suggest timing problems. However,
although statistical discrepancy can help point to some problems, it is an incomplete
measure because discrepancies in opposite directions offset each other. The term statistical
discrepancy should not be interpreted as meaning errors on the part of compilers; it is far
more common that this discrepancy is caused by other factors, such as incomplete data
sources and poor-quality reporting.

2.27 A large or volatile statistical discrepancy hampers interpretation of the BOP statistics.
While it is not possible to give guidelines on an acceptable size of statistical discrepancy, it
can be assessed (where possible) by compilers in relation to other items, such as gross
domestic product (GDP), positions data, and gross flows. Discrepancies also can arise in
the IIP statement. Closing values are by definition equal to the opening values plus net
transactions plus net other changes during the period. However, if these components are
independently measured, discrepancies may arise because of data imperfections.

7. LINKAGES WITHIN THE EXTERNAL ACCOUNTS

2.28 Some of the important linkages within the external accounts are as follows:

(@ The end of period values of the IIP are the sum of the beginning of period values of
the IIP, BOP financial account transactions, and other changes in financial assets
and liabilities.

(b) The current, capital, and financial account entries are jointly in balance, in principle.

(© Consequent to (b), the balance on the sum of the current and capital accounts is
equal to the balance on the financial account. This balance is called net lending/net
borrowing, whichever way it is derived.

(d) Consequent to (b), the current account balance is equal to the financial account
balance less the capital account balance.

(e) Financial assets and liabilities generally give rise to investment income. Table 5.2
shows the link between financial instruments and their corresponding income. The
income rate of return is derived as the ratio of income to the corresponding stock of
assets or liabilities. (Rates of return might also take into account holding gains or
losses for some analysis.)

2.29 Because of the harmonization of macroeconomic statistical standards, it is also
possible to look at residents’ transactions and positions with nonresidents in relation to the
transactions and positions between residents. For example:

(@) the external financing can be compared with domestic lending and borrowing; and
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(b) the IIP can be compared with the national balance sheet and with monetary and
financial statistics.

Chapter 19 has a wider discussion of interrelationships between the external accounts and
other macroeconomic data.

8. LINKAGES AND CONSISTENCY WITH OTHER MACROECONOMIC DATA
SETS

2.30 Placing the external accounts in the SNA framework shown in Figure 2.1 helps
identify linkages among macroeconomic data sets (see also Annex 12 for more details on
these linkages). Specific aspects of the external accounts are provided, for instance, in
reporting statements on merchandise trade, international trade in services, direct
investment, external debt, and international reserves. Additionally, items involving flows and
positions between residents and nonresidents that appear in the national accounts,
monetary and financial statistics, and government finance statistics correspond exactly to
external accounts items.

2.31 The following paragraphs list data items that should be consistent with the external
accounts. Data compilers should reconcile these overlapping items, with a view toward
eliminating or explaining any differences. Data consistency is particularly important for
comprehensive macroeconomic analysis, in order to allow the different datasets to be
combined coherently. For example, if data are consistent, it is possible to understand how a
government is financing a deficit from external and domestic sources, or show how the
saving-investment balances of individual sectors contribute to the national current account
balance.

National Accounts

2.32 The external accounts correspond to the rest of the world accounts of the SNA. They
differ in that the BOP is from the perspective of the resident sectors, whereas national
accounts data for the rest of the world are from the perspective of nonresidents. The SNA
items that are equivalent to BOP items include (i) exports and imports of goods and
services; and (ii) earned income, transfer income, current external balance, balance on the
capital account, and net lending/net borrowing of the rest of the world account.

2.33 Another important difference between the national accounts and the external
accounts is the difference in the presentation of financial account and balance sheet. While
national accounts use the instrument classification, BOP financial account and IIP are
presented by functional categories. Table 2.5 provides further details on the link between
instrument and functional categories.
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Monetary and Financial Statistics

2.34 Balance sheets for deposit-taking and other financial corporations can be compared
with the relevant parts of the IIP. In particular:

o foreign assets and liabilities of the central bank; and
o foreign assets and liabilities of other deposit-taking corporations

should be consistent with the corresponding external accounts items. Because the IIP data
are organized primarily on a functional category basis, the instrument and sector data from
different functional categories need to be combined if they are to be linked with monetary
and financial statistics. Other adjustments may be needed for any deposit-taking
corporations whose liabilities are excluded from broad money (e.qg., offshore banks in some
cases) or for other types of corporations included in broad money (such as money market
funds) and thus are included with the deposit-taking corporations subsector in monetary
statistics.

2.35 In cases in which monetary statistics also include flows, they can be compared with
the BOP. BOP transactions for a period may differ from the transactions in foreign assets
and liabilities in the monetary statistics to the extent that BOP statistics exclude transactions
in foreign assets and liabilities between residents. See also paragraphs 19.26-19.28 on the
possibility of linking these transactions through the monetary presentation of the BOP.

Government Finance Statistics

2.36 The following items that appear in government finance statistics should be consistent
with their external accounts equivalents:

e interest payable on general government external debt;

e interest or dividends receivable on general government holdings of external assets;
e grants or other transfers by general government to nonresidents;

e grants or other transfers to general government from nonresidents;

e net external financing; and

e external assets and liabilities.
External Debt Statistics

2.37 The following items that appear in external debt statistics (EDS) should be consistent
with the relevant items in IIP liabilities. While in the 1P, positions of financial assets and
liabilities are in general valued at market value on the balance sheet reporting date (except
for the nonnegotiable instruments such as loans, deposits, trade credit and advances, and
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other accounts receivable/payable which are valued at nominal value), the EDS Guide
recommends that the debt instruments be valued at nominal value and for debt securities at
market value as well. Therefore, the gross external debt position (with debt securities valued
at market value) equals the debt liabilities in the IIP statement, i.e., the gross external debt
position equals total 1P liabilities excluding all equity (equity shares and other equity) and
investment fund shares/units and financial derivatives and employee stock options (ESOs).
For additional details on the linkages between external debt statistics and IIP refer to
Appendix 4, EDS Guide 2013, and Annex 12 of BPM?7.

Table 2.2. Corresponding Items between EDS and IIP

External Debt Statistics IIP Liabilities
DI: Intercompany lending Direct investment—debt instruments
Debt securities Portfolio investment—debt securities
Currency and deposits Other investment—currency and deposits
Loans Other investment--loans
Trade credit and advances Other investments—trade credit and advances
Other debt liabilities Other investments—insurance, pension, and
standardized guarantee schemes
Other investments—other accounts payable
SDR allocations Other investment—SDR allocations

9. NUMERICAL EXAMPLE

2.38 Table 2.3 provides a numerical overview of the external accounts, using data drawn
from the SNA framework presented in Appendix 2.1. (The numerical example helps show
interrelationships between items.)

2.39 The external accounts data have the same scope as the rest of the world sector in
the SNA. However, the external accounts are expressed from the perspective of the resident
units, but in the SNA, the data for the rest of world sector are expressed from the
perspective of the nonresident units. So, the current account balance of 13 in Table 2.3 is
presented as a current external balance for the rest of the world sector of —13 in the table in
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Appendix 2.1. Similarly, closing assets of 1,347 in the IIP are shown as the liabilities of
1,347 of the rest of the world sector in the SNA.
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Table 2.3. Overview of External Accounts
(Consistent with Data in Appendix 2.1)?
Balance of Payments Rce::/?aiitjse/s ExpDeik;iittSu/res Balance
Current account
Goods and services 540 499 41
Goods 462 392 70
Services 78 107 -29
Earned income 50 40 10
Remuneration of employees 6 2
Interest and similar returns 13 21
Dividends and withdrawals from income of 17 17
quasicorporations
Reinvested earnings 14 0
Rent 0 0
Transfer income 17 55 -38
Current taxes on income, wealth, etc. 1 0
Social contributions less service charges 0 0
Social benefits 0 0
Nonlife insurance premiums less service 2 11
charges
Nonlife insurance claims 12 3
Current international cooperation 1 31
Miscellaneous current transfers 1 10
Adjustment for change in pension
entitlements
Current account balance 13
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Capital account

account)

Acquisitions/disposals of nonproduced 0 0
nonfinancial assets
Capital transfers 1 4
Capital account balance -3
Net lending (+)/net borrowing (=) (from current and 10
capital accounts)
Financial account (by functional category) Net acquisition | Net incurrence | Balance
of financial of liabilities
assets
Direct investment 8 11
Portfolio investment 18 15
Financial derivatives (other than reserves) 3 0
and ESOs
Other investment 21 22
Reserve assets 8
Total changes in assets/liabilities 58 48
Net lending (+)/net borrowing (=) (from financial 10

Statistical discrepancy
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Accumulation Accounts

Other Changes in Financial Assets and Liabilities

International Investment Opening . Accounts Closing
Position: Position | Transactions Revaluations Position
(Fin. Acc.) Other Changes
Total Exchange Other Price in Volume
Rate Changes Changes
Assets (by functional category)
Direct investment 78 8 1 1 0 0 87
Portfolio investment 190 18 2 1 1 0 210
Financial derivatives (other than | 7 3 0 0 0 0 10
reserves) and ESOs
Other investment 166 21 0 0 0 0 187
Reserve assets 833 8 12 0 12 0 853
Total assets 1,274 58 15 2 13 0 1,347
Liabilities (by functional category)
Direct investment 210 11 2 2 0 0 223
Portfolio investment 300 15 5 0 5 0 320
Financial derivatives (other than | O 0 0 0 0 0 0
reserves) and ESOs
Other investment 295 22 0 0 0 0 317
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Total liabilities 805 48 7 2 5 0 860

Net IIP 469 10 8 0 8 0 487

Note: ESO = employee stock option.

1The SNA tables in Appendix 2.1 use instruments rather than functional categories. At the end of Appendix 2.1, external accounts data are presented in terms
of instruments and the derivation of functional category data from instrument data is shown.
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Box 2.2. Data Quality Assessment Framework

This table shows the two-digit level of the IMF’s Data Quality Assessment Framework
(DQAF), based on 2012 version of DQAF for Balance of Payments and International
Investment Position. More detail of the framework on the specific aspects for BOP is
available on the IMF website. New versions will be posted on the IMF website as they are

developed.

Quality Dimensions

Elements

0. Prerequisites of quality

0.1

Legal and institutional environment—The
environment is supportive of statistics.

0.2

Resources—Resources are commensurate with
needs of statistical programs.

0.3

Relevance—Statistics cover relevant information
on the subject field.

0.4

Other quality management—Quality is a
cornerstone of statistical work.

1. Assurances of integrity
The principle of objectivity in
the collection, processing,
and dissemination of
statistics is firmly adhered
to.

11

Institutional integrity—Statistical policies and
practices are guided by professional principles.

1.2

Transparency—Statistical policies and practices
are transparent.

13

Ethical standards—Policies and practices are
guided by ethical standards.

2. Methodological
soundness The
methodological basis for the
statistics follows inter-
nationally accepted
standards, guidelines, or
good practices.

2.1

Concepts and definitions—Concepts and
definitions used are in accord with internationally
accepted statistical frameworks.

2.2

Scope—The scope is in accord with internationally
accepted standards, guidelines, or good practices.

2.3

Classification/sectorizations—Classification and
sectorization systems are in accord with
internationally accepted standards, guidelines, or
good practices.

2.4

Basis for recording—Flows and stocks are valued
and recorded according to internationally accepted
standards, guidelines, or good practices.

3.1

Source data—Source data available provide an
adequate basis to compile statistics.
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3. Accuracy and reliability
Source data and statistical
techniques are sound and
statistical outputs sufficiently
portray reality.

3.2

Assessment of source data—Source data are
regularly assessed.

3.3

Statistical techniqgues—Statistical techniques
employed conform to sound statistical procedures.

3.4

Assessment and validation of intermediate data
and statistical outputs—Inter-mediate results and
statistical outputs are regularly assessed and
validated.

3.5

Revision studies—Revisions, as a gauge of
reliability, are tracked and mined for the
information they may provide.

4. Serviceability Statistics,
with adequate periodicity
and timeliness, are
consistent and follow a
predictable revisions policy.

4.1

Periodicity and timeliness—Periodicity and
timeliness follow internationally accepted
dissemination standards.

4.2

Consistency—Statistics are consistent within the
data set, over time, and with major data sets.

4.3

Revision policy and practice—Data revisions follow
a regular and publicized procedure.

5. Accessibility Data and
metadata are easily available
and assistance to users is
adequate.

5.1

Data accessibility—Statistics are presented in a
clear and understandable manner, forms of
dissemination are adequate, and statistics are
made available on an impatrtial basis.

5.2

Metadata accessibility—Up-to-date and pertinent
metadata are made available.

5.3

Assistance to users—Prompt and knowledgeable
support service is available.

C. METADATA, DISSEMINATION STANDARDS, DATA QUALITY,

AND TIME SERIES

References:

¢ IMF, Dissemination Standards Bulletin Board at www.imf.org.

e IMF, The Enhanced General Data Dissemination System: Guide for Participants and

Users.

e IMF, Special Data Dissemination Standard.

e IMF, Special Data Dissemination Standard Plus.
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1. METADATA, DISSEMINATION STANDARDS, AND DATA QUALITY

2.40 Metadata are systematic, descriptive information about data content and
organization, providing information on the concepts, sources, and methods underlying the
data and therefore help users to understand and assess the characteristics of the data.
Statistical compilers should provide metadata to their users because metadata are an
integral part of the publication of statistics.

2.41 Good dissemination practices are essential in addition to good data compilation. As
well as provision of metadata, aspects of good dissemination practices include predictable
release schedule, availability of publications, and identification of internal government access
to statistics before public release. In recent years, international guidelines have been
developed on good data dissemination practices, namely, the IMF’s Enhanced General Data
Dissemination System, Special Data Dissemination Standard, and Special Data
Dissemination Standard Plus.

2.42 The IMF’s DQAF identifies aspects of data quality, including the definitions and
sources of data as well as the dissemination and institutional aspects. Box 2.2 shows the
broadest headings of the framework. In addition, Chapter 20, Section VII discusses a
Framework for Measuring Alignment with the International Macroeconomic Statistical
Standards and refers to the IMF’'s DQAF.

2. TIME SERIES

Reference:

¢ IMF, Quarterly National Accounts Manual, 2017 Edition, Chapter 7, Seasonal
Adjustment, and Chapter 12, Revisions.

2.43 While the tables included in the Manual have been designed to highlight
classifications and interrelationships, tabulations for users will generally use time series.
Good practices in the compilation of external accounts for time series analysis include the
following:

(a) Consistency over time in concepts and compilation practices to minimize “breaks”
and “steps” in the series—where changes in definitions and techniques are
implemented, they should be clearly identified to data users and the effect should be
guantified, where practical, preferably with an overlapping period;

(b) A transparent way of handling of revisions—revisions to data are necessary to
account for revised methods and more recent information. The revision of data
should be dealt with through a predictable and documented policy. The causes and
sizes of significant individual revisions should be identified. Revision studies should

32



Chapter 2 BPM7 — White Cover (Pre-Edited) Version

be made to identify the size and any bias of past revisions. This will help to refine
preliminary data and to define the optimum revision cycle that is largely driven by the
availability of major data sources; and

(© Consistency of available annual, quarterly, and monthly data—the monthly values
should sum to the corresponding quarterly values, which should sum to the
corresponding annual values.

2.44 Seasonal adjustment of monthly and quarterly data is potentially useful for time
series data in both analysis and compilation. However, some external accounts items,
especially in the financial account, may not be suitable for seasonal adjustment because of
the high degree of irregularity associated with large, one-time transactions. Refer to
Chapter 7, Quarterly National Accounts Manual, for the main principles of seasonal
adjustment procedures.
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APPENDIX 2.1. OVERVIEW OF INTEGRATED ECONOMIC ACCOUNTS

Table 2.4. Overview of Integrated Economic Accounts (from 2025 SNA)

Production account

Expenditures

Transactions and Nonfinancial Financial General Total Rest of Goods and
Balancing Items Corporations  Corporations Government Households NPISHs Economy the World Services  Total
Imports of goods and services 499 499
Imports of goods 392 392
Imports of services 107 107
Exports of goods and
services 540 540
Exports of goods 462 462
Exports of services 78 78
Output 3,617 3,617
Intermediate consumption 1,477 52 220 115 17 1,883 1,881
Taxes on products 141 141
Subsidies on products (-) -8 -8
Value added, gross/Gross
domestic product 1,331 94 138 155 18 1,869 1,869
Depreciation 157 12 27 23 3 222 222
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Depletion 30 30 30
Value added, net/Net
domestic product 1,144 82 111 132 15 1,617 1,617
Generation of Earned Income Account
Expenditures
Remuneration of employees 986 44 98 11 11 1,150 1,150
Wages and salaries 841 29 63 11 6 950 950
Employers’ social
contributions 145 15 35 0 5 200 200
Taxes on production and imports 235 235
Taxes on products 141 141
Other taxes on production 88 4 1 0 1 94 94
Subsidies —44 —44
Subsidies on products -8 -8
Other subsidies on
production -35 0 0 -1 0 -36 -36
Operating surplus, net 105 34 12 69 3 223 223
Mixed income, net 53 53 53
Allocation of Earned Income Account
Expenditures
Remuneration of employees 6
Wages and salaries 6
Employers’ social contributions 0
Taxes on production and imports 0
0

Taxes on products
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Other taxes on production
Subsidies

Subsidies on products

Other subsidies on production
Property income

Investment income
Interest and similar returns
Income on equity
Dividends
Withdrawals from income
of quasicorporations
Reinvested earnings on
foreign direct inv.
Investment income
disbursements
Rent
Depletion borne by the legal
owner
Balance of earned income,
net / National income, net

134

103
56
47
39

31

-18

61

168

168
106
15
15

47

15

42 41
35 14
35 14
7 27
0
189 1,358

391

326
217
62
54

47
65

-18

1,627

44

44
13
31
13

14

o O O o

435

370
230
93
67
12
14

47
65

-18

1,627

UOISIAA (PalP3-21d) JOA0D UM — LINDE

Z Jlawdeyd



LE

Production Account Revenues
Transactions and Balancing Items Nonfinancial Financial General Households NPISHs Total Rest of Goods and Total
Corporations Corporations  Government Economy the World  Services
Imports of goods and services 499 499
Imports of goods 392 392
Imports of services 107 107
Exports of goods and services 540 540
Exports of goods 462 462
Exports of services 78 78
Output 2,808 146 358 270 35 3,617 3,617
Intermediate consumption 1,881 1,881
Taxes on products 141 141
Subsidies on products (-) -8 -8
Generation of Earned Income Revenues
Account
Value added, net/Net domestic 1,144 82 111 132 15 1,617 1,617
product
Remuneration of employees
Wages and salaries
Employers’ social contributions
Taxes on production and imports
Taxes on products
Other taxes on production
Subsidies
Subsidies on products
Other subsidies on production
Allocation of Earned Income Account Revenues
Operating surplus, net 105 34 12 69 3 223 223
Mixed income, net 53 53 53
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Remuneration of employees 1,154 1,154 2 1,156
Wages and salaries 954 954 2 956
Employers’ social contributions 200 200 0 200

Taxes on production and imports 235 235 235
Taxes on products 141 141 141
Other taxes on production 94 94 94

Subsidies —44 —44 —44
Subsidies on products -8 -8 -8
Other subsidies on production -36 -36 -36

Property income 72 149 46 123 397 38 435
Investment income 55 146 22 102 332 38 370

Interest and similar returns 33 106 14 49 209 21 230
Income on equity 14 32 7 23 76 17 93
Dividends 10 25 5 13 53 14 67
Withdrawals from income of 2 7 9 3 12
quasi-corp.
Reinvested earnings on foreign 4 7 0 3 14 0 14
direct investment
Investment income 8 8 1 30 47 0 a7
disbursements
Rent 17 3 24 21 65 65
Depletion borne by the legal owner -18 -18 -18
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Income Transfers Other Than
Transfers in Kind Account
Expenditures

Transactions and Balancing Items  Nonfinancial ~ Financial General Households NPISHs Total Rest of Goods and  Total
Corporations  Corporations  Government Economy the World Services
Current transfers 98 277 248 582 7 1,212 17 1,229
Current taxes on income, 24 10 0 178 0 212 1 213
wealth, etc.
Social contributions less service 333 333 0 333
charges
Social benefits other than social 62 205 112 0 5 384 0 384
transfers in kind
Other current transfers 12 62 136 71 2 283 16 299
Disposable income, net 35 13 308 1,196 37 1,589 1,589
Use of disposable income
account
Expenditures
Final consumption expenditure 2 362 1,015 35 1,414 1,414
Adjustment for the change in 0 11 0 0 11 0 11
pension and nonpension
entitlements
Current external balance -13 -13
Capital account
Changes in assets
Acquisitions less disposals of 141 -4 11 30 2 180 180
produced nonfinancial assets
Gross fixed capital formation 257 8 35 44 5 349 349
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Depreciation of produced -142 -12 -27 -20 -3 -204 -204
nonfinancial assets (excluding
natural resources)
Changes in inventories 24 0 0 1 0 25 25
Acquisitions less disposals of 2 0 3 5 0 10 10
valuables
Acquisitions less disposals of -1 0 0 1 0 0 0 0
nonproduced nonfinancial assets
(excluding natural resources)
Acquisitions less disposals of -8 0 -16 5 1 -18 -18
natural resources
Capital transfers, receivable
Capital transfers, payable
Net lending (+) / net borrowing (=)  -80 -3 =77 174 -4 10 0
Financial account
Changes in assets
Net acquisition of financial assets 60 170 16 189 2 437 48 485
Monetary gold and SDRs -1 -1 1 0
Monetary gold 0 0 0 0
SDRs -1 -1 1 0
Currency and deposits 16 8 0 64 2 90 11 101
Debt securities 7 66 4 10 -1 86 10 96
Loans 19 53 3 3 0 78 4 82
Equity and investment fund 10 28 3 66 0 107 12 119
shares/units
Insurance, pension, and 1 7 1 39 0 48 0 48

standardized guarantee schemes
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Financial derivatives and
employee stock options
Other accounts receivable/payable

4

14

15

10

14

25
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Income Transfers Other Than
Transfers in Kind Account

Revenues

Transactions and Balancing Nonfinancial  Financial General Households NPISHs Total Rest of Goods and Total
Items Corporations  Corporations Government Economy the World Services
Balance of earned income, net/ 61 15 189 1,358 4 1,627 1,627
National income, net
Current transfers 72 275 367 420 40 1,174 55 1,229
Current taxes on income, 213 213 0 213
wealth, etc.
Social contributions less 66 213 50 0 4 333 0 333
service charges
Social benefits other than 384 384 0 384
social transfers in kind
Other current transfers 6 62 104 36 36 244 55 299
Use of Disposable Income Revenues
Account
Disposable income, net 35 13 308 1196 37 1,589 1,589
Final consumption expenditure 1,414 1,414
Adjustment for the change in 11 11 0 11
pension and nonpension
entitlements
Capital account Changes in
liabilities and
net worth
Saving, net 35 0 -54 192 2 175 175
Current external balance -13 -13
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Acquisitions less disposals of
produced nonfinancial assets

Gross fixed capital formation 349 349
Depreciation of produced
nonfinancial assets (excluding
natural resources)
Changes in inventories 25 25
Acquisitions less disposals of 10 10
valuables
Acquisitions less disposals of
nonproduced nonfinancial assets
(excluding natural resources)
Acquisitions less disposals of 27 27
natural resources
Capital transfers, receivable 33 0 6 23 0 62 4 66
Capital transfers, payable -16 -7 -34 -5 -3 -65 -1 -66
Changes in net worth due to 52 -7 -82 210 -1 172 -10 162
saving and capital transfers
Financial Account Changes in
liabilities and
net worth
Net lending (+)/net borrowing (=) —80 -3 =77 174 -4 10 -10 0
Net acquisition of liabilities 140 173 93 15 6 427 58 485
Monetary gold and SDRs
Monetary gold
SDRs 0
Currency and deposits 65 37 102 -1 101
Debt securities 7 30 38 0 0 75 21 96
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Loans

Equity and investment fund
shares/units

Insurance, pension, and
standardized guarantee
schemes

Financial derivatives and
employee stock options
Other accounts
receivable/payable

21
83

26

22

48

11

47
105

48

11

39

35
14

82
119

48

14

25
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Other Changes in the Volume of
Assets Account
Changes in Assets

Other Flows Nonfinancial  Financial General Households NPISHs Total Rest of Goods and Total
Corporations Corporations Government Economy the World Services
Economic appearance of assets 26 0 7 0 0 33 33
Produced nonfinancial assets 3 3 3
(excluding natural resources)
Nonproduced nonfinancial assets 4 0 0 0 0 4 4
(excluding natural resources)

Natural resources 22 4 26 26
Financial assets and liabilities 0 0
Economic disappearance of assets -5 0 -1 0 0 -6 -6
Produced nonfinancial assets 0 0

(excluding natural resources)
Nonproduced nonfinancial assets -3 -3 -3
(excluding natural resources)
Natural resources -2 -1 -3 -3
Financial assets and liabilities 0 0
Catastrophic losses -5 0 -6 0 0 -11 -11
Uncompensated seizures -5 0 5 0 0 0 0
Other changes in volume n.e.c. 1 1 0 0 0 2 2
Changes in classification 6 -2 -4 0 0 0 0
Changes in sector classification 6 0 -4 0 0 2 2
and structure
Changes in classification of assets 0 -2 0 0 0 -2 -2
and liabilities
Total other changes in volume 18 -1 1 0 0 18 18
Produced nonfinancial assets -2 -2 -3 0 0 -7 -7
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Nonproduced nonfinancial assets -2 0 1 0 -1 -1
Natural resources 20 0 3 0 23 23
Financial assets and liabilities 2 1 0 0 3 3
Monetary gold and SDRs 0 0
Currency and deposits 0 0
Debt securities 0 0
Loans 0 0
Equity and investment fund 2 2 2
shares/units
Insurance, pension, and 1 1 1
standardized guarantee
schemes
Financial derivatives and 0 0
employee stock options
Other accounts 0 0
receivable/payable
Revaluation Account
Changes in Assets
Nonfinancial assets 144 4 44 80 280 280

Produced nonfinancial assets 63 2 21 35 126 126

(excluding natural resources)

Nonproduced nonfinancial assets 1 1 2 2

(excluding natural resources)

Natural resources 80 1 23 45 152 152
Financial assets and liabilities 8 57 1 16 84 91
Monetary gold and SDRs 11 1 12 12

Currency and deposits 0 0

Debt securities 3 30 0 6 40 44
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Loans

Equity and investment fund 5 16
shares/units

Insurance, pension, and

standardized guarantee schemes

Financial derivatives and

employee stock options

Other accounts

receivable/payable

10

32
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Other Changes in the Volume of
Assets Account

Changes in
Liabilities and

Net Worth
Other Flows Nonfinancial ~ Financial General Households NPISHs Total Rest of Goods and  Total
Corporations  Corporations Government Economy the World Services

Economic appearance of assets 0

Produced nonfinancial assets 0
(excluding natural resources)

Nonproduced nonfinancial assets 0
(excluding natural resources)

Natural resources 0
Financial assets and liabilities 0
OEconomic disappearance of 0
assets

Produced nonfinancial assets 0
(excluding natural resources)

Nonproduced nonfinancial assets 0
(excluding natural resources)

Natural resources 0

Financial assets and liabilities 0
Catastrophic losses 0
Uncompensated seizures 0
Other changes in volume n.e.c. 0 0 0 1 0 1 1
Changes in classification 0 0 0 1 0 1 1
Changes in sector classification 0 0 2 0 0 2 2
and structure

Changes in classification of 0 0 0 0 0 0 0

assets and liabilities
Total other changes in volume 0 0 2 1 0 3 3

UOISIAA (PalP3-21d) JOA0D UM — LINDE

Z Jlawdeyd



6V

Produced nonfinancial assets
Nonproduced nonfinancial
assets

Natural resources

Financial assets and liabilities 0 0 2 1 0 3 3
Monetary gold and SDRs
Currency and deposits 0 0 0 0 0 0 0
Debt securities 0 0 0 0 0 0 0
Loans 0 0 0 0 0 0 0
Equity and investment fund 0 0 2 0 0 2 2
shares/units
Insurance, pension, and 0 0 0 1 0 1 1
standardized guarantee
schemes
Financial derivatives and 0 0 0 0 0 0 0
employee stock options
Other accounts 0 0 0 0 0 0 0
receivable/payable
Changes in net worth due to other 18 -1 -1 -1 0 15 15
changes in volume of assets
Revaluation Account Changes in
liabilities and
net worth
Nonfinancial assets 0 0 0 0 0 0 0

Produced nonfinancial assets
(excluding natural resources)
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Nonproduced nonfinancial
assets (excluding natural
resources)
Natural resources
Financial assets and liabilities 18 51
Monetary gold and SDRs
Currency and deposits

Debt securities 1 34
Loans
Equity and investment fund 17 17

shares/units

Insurance, pension, and
standardized guarantee
schemes

Financial derivatives and
employee stock options
Other accounts
receivable/payable

Changes in net worth due to 134 10
nominal holding gains/losses

15
12

91
12

44

35

280
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Rest of
Nonfinancial Financial General Total the World ~ Services
Stocks and Changes in Assets Corporations Corporations Government Households NPISHs Economy Account Total
Opening Balance Sheet
Nonfinancial assets 2,152 93 1089 1,431 159 4,924 4,924
Produced nonfinancial assets
(excluding natural resources) 1,214 67 497 816 124 2,718 2,718
Nonproduced nonfinancial
assets (excluding natural
resources) 14 3 6 2 0 25 25
Natural resources 924 23 586 613 35 2181 2181
Financial assets/liabilities 982 3,421 396 3,260 172 8,231 805 9,036
Monetary gold and SDRs 690 80 770 770
Currency and deposits 382 150 840 110 1,482 105 1,587
Debt securities 90 950 198 25 1,263 125 1,388
Loans 50 1,187 115 24 8 1,384 70 1,454
Equity and investment fund
shares/units 280 551 12 1,749 22 2,614 345 2,959
Insurance, pension, and
standardized guarantee
schemes 25 30 20 391 4 470 26 496
Financial derivatives and
employee stock options 5 13 0 3 0 21 0 21
Other accounts
receivable/payable 150 0 19 55 3 227 134 361
Total Changes
Nonfinancial assets 292 -2 40 116 11 457 457
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Produced nonfinancial assets

(excluding natural resources) 202 -4 29 65 7 299 299
Nonproduced nonfinancial
assets (excluding natural
resources) -2 1 1 1 0 1 1
Natural resources 92 1 10 50 4 157 157
Financial assets and liabilities 70 228 17 205 4 524 55 579
Monetary gold and SDRs 0 10 1 0 0 11 1 12
Currency and deposits 16 8 0 64 2 90 11 101
Debt securities 10 96 4 16 0 126 14 140
Loans 19 53 3 3 0 78 4 82
Equity and investment fund
shares/units 17 44 3 76 1 141 15 156
Insurance, pension, and
standardized guarantee
schemes 1 8 1 39 0 49 0 49
Financial derivatives and
employee stock options 3 8 0 3 0 14 0 14
Other accounts
receivable/payable 4 1 5 4 1 15 10 25
Closing Balance Sheet
Nonfinancial assets 2444 91 1129 1547 170 5381 5381
Produced nonfinancial assets
(excluding natural resources) 1416 63 526 881 131 3017 3017
Nonproduced nonfinancial
assets (excluding natural
resources) 12 4 7 3 0 26 26
Natural resources 1016 24 596 663 39 2338 2338
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Financial assets and liabilities
Monetary gold and SDRs
Currency and deposits
Debt securities
Loans
Equity and investment fund
shares/units
Insurance, pension, and
standardized guarantee
schemes
Financial derivatives and
employee stock options
Other accounts
receivable/payable

1052
398
100
69

297

26

154

3649
700

1,046
1,240

595

38

21

413
81

150
118

15

21

24

3465
904
214
27

1,825

430

59

176

112
25

23

8755
781
1572
1,389
1,462

2,755

519

35

242

860
116
139
74

360

26

144

9615
782
1688
1,528
1,536

3,115

545

35

386
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Stocks and Changes in Liabilities Nonfinancial  Financial General Households NPISHs Total Rest of Goods and  Total
Corporations Corporations Government Economy the World Services
Account Account
Opening Balance Sheet
Nonfinancial assets
Produced nonfinancial assets
(excluding natural resources)
Nonproduced nonfinancial assets
(excluding natural resources)
Natural resources
Financial assets and liabilities 3,221 3,544 687 189 121 7,762 1,274 9,036
Monetary gold and SDRs 0 770 770
Currency and deposits 40 1,281 102 10 38 1,471 116 1,587
Debt securities 44 1,053 212 2 1,311 77 1,388
Loans 897 328 169 43 1,437 17 1,454
Equity and investment fund 1,987 765 4 2,756 203 2,959
shares/units
Insurance, pension, and 12 435 19 5 471 25 496
standardized guarantee schemes
Financial derivatives and employee 4 10 14 7 21
stock options
Other accounts receivable/payable 237 22 8 35 302 59 361
Net worth -87 -30 798 4502 210 5393 -469 4,621

Total Changes

Nonfinancial assets
Produced nonfinancial assets
(excluding natural resources)
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Nonproduced nonfinancial assets
(excluding natural resources)
Natural resources

Financial assets and liabilities 158 224 102 16 6 506 73 579
Monetary gold and SDRs 12 12
Currency and deposits 0 65 37 0 0 102 -1 101
Debt securities 8 64 45 0 0 117 23 140
Loans 21 0 9 11 6 47 35 82
Equity and investment fund 100 39 2 0 0 141 15 156
shares/units
Insurance, pension, and 0 48 0 1 0 49 0 49
standardized guarantee schemes
Financial derivatives and employee 3 8 0 0 0 11 3 14
stock options
Other accounts receivable/payable 26 0 9 4 0 39 -14 25

Changes in net worth, total 204 2 -45 305 9 475 -18 457

Saving and capital transfers 52 -7 -82 210 -1 172 -10 162

Other changes in volume of assets 18 -1 -1 -1 0 15 0 15

Nominal holding gains/losses 134 10 38 96 10 288 -8 280

GG

Closing Balance Sheet
Nonfinancial assets
Produced nonfinancial assets
(excluding natural resources)
Nonproduced nonfinancial assets
(excluding natural resources)
Natural resources
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Financial assets and liabilities 3,379 3,768 789 205 127 8,268 1,347 9,615
Monetary gold and SDRs 782 782
Currency and deposits 40 1,346 139 10 38 1,573 115 1,688
Debt securities 52 1,117 257 2 0 1,428 100 1,528
Loans 918 0 337 180 49 1,484 52 1,536
Equity and investment fund 2,087 804 6 0 0 2,897 218 3,115
shares/units
Insurance, pension, and 12 483 19 1 5 520 25 545
standardized guarantee schemes
Financial derivatives and employee 7 18 0 0 0 25 10 35
stock options
Other accounts receivable/payable 263 0 31 12 35 341 45 386

Net worth 117 -28 753 4,807 219 5,868 —487 5,381
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Table 2.5. Link between Instrument and Functional Categories
Table 2.5a. Balance of Payments Financial Account by Instrument
(consistent with data in Table 2.3)

Changes in Changes in

Financial Account (by instrument) Assets Liabilities Balance
Monetary gold and SDRs 0 1

Currency and deposits -1 11

Debt securities 21 10

Loans 35 4

Equity and investment fund shares 14 12

Insurance, pension, and standardized

guarantee schemes 0 0

Financial derivatives and ESOs 3 0

Other accounts receivable/payable -14 10

Total changes in assets/liabilities 58 48

Net lending (+)/net borrowing (=) (from financial account) 10

Note: ESO = employee stock option.
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Table 2.5b. IIP by Instrument

(Consistent with data in Table 2.3)

International Investment Position ~ Opening Transactions Other Revaluation Closing
Position (fin. acc.) Changes in Position
Volume

Assets (instrument split)
Monetary gold and SDRs 770 0 0 12 782
Currency and deposits 116 -1 0 0 115
Debt securities 77 21 0 2 100
Loans 17 35 0 0 52
Equity and investment fund 203 14 0 1 218
shares
Insurance, pension, and 25 0 0 0 25
standardized guarantee
schemes
Financial derivatives and ESOs 7 3 0 0 10
Other accounts 59 -14 0 0 45
receivable/payable

Total 1,274 58 0 15 1,347
Liabilities (instrument split)
Monetary gold and SDRs 0 1 0 0 1
Currency and deposits 105 11 0 0 116
Debt securities 125 10 0 4 139
Loans 70 4 0 0 74
Equity and investment fund 345 12 0 3 360
shares
Insurance, pensions, and 26 0 0 0 26
standardized guarantee
schemes
Financial derivatives and ESOs 0 0 0 0 0
Other accounts 134 10 0 0 144
receivable/payable

Total 805 48 0 7 860

Net IIP 469 10 0 8 487
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Table 2.5c. Conversion of Data from Instrument Split to Functional Categories

(Consistent with data in Table 2.3)

Functional Categories

DI PI FD ol RA Total
Financial account
Assets (instrument split)
Monetary gold and SDRs
Currency and deposits -4 3 -1
Debt securities 2 14 5 21
Loans 35 35
Equity and investment fund 10 4 14
shares
Insurance, pension, and standardized guarantee
schemes
Financial derivatives and ESOs 3 3
Other accounts -4 -10 -14
receivable/payable
Total 8 18 3 21 8 58
Liabilities (instrument split)
Monetary gold and SDRs 1 1
Currency and deposits 11 11
Debt securities 4 6 10
Loans 4 4
Equity and investment fund 3 9 12
shares

Insurance, pension, and standardized guarantee
schemes
Financial derivatives and ESOs
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Other accounts 4 6 10
receivable/payable

Total 11 15 22 0 48
IIP (opening)

Assets (instrument split)

Monetary gold and SDRs 770 770
Currency and deposits 80 36 116
Debt securities 10 40 27 77
Loans 17 17
Equity and investment fund 53 150 203
shares

Insurance, pension, and standardized guarantee 25 25
schemes

Financial derivatives and ESOs 7
Other accounts 15 44 59
receivable/payable

Total 78 190 166 833 1,274
Liabilities (instrument split)

Monetary gold and SDRs

Currency and deposits 105 105
Debt securities 15 110 125
Loans 70 70
Equity and investment fund 155 190 345
shares

Insurance, pension, and standardized guarantee 26 26
schemes

Financial derivatives and ESOs

Other accounts 40 94 134

receivable/payable
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Total 210 300 0 295 0 805
Revaluation

Assets (instrument split)

Monetary gold and SDRs 12 12
Debt securities 1 1 2
Equity and investment fund 1 1
shares

Total 1 2 0 0 12 15
Liabilities (instrument split)

Debt securities 1 3 4
Equity and investment fund 1 2 3
shares

Total 2 5 0 0 0 7
IIP (closing)

Assets (instrument split)

Monetary gold and SDRs 782 782
Currency and deposits 76 39 115
Debt securities 13 55 32 100
Loans 52 52
Equity and investment fund 63 155 218
shares

Insurance, pension, and standardized guarantee 25 25
schemes

Fin. deriv and ESOs 10 10
Other accounts 11 34 45
receivable/payable

Total 87 210 10 187 853 1,347
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Liabilities (instrument split)
Monetary gold and SDRs
Currency and deposits

Debt securities 20 119
Loans

Equity and investment fund 159 201
shares

Insurance, pension, and standardized guarantee
schemes

Fin. deriv and ESOs

Other accounts 44
receivable/payable

Total 223 320

116

74

26

100

317

116
139
74

360

26

144

860

Note: DI = direct investment.
P1 = portfolio investment.

FD = financial derivatives (other than reserves) and employee stock options.

Ol = other investment.
RA = reserve assets
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Chapter 3. Flows, Stocks, and Accounting
Rules

This is a common chapter with Chapter 4 of the 2025 SNA, and for the most part, the text is
identical in both the Manual and the 2025 SNA.

A. INTRODUCTION

3.1 The external accounts are systems of accounts designed to measure stocks of, and
changes in, economic value and to identify the person, group of persons, legal or social
entity with claims on the economic value between residents and nonresidents. They provide
a summary overview of the economic relationships between residents of an economy and
nonresidents. This chapter discusses the concept of stocks of economic value, the flows
that reflect changes in economic value and the accounting rules applied to the recording of
stocks and flows. In order to portray stocks and flows in an accounting system, it is
necessary to identify the parties with a claim to economic value measured in stocks or
affected by flows. These parties are the persons, groups of persons, legal and social entities
already referred to. They are described as institutional units in the Manual and are grouped
into institutional sectors according to their economic objectives, functions, and behavior.
Units and sectors are the subject of Chapter 4.

3.2 Stocks measure economic value at a point in time. Flows measure changes in
economic value over a period of time. Stocks appear in the international investment position
(IIP). Flows appear in all the other accounts and tables of the external accounts. The flow
accounts in external accounts consist of the current account, capital account, and the
accumulation accounts (financial account and other changes in financial assets and
liabilities account), which show all changes between two IIP statements.

3.3 In order to have a system that is complete and consistent, all changes in economic
value between IIP at two points in time must be captured in flows. The first requirement in
specifying the accounting conventions is thus to define precisely what is meant by stocks
and flows. Once that is done, the rules to set the changes in economic value within an
accounting system need to be specified. These rules are defined to ensure that the external
accounts are consistent in terms of value, time of recording and classification.

1. STOCKS AND FLOWS

3.4 Stocks refer to the levels of financial/nonfinancial assets or liabilities at a point in
time. In the case of financial assets/liabilities, usually the term “positions” is used while for
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levels of nonfinancial assets, the term "stocks" is often applied. The stocks are recorded in
the IIP in the case of external accounts, compiled in respect of the beginning and the end of
the accounting period. However, stocks are connected with flows: they result from the
accumulation of prior transactions and other flows, and they are changed by transactions
and other flows in the period. They result in fact from a continuum of entries and
withdrawals, with some changes in volume or in value occurring during the time a given
asset or liability is held.

3.5 An asset is a store of value representing an economic benefit or series of economic
benefits accruing to the economic owner by holding or using the item over a period of time.
It is a means of carrying forward value from one accounting period to another. Assets may
be financial in nature or not. For almost all financial assets, there is a corresponding liability.
Liabilities are obligations where one unit (the debtor) is obliged, under specific circumstances,
to provide funds or other resources to another unit (the creditor). These include shares and
other equity in corporations. An elaboration of these definitions and the concepts embodied
in them as well as a typology of the different assets and liabilities in the external accounts is
given in Section C of this chapter.

3.6 (Economic) flows are transactions and other flows reflecting the creation,
transformation, exchange, transfer, or extinction of economic value; they typically involve
changes in the volume, composition, or value of an institutional unit’s assets, liabilities and
net worth. Mirroring the diversity of the economy, economic flows have specific natures such
as wages, taxes, interest, capital flows, etc., most of which record the ways in which an
institutional unit’'s assets and liabilities are changed.

3.7 Economic flows consist of transactions and other flows. Transactions are economic
flows that are interactions between institutional units by mutual agreement or through the
operation of the law, or actions within an institutional unit that are analytically useful to treat
like transactions because the unit is operating in two different capacities. The value of an
asset or a liability may be affected by economic flows that do not satisfy the requirements of
a transaction. Such flows are described as “other flows”. Other flows are changes in the
value of assets and liabilities not due to transactions. They consist of other changes in the
volume of assets and liabilities and revaluations. In the external accounts, the other changes
in assets and liabilities are restricted to those relating to financial assets and liabilities.
Examples are losses due to natural disasters and the effect of price changes on the value of
assets and liabilities. In the case of external accounts, these flows occur between a resident
and a nonresident institutional unit.

3.8 There is a discussion of the different types of economic flows in Section B of this
chapter.
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2. BALANCING ITEMS

3.9 A balancing item is an accounting construct obtained residually as the difference
between the total value of the entries on one side of an account (credits/revenues, or net
acquisition of financial assets) and the total value of the entries on the other side
(debits/expenditures, or net incurrence of liabilities). It cannot be measured independently of
the entries in the accounts. There is also a balancing item for the 1IP where the difference
between assets and liabilities is known as net IIP.

3.10 Balancing items are constructed because they convey interesting economic
information. Many of the key aggregates of the external accounts actually emerge as
balancing items. Balancing items are discussed in Section D.

3. GROUPING STOCKS AND FLOWS INTO ACCOUNTS

3.11 The accounts and tables of the external accounts contain information relating to the
economic actions or events that take place within a given period of time between residents
and nonresidents and the effect of these events on the stocks of external assets and
liabilities between the beginning and the end of that period.

3.12 The flows and stocks are grouped according to the classification hierarchy of the
external accounts. The classification of transactions and other flows has five headings at the
highest level, dealing with transactions in goods and services, transactions showing how
income is distributed and redistributed, transactions in nonproduced assets, transactions in
financial assets and liabilities, and other accumulation entries. In the accumulation accounts,
the hierarchy may show both the transaction and the type of asset it applies to.

3.13 The flows and stocks of external assets and liabilities are entered in the accounts of
the institutional units that issue liabilities (e.g., debt securities) or hold assets (e.g., deposits)
and thus in the accounts of the sectors into which the institutional units are grouped.
Institutional units and sectors are the subject of Chapter 4.

4. ACCOUNTING RULES

3.14 All entries in the accounts have to be measured in monetary terms, and therefore the
elements from which the entries are built up must be measured in monetary terms. In some
cases, the amounts entered are the actual payments that form part of flows that involve
money; in other cases, the amounts entered are estimated by reference to actual monetary
values. Money is thus the unit of account in which all stocks and flows are recorded.

3.15 In principle, any lapse of time may be chosen as the accounting period. Periods that
are too short have the disadvantage that statistical data are influenced by incidental factors,
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while long periods do not adequately portray changes going on in the economy. Merely
seasonal effects can be avoided by having the accounting period cover a whole cycle of
regularly recurrent economic phenomena. Most business and government accounting refers
to complete years. In general, calendar or financial years or quarters are best suited for
drawing up a full sequence of economic accounts for institutional sectors and external
accounts.

3.16 The external accounts cover all economic activity between residents and
nonresidents in such a way that it is possible to derive current/capital account items and
financial flows/stocks (functional categories/institutional sectors) by partner economy. To
permit this, the accounting rules ensure consistency with respect to valuation, timing,
classification and grouping of flows and stocks. These rules are summarized below to
provide a context for the discussion of the nature of flows, stocks, and balancing items in
Sections B, C and D.

¢ Flows and stocks must be recorded consistently with respect to their valuation.
Entries are at current value on the market (that is, the amount agreed upon by
knowledgeable, willing parties in a transaction at arm’s length) or at its closest
equivalent. The value on the market may need to be adjusted to the coverage of the
flow or stock as defined in this Manual and expressed appropriately given the nature
of the flow or stock with respect to taxes and subsidies on products, transport costs,
and distribution margins.

¢ Flows and stocks must be recorded consistently with respect to timing. Flows are
recorded at the moment of accrual within the accounting period (that is, the moment
economic value is created, transformed, exchanged, transferred or extinguished).
Stocks are recorded at the moment to which the account relates, typically the
beginning or the end of the accounting period.

¢ Individual flow and stock entries must be recorded consistently with respect to their
classification, both in respect of the categories in the classifications of transactions,
other flows and assets and the categories in the classification of transactors as
(sub)sectors (or industries).

¢ Depending on the character of the entry, a distinction should be made between
credits/revenues and debits/expenditures or between assets and liabilities. In the
process of grouping, netting is implicit for several items.

3.17 The basic accounting framework of the external accounts is one of quadruple
accounting. This implies that a transaction gives rise to two entries for each party to the
transaction. There is vertical consistency within each unit and horizontal consistency
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between the two units for each type of entry. The principles of quadruple accounting are
explained in more detail in Section E in this chapter.

B. FLOWS

3.18 Economic flows are of two kinds. The first kind consists of transactions. Flows that
do not meet the characteristics of transactions as described below are called “other flows.”
Transactions appear in all of the accounts and tables in which flows appear except the other
changes in the volume of assets and liabilities account and the revaluation account. Other
flows appear in only these two accounts. More meaning can be given to the definition of
flows by describing the two kinds.

1. TRANSACTIONS

3.19 Transactions are economic flows that are interactions between institutional units by
mutual agreement or through the operation of law, or actions within an institutional unit that
are analytically useful to treat like a transaction because the unit is operating in two different
capacities.

3.20 Institutional units, referred to in the definition, are the fundamental economic units
used in the external accounts and other macroeconomic statistics. They are described and
defined in Chapter 4. The following are the main attributes of institutional units that are
relevant to their engaging in transactions:

e They are entitled to own assets in their own right, and therefore are able to exchange
them;

e They are able to take economic decisions and engage in economic activities for
which they are held to be directly responsible and accountable at law;

e They are typically able to incur liabilities on their own behalf, to take on other
obligations or future commitments and to enter into contracts; in some exceptional
cases units may qualify as institutional units, even though they may not be able to
incur liabilities on their own behalf, an example being certain local government units.

3.21 The definition of a transaction stipulates that an interaction between institutional units
be by mutual agreement. When a transaction is undertaken by mutual agreement, the prior
knowledge and consent of the institutional units is implied. This does not mean, however,
that both units necessarily enter a transaction voluntarily, because some transactions are
imposed by force of law, such as payments of taxes or other compulsory transfers. Although
individual institutional units are not free to fix the amounts of taxes they pay, there is
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nevertheless collective recognition and acceptance by the community of the obligation to
pay taxes. Thus, payments of taxes are considered transactions despite being compulsory.

3.22 In the external accounts, transactions are recorded between two institutional units,
one of which is a resident of the compiling economy and the other a nonresident. By the
nature of external accounts, intra-unit or internal transactions are not recorded.2” The flows
between the branch and its parent enterprise are shown as interactions between institutional
units, with a branch recognized as a separate institutional unit (a quasi-corporation).
Similarly, when a notional enterprise (a quasi-corporation) is created for holding land and
associated buildings by nonresident owners, the flows between the nonresident owners and
the notional enterprise are considered interactions between institutional units.

3.23 Transactions between two resident institutional units in external assets are domestic
transactions. Such transactions, however, affect the external asset positions of the two
resident units involved. The external asset position of one resident unit is reduced and the
position in the same external asset of another resident unit is increased, and thus leads to a
change in domestic sectoral breakdown if the two parties are in different sectors. Such
transactions result in changes in structure of external asset positions and should be
recorded in the external accounts as a reclassification of sectors of holding (i.e., in the other
changes in volume of assets and liabilities account).2 If both units fall in the same
institutional sector, such reclassification entries cancel each other out and thus have no
effect on sectoral positions. Similarly, when financial instruments issued by residents are
exchanged between nonresidents, no transactions are recorded in the BOP and there is no
change in overall external liabilities.2

”

3.24 The above recording of financial transactions is in line with the “transactor approach.
For primary market transactions, new issues of tradable securities and purchases of those
issues are recorded on a net basis (i.e., gross new issues less redemptions/repurchases). In
the case of secondary market transactions, the transactor approach means that transactions
in securities are also shown net (i.e., purchases less sales) for each lending/borrowing
(sub)sector. Changes in the counterparty (sub)sectors of the issuers are not recorded as
financial transactions. This information is useful in identifying how net borrowing sectors
finance their deficits and which net lending sectors provide the necessary funds. However,

27 In the national accounts, transactions cover also some actions within an institutional unit (intra-unit
transactions) with the purpose of providing a more analytically useful picture of output, final uses, and costs.
Examples include depreciation and depletion, changes in inventories, and production for own final use of goods
by producers. For further details on intra-unit (internal) transactions refer to paragraphs 4.59—-4.63, 2025 SNA.

28 The resident-to-resident transaction between the buyer and seller is recorded in the sequence of economic
accounts of the SNA.

29 As discussed in paragraph A3.4, national contributions for compiling financial flows data in currency and
economic unions may be allocated along the debtor-creditor approach as a way to ensure bilateral symmetry.
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in the case of from-whom-to-whom matrices, which provide information on the relationships
between debtor and creditor sectors, it may also be useful to apply the “creditor-debtor
approach.” According to this approach, changes in the counterparty creditor (sub)sectors
due to transactions in the secondary market are also shown as financial transactions in the
accounts of the securities’ issuers.

3.25 To establish whether a transaction involving an external financial asset is a
transaction between a resident and a nonresident, the compiler must know the identities of
both parties. The information available on transactions in claims constituting external assets
may not, however, permit identification of the two parties to the transaction. That is, a
compiler may not be able to ascertain whether a resident, who acquired or relinquished a
claim on a nonresident, conducted the transaction with another resident or with a
nonresident, or whether a nonresident dealt with another nonresident or with a resident. As
a result, recorded external transactions may include not only those that involve assets and
liabilities and take place between residents and nonresidents but also those that involve
financial assets of economies and take place between two residents and, to a lesser extent,
transactions that take place between nonresidents. See also paragraphs A11.33-A11.48 on
the additional issues associated with partner attribution of transactions in financial
instruments between residents and nonresidents. In addition, transactions between
residents in external assets and liabilities may have to be taken into account for specific
purposes, particularly as described in paragraph 19.27.

3.26 Some mutual agreements involve three parties. For example, guarantees involve the
guarantor, the debtor, and the creditor. Transactions occurring between two parties (e.g.,
between the guarantor and debtor, or between the guarantor and creditor, or between the
debtor and creditor) should always be identified and recorded as such. For one-off
guarantees, the activation of the guarantee gives rise to transactions and, in some cases,
other flows between each of the three pairs of the three parties. For each pair of parties,
transactions in the external accounts are recorded if one party is a resident and another
party is a nonresident.

3.27 Transactions take so many different forms that, even with these explanations, any
general definition is inevitably rather imprecise. To give more precision, the various kinds of
transactions have to be systematically described and classified. A first distinction is between
monetary and nonmonetary transactions. Other distinctions, such as between transactions
with and without a quid pro quo, are drawn within each of these kinds of transactions.
Frequently the individual, identifiable transactions of everyday economic life are simply
grouped together in the accounts; sometimes they are subdivided and rearranged in order to
form the transaction categories of the external accounts.
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Monetary Transactions

3.28 Monetary transactions are transactions in which one institutional unit makes a
payment (receives a payment) or incurs a liability (acquires a financial asset) stated in units
of currency. In the external accounts, all flows are recorded in monetary terms, but the
distinguishing characteristic of a monetary transaction is that the parties to the transaction
express their agreement in monetary terms. For example, a good is purchased or sold at a
given number of units of currency per unit of the good, or labor is hired or provided at a
given number of units of currency per hour or day.

3.29 All monetary transactions are interactions between institutional units; that is, all
monetary transactions are two-party transactions. The following is a list of common
monetary transactions:

e Purchases of goods and services;
e Acquisitions of securities;

e Wages and salaries;

e Interest, dividends, and rent;

e Taxes;

e Social assistance benefits in cash.
Transactions With and Without a Recompense

3.30 The purchases of goods and services, the acquisitions of securities, wages and
salaries, interest, dividends, and rent are two-party transactions in which one party provides
a good, service, labor or asset to the other and receives a recompense of commensurate
value in return. This kind of transaction is sometimes called a “something for something”
transaction or a transaction with a quid pro quo. Such transactions are also referred to as
exchanges.

3.31 Taxes and social assistance benefits are examples of two-party transactions in which
one party provides a good, service or asset to the other but does not receive a recompense
in return. This kind of transaction, sometimes called a “something for nothing” transaction, or
a transaction without a quid pro quo, is called a transfer in the external accounts.

3.32 The scope of the recompenses mentioned in describing exchanges and transfers
does not cover entitlement to contingent benefits or collective services. Such benefits are
generally uncertain or not quantifiable, or both. Moreover, the amount of benefit that may
eventually be received by an individual unit is not proportional to the amount of the previous
payment and may be much greater or smaller than the latter. Thus, payments such as a
social insurance contribution or a nonlife insurance premium may entitle the unit making the

70



Chapter 3 BPM7 — White Cover (Pre-Edited) Version

payment to some contingent future benefits, and a household paying taxes may be able to
consume certain collective services provided by government units, but these payments are
regarded as transfers rather than exchanges.

3.33 Adistinction is made between current and capital transfers. A capital transfer is an
unrequited transfer, either in cash or in kind, linked to the acquisition, disposal, or transfer of
an asset (other than cash or inventories); or where a liability is forgiven or assumed; or
where the transfers are intended to address accumulated losses incurred over a multi-year
period. Capital transfers redistribute wealth but leave saving unaffected. They include, for
example, capital taxes and investment grants. Other transfers are described as current.
Current transfers redistribute income. They include, for example, taxes on income and social
benefits. A fuller description of transfers appears in Chapter 13.

Rearrangements of Transactions for Statistical Purposes

3.34 Monetary transactions may not always be recorded in the external accounts and
other macroeconomic accounts in the same way as they appear to the institutional units
involved. The values of these actual, or observed, transactions are already available in the
accounts of the units concerned, but in the external accounts certain transactions are
rearranged to bring out the underlying economic relationships more clearly. There are three
kinds of rearrangements that affect the channels through which the transactions are seen as
taking place, the number of transactions that are seen as taking place, or the units that are
seen as being involved. The three sections below illustrate the main characteristics of these
rearrangements and the kind of analytical purpose they serve.

Rerouting Transactions

3.35 Rerouting records a transaction as taking place through channels that differ from the
actual ones or as taking place in an economic sense when it does not take place in fact. In
the first kind of rerouting, a direct transaction between unit A and unit C is recorded as
taking place indirectly through a third unit B, usually, however, with some change in the
transaction category. In the second kind of rerouting, a transaction of one kind from unit A to
unit B is recorded with a matching transaction of a different kind from unit B to unit A.

3.36 The recording of the payment of social security contributions is an example of the
first kind of rerouting. In practice, employers typically deduct the contributions that the
employees are obliged to make to social security funds from the employees’ wages and
salaries. In addition, the employers make contributions to social security funds from their
own resources on behalf of the employees. Both contributions go directly from the employer
to social security funds. However, in the external accounts, the employers’ contributions are
treated as part of remuneration of employees and are recorded as being paid to the
employee. The employee is then recorded as making a payment to social security funds
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consisting of both the employer’'s and employee’s own contributions. Social security
contributions are thus recorded strictly according to the general principles governing the
recording of transactions in the external accounts to bring out the economic substance
behind arrangements adopted for administrative convenience. As a result of the rerouting,
employers’ social contributions are included as a part of labor cost (see Chapter 13).

3.37 Similarly, the transfer elements of lotteries and other gambling are transactions
through the gambling operator, but they are rerouted to occur directly between those
participating in the lottery or gambling, that is, between households and possibly to charities
(see paragraphs 13.24-13.25).

3.38 An example of the second kind of rerouting (also referred to as imputation in this
Manual) is provided by the treatment of the retained earnings of direct investment
enterprises. The retention of some or all of the earnings of a direct investment enterprise
within that enterprise can be regarded as a deliberate investment decision by the foreign
owners. Accordingly, the retained earnings are rerouted in the external accounts by showing
them as first remitted to the foreign owners as property income and then reinvested in the
equity of the direct investment enterprise (see paragraphs 12.42-12.49). Retained earnings
of investment funds are also treated as if they were distributed to shareholders who are then
deemed to reinvest them in the investment fund (see paragraphs 12.37-12.38).

3.39 Similarly, the property income earned on the life insurance and annuity entitlements
of life insurance corporations is deemed to be paid out to policyholders and then paid back
again as premium supplements even though in actuality the property income is retained by
the insurance corporations. As a result, the saving of persons or households includes the
amount of the rerouted property income while the saving of insurance corporations does not.
This alternative picture of saving, which better reflects economic reality, is the purpose of the
rerouting (see paragraph 12.98 and Annex 8).

3.40 Another example of the second kind of rerouting relates to government having a
nonresident unit that undertakes fiscal functions related to government borrowing or
incurring government outlays abroad between the government and the nonresident unit
related to these fiscal activities. In these cases, transactions are imputed in the accounts of
both the government and the nonresident unit to reflect the fiscal activities of the
government (see paragraphs 8.21-8.23).

3.41 A further example of this type of rerouting, i.e., the recording of implicit taxes or
subsidies associated with a multiple exchange rate regime is discussed in paragraphs 8.99,
8.100, and 8.109, 2025 SNA.
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Partitioning Transactions

3.42 Partitioning records a transaction that is a single transaction from the perspective of
the parties involved as two or more differently classified transactions. For example, the
rental actually paid by the lessee under a financial lease is not recorded as a payment for a
service; instead, it is partitioned into two transactions, a repayment of principal and a
payment of interest. This partitioning of the rental payment is part of a treatment that
implements an economic view of financial leasing in the external accounts. Financial leasing
is viewed as a method of financing the purchase of a fixed asset and a financial lease is
shown in the external accounts as a loan from the lessor to the lessee. (For a further
elaboration, see Chapter 5)

3.43 Another example is the treatment of certain financial services. For example, the
external accounts prescribe partitioning interest payable by financial intermediaries on
deposits and payable to financial intermediaries on loans into two components. One
component represents interest as defined in the external accounts, while the remainder
represents the purchase of financial intermediation services for which the intermediaries do
not charge explicitly. The purpose of the partitioning is to make the service item explicit. In
consequence, intermediate and final consumption of particular industries and institutional
sectors as well as gross domestic product (GDP) are affected. However, the saving of all the
units concerned, including the financial intermediaries themselves, is not affected (see
paragraphs 11.82-11.88).

3.44 Partitioning is also involved when a financial derivative is settled with the delivery of
the underlying asset. This single event should be broken down into a transaction in the
financial derivative and a separate transaction in the underlying asset.

3.45 A final example of partitioning transactions concerns the recording of package tours
offered by tour operators, where it is recommended to unbundle the total amounts paid into
the various service components (see Box 11.2).

Reassigning Transactions

3.46 Reassignment refers to the recording of a (financial) transaction arranged by a third
party on behalf of others as taking place directly by the two principal parties involved. Many
service activities consist of one unit arranging for a (financial) transaction to be carried out
between two other units in return for a fee from one or both parties to the transaction. In
such a case, the (financial) transaction is recorded exclusively in the accounts of the two
parties engaging in the transaction and not in the accounts of the third party facilitating the
transaction. Some service output may be recognized with the facilitator. For example,
purchases a commercial agent makes under the orders of, and at the expense of, another
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party are directly attributed to the latter. The accounts of the agent only show the fee
charged to the principal for the facilitation services rendered.

3.47 A second example is the collection of taxes by one government unit on behalf of
another. The external accounts follow the guidance of the GFSM 2014. In general, a tax is
attributed to the government unit that:

e exercises the authority to impose the tax (either as a principal or through the
delegated authority of the principal), and

¢ has final discretion to set and vary the rate of the tax.

3.48 Any amount retained by the collecting government unit, such as under a tax-sharing
arrangement, should be treated as a current transfer. If the collecting government unit was
delegated the authority to set and vary the rate, then the amount collected should be treated
as tax revenue of this government unit.

3.49 Where different government units jointly and equally set the rate of a tax and jointly
and equally decide on the distribution of the proceeds, with no individual government unit
having ultimate overriding authority, then the tax revenues are attributed to each
government unit according to its respective share of the proceeds. If an arrangement allows
one government unit to exercise ultimate overriding authority, then all of the tax revenue is
attributed to that unit.

3.50 There may also be the circumstance where a tax is imposed under the constitutional
or other authority of one government unit, but other government units individually set the tax
rate in their jurisdictions. The proceeds of the tax generated in each respective government
unit’s jurisdiction are attributed as tax revenues of that government unit.

3.51 Similar principles are applied for the payment of subsidies or social benefits.
Nonmonetary Transactions

3.52 Nonmonetary transactions are transactions that are not initially stated in units of
currency. The entries in the external accounts therefore represent values that are indirectly
measured or otherwise estimated. In some cases, the transaction may be an actual one and
a value has to be estimated to record it in the accounts. Barter is an obvious example. In
other cases, the entire transaction must be constructed and then a value estimated for it.
Depreciation is an example.

3.53 The amounts of money associated with nonmonetary transactions are entries whose
economic significance is different from cash payments as they do not represent freely
disposable sums of money. The various methods of valuation to be employed for
nonmonetary transactions are dealt with in the Section E on valuation.
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3.54 Nonmonetary transactions can be either two-party transactions or actions within an
institutional unit. The two-party transactions consist of barter transactions, remuneration in
kind, payments in kind other than remuneration in kind, and transfers in kind. These two-
party transactions are discussed first, followed by a discussion of internal transactions.

3.55 Although two-party transactions in kind do exist in practice, in the external accounts
they are frequently recorded in the same way as a monetary transaction with an associated
expenditure of the item provided in kind. This ensures that there is a change in wealth of the
donor without the donor acquiring the product transferred while the recipient acquires the
product without any change in wealth. There is further discussion on this in respect of current
transfers in Chapter 13 and of capital transfers in Chapter 14.

Barter Transactions

3.56 Barter transactions involve two parties, with one party providing a good, service, or
asset other than cash to the other in return for a good, service, or asset other than cash. As
mentioned above, barter is an example of an actual transaction for which a value must be
estimated. Barter transactions in which goods are traded for goods have always been
important. The barter of goods may be systematically organized on proper markets or, in
some countries, may occur only sporadically on a small scale. Barter between nations,
involving exports and imports, also occurs. As crypto assets without a corresponding liability
designed to act as a medium of exchange are classified as nonproduced nonfinancial
assets, any payments with these crypto assets are also barter transactions.

Remuneration in Kind

3.57 Remuneration in kind occurs when an employee accepts payment in the form of
goods and services instead of money or another financial asset. This practice is extensive in
most economies for reasons ranging from the desire of employers to find captive markets for
part of their output, to tax avoidance or evasion. Remuneration in kind takes various forms
and the following list includes some of the most common types of goods and services
provided without charge, or at reduced prices, by employers to their employees:

e Meals and drinks;

e Housing services or accommodation of a type that can be used by all members of
the household to which the employee belongs;

e The services of vehicles provided for the personal use of employees;

¢ Goods and services produced as outputs from the employer’s own processes of
production, such as free transport services provided to employees of transport
companies.
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Further, in addition to goods and services, some employees may be willing, or obliged, to
accept part of their remuneration in the form of financial or other assets.

Payments in Kind Other Than Remuneration in Kind

3.58 Payments in kind other than remuneration in kind occur when any of a wide variety of
payments is made in the form of goods and services rather than money. For example, a
doctor may accept payment in wine instead of money. Or, instead of paying rent or rentals in
money, the user of land or fixed capital, respectively, may pay the owner in goods or
services. In agriculture, for example, the “rent” may be paid by handing over part of the
crops produced to the landlord. (This is known as share cropping.) Tax payments, also, may
be paid in kind; for example, inheritance taxes may be paid by making donations of
paintings or other valuables.

Transfers in Kind

3.59 As noted above, transactions in kind are normally recorded in the accounts as if they
are monetary transfers followed by the expenditure by the recipient on the products
concerned. This treatment applies to government international cooperation, gifts, and
charitable contributions. Government international cooperation, gifts, and charitable
contributions are often made in kind for convenience, efficiency, or tax purposes. For
example, international aid after a natural disaster may be more effective and delivered faster
if made directly in the form of medicine, food, and shelter instead of money. Charitable
contributions in kind sometimes avoid taxes that would be due if the item in question were
sold, and the money given to the charity.

3.60 A special case of transfers in kind is that of social transfers in kind. These consist of
goods and services provided by general government and nonprofit institutions serving
households (NPISHSs) that are delivered to individual households. Health and education
services are the prime examples. Rather than provide a specified amount of money to be
used to purchase medical and educational services, the services are often provided in kind
to make sure that the need for the services is met. (Sometimes the recipient purchases the
service and is reimbursed by the social insurance or social assistance scheme. Such a
transaction is still treated as being in kind because the recipient is merely acting as the
agent of the social insurance scheme.)

Externalities and Illegal Actions

3.61 The sub-sections above describe the kinds of actions that are considered
transactions in the external accounts. This section focuses on externalities and illegal
actions, explaining why externalities are not considered transactions and distinguishing
among kinds of illegal actions that are and are not considered transactions.
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Externalities

3.62 Certain economic actions carried out by institutional units cause changes in the
condition or circumstances of other units without their consent. These are externalities; they
can be regarded as unsolicited services, or disservices, delivered without the agreement of
the units affected. A negative externality is an uncooperative action with undesirable
consequences, which is the antithesis of a market transaction. On the other hand, a positive
externality is one where actions carried out by institutional units have a positive impact, for
example more positive health outcomes related to expenditures to increase the level of
education.

3.63 Itis necessary to consider, however, whether values should be assigned to such
externalities. As externalities are not market transactions into which institutional units enter
of their own accord, there is no mechanism to ensure that the positive or negative values
attached to externalities by the various parties involved would be mutually consistent.
Moreover, accounts including values for externalities could not be interpreted as
representing equilibrium, or economically sustainable, situations. If such values were to be
replaced by actual payments, the economic behavior of the units involved would change,
perhaps considerably. See paragraphs 4.67—4.69xx, 2025 SNA for additional information.

lllegal Actions

3.64 Macroeconomic statistics, including the integrated framework of national accounts
and external accounts, cover all economic phenomena irrespective of whether they are
illegal or legal. lllegal actions that fit the characteristics of transactions (notably the
characteristic that there is mutual agreement between the parties) are therefore treated the
same way as legal actions. The production or consumption, including exports and imports,
of certain goods or services, such as narcotics, may be illegal, but market transactions in
such goods and services have to be recorded in the accounts. It is important to note that the
differences in the definition of illegal transactions between economies or within an economy
over time would cause inconsistencies in the external accounts if illegal transactions were
omitted. Furthermore, illegal transactions generally affect other legal transactions (e.g.,
certain legal financial assets may be purchased with income generated through illegal
transactions). If expenditures on illegal goods or services by households were to be ignored
on grounds of principle, household saving would be overestimated and households
presumed to obtain assets that they do not in fact acquire. Similarly, if exports and imports
of illegal goods and services were to be ignored, the external balance on goods and
services would be misrepresented. Clearly, the accounts as a whole are liable to be
seriously distorted if monetary transactions that in fact take place are excluded. It may be
difficult to obtain high-quality estimates about illegal transactions, but in principle they should
be included in the accounts if only to reduce error in other items, including balancing items.
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3.65 If thefts, or acts of violence (including war), involve significant redistributions, or
destructions, of assets, it is hecessary to take them into account. As explained below, they
are treated as other flows, not as transactions.

2. OTHER FLOWS

3.66 Other flows are changes in the value of assets and liabilities not due to transactions.
They consist of other changes in the volume of assets and liabilities and revaluations. In the
external accounts, the other changes in assets and liabilities are restricted to those relating
to financial assets and liabilities. The reason that these flows are not transactions is linked to
their not meeting one or more of the characteristics of transactions. For example, the
institutional units involved may not be acting by mutual agreement, as with an
uncompensated seizure of assets. Or the change may be due to a natural event such as an
earthquake rather than a purely economic phenomenon. Alternatively, the value of an asset
expressed in foreign currency may change as a result of an exchange rate change. In the
context of the external accounts, other flows are recorded only for financial assets and
liabilities that represent claims on and liabilities to nonresidents and gold bullion, because
the IIP relates only to external financial assets and liabilities. The following text describes
other flows in a broad sense.

3.67 The entries for other flows appear in one of the two accounts that comprise the other
changes in assets and liabilities accounts. The other changes in the volume of assets and
liabilities account includes changes that lead to a change in value of an asset because of a
change in the quantity or physical characteristics of the asset in question. The revaluation
account includes changes in the value of assets, liabilities, and net worth due to only
changes in the level and structure of prices, which are reflected in holding gains and losses.

Other Changes in the Volume of Assets and Liabilities
3.68 Other changes in the volume of assets and liabilities fall into three main categories.

3.69 The first category relates to the appearance and disappearance of assets and
liabilities other than by transactions. Some of these may relate to naturally occurring assets,
such as mineral and energy resources, so that the entrances come about as interactions
between institutional units and nature. Others relate to assets created by human activity,
such as valuables. For valuables, for example, the capital account records their acquisition
as newly produced goods or imports in transactions, and it records transactions in existing
goods already classified as valuables. It is the recognition of a significant or special value for
goods not already recorded in the balance sheets that is considered an economic
appearance to be recorded as an other flow. These valuables may not be in the balance
sheets for any of several reasons. For example, they may antedate the accounts or were
originally recorded as consumption goods.
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3.70  Write-offs of claims by creditors, as well as monetization and demonetization of gold
bullion, also typically feature under this first category. However, if debt forgiveness is
provided, such as in a noncommercial setting, transactions are recorded. In the case of debt
cancellations, it may sometimes be unclear whether they should be classified as
transactions or other flows. In commercial settings, in the absence of specific information,
debt cancellation can be treated as other changes in the volume of assets and liabilities. On
the other hand, assumption of debts arising from the activation of guarantees and
rescheduling of debts is typically the result of a mutual agreement between the parties
involved, and, hence, should be classified as transactions (see Box 8.1 for more details).

3.71 Crypto assets without a corresponding liability designed to act as a general medium
of exchange, or designed to act as a medium of exchange within a platform or network only
are treated as nonproduced nonfinancial assets. However, when these crypto assets are
brought into circulation in exchange for production activities (e.g., proof-of-work, proof-of-
stake, etc.), the emergence of the newly circulated crypto assets are not to be recorded as
an other change in the volume of assets. Instead, the payments for the validation services
are typically recorded, by convention, as cross-border transactions in crypto assets payable
by the owners of the existing crypto assets to the producer of the services, with the new
crypto assets, diluting the value of existing crypto assets. For a more elaborated example of
the recording the validation of crypto assets, see Box 11.5. For more general information on
the recording and classification of crypto assets, see chapter 22.

3.72 The second category relates to the effects of externalities and disasters. One such
event is one institutional unit’s effectively removing an asset from its owner without the
owner’s agreement, an action that is not considered a transaction because the element of
mutual agreement is absent. These events also include those that destroy assets, such as
natural disaster or war. In contrast, transactions, such as depreciation, depletion, or change
in inventories, refer to normal rates of loss or damage.

3.73 The third category relates to changes in assets and liabilities that reflect changes in
the classification of institutional units among sectors and in the structure of institutional units,
or in the classification of assets and liabilities. For example, if an unincorporated enterprise
becomes more financially distinct from its owner and takes on the characteristics of a quasi-
corporation, it and the assets and liabilities it holds move from the household sector to the
nonfinancial corporations’ sector and changes in the sector allocation of the assets and
liabilities owned by the quasicorporation are recorded under this heading.

3.74 Finally, changes in the status of existing financial claims and liabilities arising from
the change in residence of individuals from one economy to another are treated as other
changes in the volume of assets and liabilities. These flows result from a change in the
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classification of the owner’s residence status, and hence, they should not be classified as
transactions (see also paragraphs 9.37-9.38).

Revaluations (Holding Gains and Losses)

3.75 Positive or negative nominal holding gains accrue during the accounting period to the
owners of assets and liabilities as a result of a change in their prices. Holding gains are
sometimes described as “capital gains,” but the term “holding gains” is preferred here
because it emphasizes that holding gains accrue purely as a result of holding assets or
liabilities over time without transforming them in any way. Holding gains include not only
gains on “capital” such as fixed assets, land, and financial assets but also gains on
inventories of all kinds of goods held by producers, including work-in-progress. Holding
gains may accrue on assets held for any length of time during the accounting period, not
only on assets held throughout the period and may thus appear for assets appearing on
neither the opening balance sheet nor the closing balance sheet. In external accounts,
revaluations are further classified into those that are due to exchange rate changes and
those that are due to other price changes.

C. STOCKS

3.76 Stocks, which in the case of financial assets and liabilities are also often referred to
as positions, relate to the level of assets or liabilities at a point of time. In order to discuss
stocks, it is necessary to define assets and liabilities, and these definitions depend crucially
on the concepts of economic benefits and ownership. Once the definitions are clear, the way
in which assets and liabilities are classified within a balance sheet are touched on as well as
the way in which items enter and leave the balance sheet.

1. TYPES OF ASSETS AND LIABILITIES

3.77 Financial assets consist of all financial claims and gold bullion held by monetary
authorities as a reserve asset. Gold bullion held by monetary authorities as a reserve asset
is treated as a financial asset (see paragraphs 6.69—6.75 for the definition of reserve assets)
even though the holders have no claim over other designated units.

3.78 The IIP covers financial assets and liabilities that have an external character. All
financial claims involve two parties, so they have an external character if the claim is on a
nonresident. Similarly, all liabilities involve two parties, so they have an external character if
the obligation is to a nonresident. The gold bullion component of monetary gold is the only
case of a financial asset with no counterpart liability; its external character arises from the
historical role of gold in the international financial system. The IIP is described in Chapter 7.
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3.79 All items that meet the definition of an asset given above are included in the asset
boundary of the integrated framework of the SNA and external accounts. Assets that are not
financial assets are nonfinancial assets. In the case of nonfinancial assets, a distinction can
be made between those that are produced and those that are nonproduced. In the balance
sheet classification used in the sequence of economic accounts of the SNA, a similar
distinction has been applied, although natural resources, both produced and nonproduced,
have been grouped together to emphasize the special character of this group of nonfinancial
assets.

2. ENTRY AND EXIT OF ASSETS FROM THE BALANCE SHEET

3.80 All assets owned by (notional) resident units appear on the balance sheet of the
domestic economy. The first level of classification of assets distinguishes four types of
assets: produced nonfinancial assets (excluding produced natural resources); nonproduced
nonfinancial assets (excluding nonproduced natural resources); natural resources, and
financial assets (and liabilities).

3.81 Produced nonfinancial assets come into being via the production process or as
imports. The same holds for produced natural resources, such as cultivated biological
resources Yyielding repeat products. Produced nonfinancial assets leave the asset boundary
by being exhausted or by being sold to resident units that will not continue to use the asset
in production as a source of future economic benefits or by being sold to nonresident units.

3.82 Nonproduced nonfinancial assets, excluding nonproduced natural resources, are of
three types; contracts, leases, and licenses; crypto assets without a corresponding liability
designed to act as a medium of exchange; and marketing assets. Contracts, leases, and
licenses may represent an asset to the holder when the agreement restricts the general use
or supply of products covered by the agreement and thus enhances the economic benefits
accruing to the party to the agreement beyond what would accrue in the case of unrestricted
supply. These assets come into existence when the agreement is made, and the enhanced
economic benefits become apparent. They leave the balance sheet when the conditions
restricting access are lifted or when there is no longer an economic benefit to be earned
from having restricted access to the asset. Crypto assets without a corresponding liability
designed to act as a medium of exchange come into circulation via the work of miners that
use software to solve cryptographic puzzles (proof-of-work) and validate transactions on the
blockchain. They may also be released via an explicit sale and/or as payment to validators
that validate transactions in different ways than via proof-of-work (e.g., via proof of stake or
proof of authority). However, these crypto assets are considered as nonproduced assets
because the miners or validators, who may (partly) receive crypto assets in return, are
considered to be producers of validation services, not as producers of the assets
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themselves. Marketing assets are only recognized as assets in the external accounts when
they are evidenced by a sale.

3.83 Financial assets and liabilities come into being when a commitment is made by one
unit to make a payment to another unit. They cease to exist when there is no longer a
commitment for one unit to make payments to the other. This may be because the term of
the agreement specified in the commitment has expired or for other reasons.

D. BALANCING ITEMS

3.84 A balancing item is an accounting construct obtained residually as the difference
between the total value of the entries on one side of an account (credits, revenues, or
changes in liabilities) and the total value of the entries on the other side (debits,
expenditures, or changes in assets). It cannot be measured independently of the entries in
the account. It does not relate to any specific set of transactions, or any set of assets, and
So it cannot be expressed in terms of its own price or quantity units.

Balancing Items in the Flow Accounts

3.85 Balancing items are not simply devices introduced to ensure that accounts balance.
They are often used as key macroeconomic indicators to assess economic performance.
They encapsulate a great deal of information and include some of the most important entries
in the accounts.

3.86 In the external accounts, some important measures derived as balances for the
accounts containing flows are as follows:

e Balance on trade in goods;
e Balance on trade in services;
e Balance on goods and services;
e Balance on goods, services, and earned income;
e Current account balance;
e Net lending /net borrowing
o from current and capital accounts
o from financial account;

e Changes in net IIP arising from other flows (in total, and for each of other changes in
volume, exchange rate changes, and other price changes).

82



Chapter 3 BPM7 — White Cover (Pre-Edited) Version

Balancing Items in the Balance Sheets

3.87 Inthe external accounts, the main balancing item derived from stocks is the net IIP,
which represents the total external financial assets minus total external liabilities.

3.88 This list is not comprehensive; other balancing items can be derived as needed for
analysis. For example, balances on components in the financial account may be of interest,
such as net direct investment or net portfolio investment.

E. ACCOUNTING RULES

3.89 This section covers the quadruple entry accounting principle, valuation, time of
recording, classification of accounting entries and grouping of transactions. The application
of each of these to the individual flows and stocks is explained in detail in the chapters that
describe the entries in the various tables and accounts of the BOP and integrated IIP. The
details on classifications of accounting entries are discussed, account by account, in
Chapters 7-14.

1. QUADRUPLE-ENTRY ACCOUNTING

3.90 The accounting system underlying the external accounts derives from broad
bookkeeping principles. To understand the accounting system for the sequence of economic
accounts, three bookkeeping principles can be distinguished:

1. Vertical double-entry bookkeeping, also known as simply double-entry bookkeeping
used in business accounting,

2. Horizontal double-entry bookkeeping, and

3. Quadruple-entry bookkeeping.
Vertical Double-Entry Bookkeeping — Corresponding Entries

3.91 The main characteristic of vertical double-entry bookkeeping is that each transaction
leads to at least two entries, traditionally referred to as a credit entry and a debit entry, in the
books of the transactor. This principle ensures that the total of all credit entries and that of all
debit entries for all transactions are equal, thus permitting a check on consistency of
accounts for a single unit. Each transaction requires two entries. The external accounts for
an economy are to be compiled on a vertical-double entry bookkeeping basis from the
perspective of the residents of that economy.

3.92 Inthe external accounts, net IIP provides a measure of net financial claims with
nonresidents plus gold bullion held as monetary gold. This term is discussed in paragraph
7.1.
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Horizontal Double-Entry Bookkeeping — Counterpart Entries

3.93 The concept of horizontal double-entry bookkeeping is useful for compiling accounts
that reflect the mutual economic relationships between different institutional units in a
consistent way. It implies that if unit A provides something to unit B, the accounts of both A
and B show the transaction for the same amount: as a payment in A’s account and as a
receipt in B’s account. Horizontal double-entry bookkeeping ensures the consistency of
recording for each transaction category by counterparties. For example, dividends payable
throughout the economy should be equal to dividends receivable throughout the economy
once transactions with the rest of the world are taken into account. While the horizontal
double entry applies to the national accounts of a particular country, similar principles apply to
external accounts at a worldwide level: for example, at the worldwide level, dividends payable
by all economies should be equal to dividends receivable by all economies.

Quadruple-Entry Bookkeeping

3.94 The simultaneous application of both the vertical and horizontal double-entry
bookkeeping results in a quadruple-entry bookkeeping, which is the accounting system
underlying the recording in the sequence of economic accounts in the national accounts and
external accounts. Additionally, definitions, classifications, and accounting principles in the
external accounts are derived from the viewpoint of conceptual symmetry as well as
symmetric reporting by partner economies. The quadruple-entry system deals in a coherent
way with multiple transactors or groups of transactors, each of which satisfies vertical
double-entry bookkeeping requirements. A single transaction between two counterparties
thus gives rise to four entries. In contrast to business bookkeeping, the sequence of
economic accounts in the national accounts and external accounts deal with interactions
among a multitude of units in parallel, and thus require special care from a consistency point
of view. As a liability of one unit is mirrored in a financial asset of another unit, for instance,
they should be identically valued, allocated in time, and classified to avoid inconsistencies in
aggregating balance sheets of units (by sectors or for the total economy in the case of
national accounts, or regional or global totals in the case of external accounts). The same is
also true for all transactions and other flows that affect balance sheets of two counterparties.

Types of Accounting Entries

3.95 The external accounts use the following conventions and terminologies for recording
transactions. In the current and capital accounts, a credit/revenue denotes entries from
exports, earned income receivable, transfers receivable, and disposals of nonproduced
nonfinancial assets. A debit/expenditure is used to record entries for imports, earned income
payable, transfers payable, and acquisitions of nonproduced nonfinancial assets.
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3.96 In the case of transactions in financial assets and liabilities, the terms “net acquisition
of financial assets” and “net incurrence of liabilities” are used. Financial account items are
recorded on a net basis separately for each financial asset and liability (i.e., they reflect
changes due to all credit and debit entries during an accounting period). The use of the
terms “net acquisition of financial assets” and “net incurrence of liabilities” highlights the
impact of the financial account on the IIP. The use of these terms also simplifies the
interpretation of data. A positive change indicates an increase in assets or liabilities and a
negative change indicates a decrease in assets or liabilities. The interpretation of increase
or decrease under the credit or debit notion, however, depends on whether the increase or
decrease refers to assets or liabilities (a debit for an asset is an increase; a debit for a
liability is a decrease). Although the debit and credit presentation is not emphasized for the
financial account transactions, it is important to recognize and maintain the accounting
identities. For example, a credit is always conceptually matched with a corresponding debit,
the latter relating to either an increase in an asset or a reduction in a liability (see Box 2.1).
The conventions for aggregation, consolidation, and netting assets against liabilities are
described further below.

2. VALUATION

General Rules

3.97 The power of the external accounts as analytical tools stems largely from their ability
to link numerous, very varied economic phenomena by expressing them in a single
accounting unit. The external accounts do not attempt to determine the utility of the flows
and stocks that come within their scope. Rather, they measure the current exchange value
of the entries in the accounts in monetary terms.

3.98 Inline with the above, the current exchange value, often labeled as the “market
price”, refers to the value at which goods, services, labor, or assets are exchanged, or else
could be exchanged, for cash (currency or transferable deposits). Exchange prices are the
basis for valuation of transactions in the external accounts. This section describes the
general principles for valuation of flows and positions.

Valuation of Transactions

3.99 Exchange prices for transactions are defined as amounts of money that willing
buyers pay to acquire something from willing sellers; the exchanges are made between
independent parties and on the basis of commercial considerations only, sometimes called
“at arm’s length.” Thus, according to this strict definition, an exchange price refers only to
the price for one specific exchange under the stated conditions. A second exchange of an
identical unit, even under circumstances that are almost exactly the same, could result in a
different exchange price. An exchange price defined in this way is to be clearly distinguished
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from a price quoted in the market, a world market price, a going price, a fair market price, or
any price that is intended to express the generality of prices for a class of supposedly
identical exchanges rather than a price actually applying to a specific exchange.
Furthermore, an exchange price should not necessarily be construed as equivalent to a free
market price; that is, a market transaction should not be interpreted as occurring exclusively
in a purely competitive market situation. In fact, a market transaction could take place in a
monopolistic, monopsonistic, or any other market structure. Indeed, the market may be so
narrow that it consists of the sole transaction of its kind between independent parties.

3.100 When a price is agreed by both parties in advance of a transaction taking place, this
agreed, or contractual, price is the exchange price for that transaction regardless of the
prices that prevail when the transaction takes place.

3.101 The observed market transactions in most cases will represent exchange values as
described in the preceding paragraph. Paragraphs 3.113-3.116 describe cases where
actual exchange values may not represent market prices. Transactions that involve dumping
and discounting represent exchange prices. Transaction prices for goods and services are
inclusive of appropriate taxes and subsidies. An exchange price is the price payable by the
buyer after taking into account any rebates, refunds, adjustments, etc. from the seller.

3.102 Transactions in financial assets and liabilities are recorded at the prices at which
they are acquired or disposed of. Transactions in financial assets and liabilities should be
recorded exclusive of any commissions, fees, and taxes whether charged explicitly, included
in the purchaser’s price, or deducted from the seller’s proceeds. This is because both
debtors and creditors should record the same amount for the same financial instrument. The
commissions, fees, and taxes should be recorded separately from the transaction in the
financial asset and liability, under appropriate categories. The valuation of financial
instruments, which excludes commission charges (to be recorded as transactions in
services), differs from the valuation of nonfinancial assets, which includes any costs of
ownership transfer.

3.103 When exchange prices for transactions are not observable, valuation according to
market price equivalents provides an approximation to exchange prices. In such cases,
exchange prices of the same or similar items when such prices exist will provide a good
basis for applying the principle of exchange prices. Generally, exchange prices should be
taken from the markets where the same or similar items are traded currently in sufficient
numbers and in similar circumstances. If there is no appropriate market in which a particular
good or service is currently traded, the valuation of a transaction involving that good or
service may be derived from the exchange prices of similar goods and services by making
adjustments for quality and other differences.
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3.104 If there is no appropriate market from which the value of a particular item can be
taken by analogy, its valuation may be derived from prices that are established in less
closely related markets. Ultimately, some goods and services can only be valued by the
amount that it would cost to produce them currently. Output valued in this way should
include a mark-up that reflects the net return to capital used in the production of the relevant
goods and services.

3.105 More details on the methods for valuing transactions are provided in the appendix to
this chapter, while the valuation of specific types of flows is discussed in further detail in
relevant chapters.

Barter Transactions

3.106 The case of barter transactions requires specific consideration. The products
bartered must be valued when produced as well as when acquired for consumption or for
capital formation. While it may often be the case that for small scale barter transactions
entered into by the producer, there are no taxes on products payable (or if they are
nominally payable, the conditions of the barter mean they are avoided and not paid), there is
no automatic exclusion of bartered products from liability to taxes on products. Subsidies on
bartered products are possible conceptually but unlikely to be significant. By the nature of
barter, there are no wholesale or retail margins applicable to bartered products. Goods
subject to barter may, however, have associated transportation costs. If the unit providing
the goods for barter also provides the transport, this will, in general, mean that the barter
“package” includes some transportation services and the value to the recipient will be a
purchaser’s price including this transportation cost. If the unit receiving the goods must
provide the transport, this may reduce the valuation of the goods to the recipient.

3.107 Barter transactions may concern new or existing goods acquired by one party to the
barter in which case the value to that party will be the cost of acquisition (in the case of new
goods) or the realizable value in the case of existing goods.

3.108 Barter transactions necessarily involve two units and (at least) two products. Each
unit may place a different value on either item being bartered. In such a case, since the
accounting rules of the external accounts require a single value to be recorded for both
parties, on pragmatic grounds a simple average of the different valuations (after allowing for
any taxes and transportation costs) may be taken as the value of the transaction.

3.109 Barter transactions do not always take place simultaneously. When this is not the
case, an account receivable/payable should be recorded even though neither part of the
barter transaction takes place in monetary terms.
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Quotation Prices

3.110 Market valuation also poses problems for transactions in goods in which the
contracts establish a quotation period often months after the goods have changed hands. In
such cases, the exchange value at the time of change of ownership should be estimated.
The estimate should be revised with the observed exchange value, when known. The
exchange value is given by the contract price even if it is unknown at the time of change of
ownership.

Valuation of Transfers in Kind

3.111 When nonfinancial resources are provided without a quid pro quo, such resources
should be valued at the prices that would have been received if the resources had been sold
in the market. In the absence of an observable market price, the donor’s view of the imputed
value of the transaction will often be quite different from that of the recipient. The suggested
rule of thumb is to use the value assigned by the donor as a basis for recording.

Acquisition of Goods Under Financial Lease

3.112 Acquisition of goods under financial lease should be valued at exchange prices at
the time of acquisition, if such prices are available. When no price is determined, it may be
necessary to use the estimated written-down current acquisition values of fixed assets or the
present value of expected future economic benefits.

Transfer Pricing

3.113 In some cases, observed exchange values may not represent market prices.
Examples are transactions involving distorted transfer prices between affiliated enterprises,
manipulative agreements with third parties, and certain noncommercial transactions,
including concessional interest (that is, interest payable at a reduced rate as a matter of
policy). Prices may be under- or over-invoiced, in which case an assessment of a market
equivalent price needs to be made. Although adjustment should be made when the
observed exchange values do not represent market prices, this may not be practical in many
cases. Adjusting the actual exchange values to reflect market prices will have
consequences in other accounts. Therefore, when such adjustments are made,
corresponding adjustments in other accounts should also be made, for example, if prices of
goods are adjusted, associated income account or financial account transactions or both
should also be adjusted. Moreover, the adjustments need to be made consistently in the
accounts of both units involved in the transaction. This may be difficult to apply in practice in
the case the relevant units are resident in different countries, and the statistical offices
responsible for making the adjustments represent different countries as well.
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3.114 Values put on an invoice may deviate systematically or to such a large extent from
the prices paid in the market for similar items that it must be presumed that the sums paid
cover more than the specified transactions. An example is so-called transfer pricing:
affiliated enterprises may set the prices of the transactions among themselves artificially
high or low in order to effect an unspecified income payment or capital transfer. Such
transactions should preferably be made explicit if their value is considerable and would
hinder a proper interpretation of the accounts. In some cases, transfer pricing may be
motivated by income distribution or equity build-ups or withdrawals. Replacing book values
(transfer prices) with market value equivalents is desirable in principle, when the distortions
are large and when availability of data (such as adjustments by customs or tax officials or
from partner economies) makes it feasible to do so. Selection of the best market value
equivalents to replace book values is an exercise calling for cautious and informed
judgment.

3.115 The exchange of goods between affiliated enterprises may often be one that does
not occur between independent parties (for example, specialized components that are
usable only when incorporated in a finished product). Similarly, the exchange of services,
such as management services and technical know-how, may have no near equivalents in
the types of transactions in services that usually take place between independent parties.
Thus, for transactions between affiliated parties, the determination of values comparable to
market values may be difficult, and compilers may have no choice other than to accept
valuations based on explicit costs incurred in production or any other values assigned by the
enterprise. The valuation of management fees and other similar cases in the case of
balance of payments is elaborated in paragraph 11.111.

3.116 Allin all, because of all the complexities involved to arrive at a consistent recording
of the adjustments, not to mention the availability of relevant information on the distortions in
the observed exchange values, national accounts and external accounts often refrain from
trying to approximate true market prices. Here, one can also add that the observed
exchange values, which may be motivated by global tax avoidance or other reasons, also
represent an economic reality of its own, albeit not one which is based on market prices and
other commercial considerations.

Concessional Pricing

3.117 While some noncommercial transactions, such as a grant in kind, have no exchange
price, other noncommercial transactions may take place at implied prices that include some
element of grant or concession so that those prices also are not market prices. Examples of
such transactions could include negotiated exchanges of goods between governments and
government loans bearing lower interest rates than those with similar grace and repayment
periods or other terms for purely commercial loans. Concessional lending by governments is
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described in Chapter 30, 2025 SNA. Other examples of concessional lending may relate to
the provision of loans at reduced interest rates by employers to their employees. In the
sequence of economic accounts of national accounts and external accounts, adjustments
for concessional lending are restricted to the latter; the provision of adjusted information on
concessional lending in a nonmarket context by governments, central banks and
international organizations is encouraged as supplementary items. See paragraph 14.41 for
further guidance on the treatment and recording of concessional loans.

3.118 Transactions by general government bodies and private nonprofit units not engaged
in purely commercial undertakings are often subject to noncommercial considerations.
However, transfers involving provision of goods and services may also be provided or
received by other sectors of the economy.

Valuation of Assets and Liabilities

3.119 As a general principle, stocks of assets and liabilities should be valued as if they
were being acquired on the date to which the balance sheet relates. This implies that when
they are exchanged on a market, assets and liabilities are to be valued using a set of prices
that are current on the date to which the balance sheet relates and that refer to specific
assets.

3.120 Itis important though to make a clear distinction between the initial recognition of
assets, and the subsequent valuation of assets. Regarding the initial recognition, i.e., the
time at which the asset (or liability) enters the balance sheet, the valuation principles for
valuing transactions are relevant. When it comes to the subsequent valuation, it is often not
possible to use a set of prices that are current on the date to which the balance sheet
relates, because there are no active markets in which the relevant assets are traded. This is
not only true for most nonfinancial assets, certainly when taking into account the second-
hand nature and the partial depreciation of these assets, but also for various financial
instruments. As a consequence of the unavailability of observable market or near-market
prices, alternative valuation methods need to be applied to arrive at an appropriate
valuation.

3.121 Many financial assets are traded in markets on a regular basis and therefore can be
valued by directly using the price quotations from these markets. If the financial markets are
closed on the balance sheet date, the market prices that should be used in the valuation are
those that prevailed on the closest preceding date when the markets were open. Debt
securities have a current market value as well as a nominal value, and it is recommended to
compile supplementary data on the nominal values of positions of debt securities as well.
(See paragraph 3.2344 in the Appendix to this chapter for the definition of nominal value.)
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3.122 Valuation according to market value equivalents is needed for valuing financial
assets and liabilities that are not traded in financial markets or are traded only infrequently.
For these assets and liabilities, it will be necessary to estimate fair values that, in effect,
approximate market prices. The present value of future cash flows can also be used as an
approximation to market prices, provided an appropriate discount rate can be used.

3.123 For most nonnegotiable financial assets, particularly those with a face value
applicable at some point in the future (e.qg., loans, deposits, trade credit and advances, and
other accounts receivable/payable), the present market value can be established as the face
value discounted to the present by the market interest rate. In principle, therefore, if a
reasonably robust estimate of the stream of future earnings to come from an asset can be
made, along with a suitable discount rate, this allows an estimate of the present value of
future economic benefits to be established. However, another principle for valuing stocks is
the need for consistency in the valuation of debtor and creditor positions for financial
instruments. This is one of the pragmatic reasons to apply nominal values for financial
instruments, such as deposits and loans, which are nonnegotiable and not (actively) traded
on the market. Moreover, conceptually, the nominal value of a debt instrument can also be
calculated by discounting future interest and principal payments at the existing contractual
interest rate(s) on the instrument; these interest rates may be fixed rate or variable rate.
However, some would argue that such a valuation is somewhat inconsistent with a valuation
at fair value of the relevant asset positions, while others would argue that nominal values,
reflecting the actual payments of principal to be made in the future, including interest
accrued to date, can be considered as a good approximation of the fair value. Nominal value
is also considered useful because it shows the actual legal liability and the starting point of
creditor recovery behavior. It is recognized, however, that nominal value provides an
incomplete view of the financial position, particularly when the loans are nonperforming.
Therefore, information on the nominal value of nonperforming loans should be included as a
supplementary item (see paragraph 7.57 for specific details). Loans that have become
negotiable de facto should be reclassified under debt securities (see paragraph 5.52).

3.124 Positions on deposits, trade credit and advances, and other accounts
receivable/payable are also recorded at nominal value. They give rise to the same issues of
nominal and fair values as loans. Deposits at banks and other deposit-taking corporations in
liquidation should also be recorded at their nominal value until they are written off. If
significant, however, such deposits should be shown separately as a supplementary item.
The same treatment is applicable for any other cases of impaired deposits (i.e., where the
deposit-taking corporation is not in liquidation but faces liquidity issues).

3.125 When securities are quoted on markets with a buy-sell spread, the midpoint
should be used to value the instrument. The spread is an implicit service of the dealer,
paid by buyers and sellers (see paragraphs 11.76-11.78). Similarly, positions in financial
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assets and liabilities denominated in foreign currency should be valued using the
midpoint at close of business between the buying and selling rates on the reference
date.

3.126 For a restricted group of financial instruments, the above valuation methods cannot
be applied. Examples relate to unlisted equity and defined benefit pension entitlements.
While for the latter the present value of future pension benefits is the generally accepted
method for valuation, various approaches can be considered in the case of unlisted equity
(see paragraphs 7.15-7.19).

3.127 More details on the methods for valuing assets are provided in the appendix to this
chapter, while the valuation of specific types of assets is discussed in further detail in
Chapter 7.

3.128 In conformity with the general rule, provision of assets, services, labor, or capital in
exchange for foreign cash, or crypto assets, is recorded at the actual exchange value
agreed upon by the two parties to the transaction. Flows and stocks concerning foreign
currency and crypto assets are converted to their value in national currency at the rate
prevailing at the moment they are entered in the accounts, that is, the moment the
transaction or other flow takes place, or at the moment to which the balance sheet applies.
The midpoint between the buying and selling rate should be used so that any service charge
is excluded.

Business Accounting Valuation

3.129 Business accounts, tax returns, supervisory data, and other administrative records
are main sources of data for drawing up macroeconomic statistics. One should be aware,
however, that none of these necessarily satisfies the valuation requirements of
macroeconomic statistics and that accordingly adjustments may have to be made. In
particular, in the interest of prudence, business accounting often adopts valuations that are
not appropriate for the macroeconomic statistics. Similarly, valuations for tax purposes often
serve objectives that differ from those of macroeconomic analysis. For example, the
depreciation methods favoured in business accounting and those prescribed by tax
authorities almost invariably deviate from the concept of depreciation employed in the
integrated framework of the SNA, particularly with their use of historical cost. (Further details
on the commonalities and differences between the recording in macroeconomic statistics,
particularly focusing on national accounts, and the recording in business accounting and
public sector accounting are provided in Chapter 28, Nonfinancial Corporations, and
Chapter 30, General government and the Public Sector, in the 2025 SNA).

3.130 More generally, one can observe that the valuation of (financial) assets and liabilities
in data reported by enterprises or other respondents, which are primarily based on
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commercial, supervisory, tax, or other accounting standards, do not fully reflect the current
exchange prices of the assets and liabilities. In such cases, the data should be adjusted to
reflect, as closely as possible, the value of the (financial) assets and liabilities recommended
in the external accounts.

Valuation of Partitioned Flows

3.131 Where a single payment refers to more than one transaction category (as they are
defined in the macroeconomic statistics), the individual flows need to be recorded
separately. In such a case, the total value of the individual transactions after partitioning
must equal the observed exchange value that actually occurred. For example, actual
exchange values involving foreign currency include commission for currency conversion.
The portion related to currency conversion should be recorded separately as transactions in
services. As another example, the Manual recommends dividing interest transactions with
financial corporations between two transaction categories, one showing interest as
understood in the external accounts (pure interest) and the other representing the implicit
payment for financial intermediation services.

3.132 A less obvious mingling of transactions occurs when the provision of an item and the
related monetary payment or payments do not take place simultaneously. When the time
gap becomes unusually long and the amount of trade credit extended is very large, the
conclusion may be that implicitly an interest fee has been charged. This recording of interest
becomes even more relevant in periods of high inflation and/or interest. In all these cases,
the actual payment or payments should be adjusted for accrued interest in order to arrive at
the correct value of the item transferred. Such adjustments are generally not recommended
for normal trade credit.

Valuation of Rerouted Transactions

3.133 Values of rerouted transactions will have to be derived from values of other observed
transactions to which they are related. For example, values of transactions in reinvested
earnings are derived from the direct investors’ shares (in terms of the equity held) of
distributable income, less amounts declared for dividend distribution to the foreign direct
investor, or less the withdrawals from income of the quasi-corporation by the foreign direct
investor. (See paragraphs 8.15, 8.16, and 12.42-12.56)

Special Valuations Concerning Products

3.134 Imports and exports of goods are recorded in the external accounts at border values.
Total imports and exports of goods are valued free-on-board (FOB, that is, at the exporter's
customs frontier). As it may not be possible to obtain FOB values for detailed product
breakdowns, the tables containing details on international trade show imports of goods
valued at the importer’s customs frontier (CIF, that is, cost, insurance and freight),
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supplemented with global adjustments to FOB values. CIF values include the insurance and
freight charges incurred between the exporter’s frontier and that of the importer. The value
on the commercial invoice may of course differ from both of these.

3.135 As the overall balance of imports and exports must conform to actual circumstances,
border valuation of goods has consequences for the recording of freight and insurance in
the external accounts. Usually, the values of both imports and exports for these service
items have to be adapted to compensate for the special conventions on goods traded with
the rest of the world. Further details on this treatment are in Chapters 10 and 11.

3.136 In relation to the valuation of exports and imports, it is generally acknowledged that a
valuation at the observed exchange values, which is closely aligned to the invoice values, is
the conceptually preferred method. Subject to further testing of the implementation in
practice, it is intended to be introduced as the basic principle for valuing imports and exports
in the next versions of the Manual.

Valuation of Other Flows
Other Changes in the Volume of Financial Assets and Liabilities

3.137 In order to determine the valuation of the other changes in the volume of financial
assets and liabilities, it is usually necessary to value the asset before and after the change
in volume and take the difference that is not explained by any transaction and holding gains
and losses as the value of the other change in volume.

3.138 Other changes in the volume of financial assets and liabilities are recorded at the
observable market prices of similar instruments. For writing-off of financial instruments that
are valued at nominal values, the value recorded in the other changes in the volume of
assets and liabilities account should correspond to their nominal value prior to being written
off. For all reclassifications of assets and liabilities, values of both the new and old
instruments should be the same.

Holding Gains and Losses

3.139 Holding gains and losses accrue continuously and apply to financial assets and
liabilities. In general, they are estimated by deducting from the total change in the value of
assets those that can be attributed to transactions and to other changes in volumes.

3.140 Since most financial assets are matched by liabilities, either within the domestic
economy or with the rest of the world, it is important that holding gains in one are matched
by holding losses in the other and vice versa. A holding gain occurs when an asset
increases in value or a liability decreases in value; a holding loss occurs when an asset
decreases in value or a liability increases in value. The value of holding gains and losses
during an accounting period shows the net changes of holding gains and holding losses for

94



Chapter 3 BPM7 — White Cover (Pre-Edited) Version

an asset and a liability separately. In practice, the value of holding gains and losses is
calculated for each asset and liability between two points in time: the beginning of the period
or when the asset or liability is acquired or incurred and the end of the period or when the
asset or liability is sold or extinguished.

3.141 For loans, deposits, trade credit and advances, and other accounts
receivable/payable sold at a discount, the transaction values recorded in the financial
account may differ from the nominal values recorded in the IIP. Such differences are
recorded as holding gains and losses in the other changes in financial assets and liabilities
account (see also paragraph 9.16).

3. TIME OF RECORDING

Choice of Time of Recording

3.142 When discussing timing in the external accounts, an essential distinction should be
made between stock data as recorded in balance sheets, on the one hand, and flow data as
recorded in the other accounts, on the other. Balance sheets, by definition, refer to specific
points in time. In contrast, flows are aggregations, over some chosen accounting period, of
individual transactions or other flows, which are themselves scattered over the accounting
period.

3.143 Thus, the external accounts do not show individual transactions or other flows, but
there are four reasons why precise rules on their individual timing must be given. In the first
place, rules have to be formulated to say in which accounting period the discrete flows are
to be recorded. Secondly, an exact timing of individual flows within the accounting period is
crucial to distinguish between changes in the IIP due to transactions and those due to other
changes (e.g., other changes in volume and holding gains or losses). This distinction is
particularly important in situations of high inflation. Thirdly, the integrated nature of the
system means that the stocks recorded on the balance sheet are influenced by the timing of
flows. Finally, the quadruple accounting system requires that entries for a transaction are
made by the counterparties at the same time. This ensures the consistency of accounts for
each party.

3.144 One of the problems in pinning down the timing of transactions is that activities of
institutional units often extend over periods in which several important moments can be
distinguished. For instance, many commercial sales (in external accounts relating to exports
and imports of goods) commence with the signing of a contract between a seller and a
buyer, encompass a date of delivery (dates of crossing border in the case of
exports/imports) and a date or dates on which payments become due and are only
completed as of the date the last payment is received by the seller. Each of these distinct
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moments in time is to some extent economically relevant and may result in multiple
transactions in the integrated framework of national accounts and external accounts.

3.145 Similarly, in analyzing government expenditure one can distinguish the day that a
budget is voted upon by the legislature, the day on which the ministry of finance authorizes
a department to pay out specified funds, the day a particular commitment is entered into by
the departments, the day deliveries take place, and finally the day payment orders are
issued and cheques are paid. With regard to taxes, for example, important moments are the
day or the period in which the liability arises, the moment the tax liability is definitively
assessed, the day that it becomes due for payment without penalty and the day the tax is
actually paid or refunds are made.

3.146 Clearly, making entries for all successive stages discernible within the activities of
institutional units, although theoretically possible, would severely overburden the external
accounts. A choice has to be made, recognizing (a) the needs of macroeconomic analysis,
(b) microeconomic views, and (¢) commonly available sources. Often, in this respect, a
distinction is drawn between recording flows on a cash basis, due-for-payment basis, the
commitment basis, and accrual basis. There may be other timing bases, such as physical
movement or administrative process, used in some data sources. As explained in the
following paragraphs, the external accounts and other macroeconomic statistics recommend
recording each transaction on an accrual basis.

Choice for Recording on an Accrual Basis

3.147 Cash accounting records only cash payments and records them at the times these
payments occur. This method is widely used for certain business purposes. A practical
advantage is the avoidance of problems connected with valuing nonmonetary flows. Yet,
cash accounting cannot be used generally for economic and national and external
accounting as the times at which payments take place may diverge significantly from the
economic activities and transactions to which they relate, and it is these underlying activities
and transactions that the external accounts seeks to portray. Moreover, cash recording
cannot be applied to the many nonmonetary flows included in the external accounts.

3.148 Due-for-payment recording shows flows that give rise to cash payments at the latest
times they can be paid without incurring additional charges or penalties and, in addition to
these, actual cash payments at the moments they occur. The period of time (if any) between
the moment a payment becomes due and the moment it is actually made is bridged by
recording a receivable or a payable in the financial accounts. Due-for-payment recording
furnishes a more comprehensive description of monetary flows than does cash accounting.
A disadvantage is, of course, that the recording is still limited to monetary flows.
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3.149 Accrual accounting records flows at the time economic value is created, transformed,
exchanged, transferred, or extinguished. This means that flows that imply a change of
ownership are entered when the change occurs, services are recorded when provided,
output at the time products are created and intermediate consumption when materials and
supplies are being used. In other words, the effects of economic events are recorded in the
period in which they occur, irrespective of whether cash was received or paid or was due to
be received or paid. When an economic event is accompanied by a settlement at a later
date, such as a purchase of goods financed by a trade credit, the time lag is bridged by
recording each event separately, with the corresponding entry at the time of the change in
ownership being trade credit payable. The integrated framework of the SNA and external
accounts favours accrual accounting because:

a. The timing of accrual accounting is in full agreement with the way transactions, other
flows, and main economic aggregates (value added, external balance on goods and
services, saving and net lending/net borrowing) are defined in the external accounts
and sequence of economic accounts of the SNA. This agreement allows the
profitability of productive activities to be evaluated correctly (that is, without the
disturbing influence of leads and lags in cash flows) and a sector’s net worth, or a
country’s |IP, to be calculated correctly at any point in time;

b. Accrual accounting provides the most comprehensive information because all flows
can be recorded consistently, including nonmonetary transactions, imputed
transactions, and other flows.

3.150 The change of economic ownership is central in determining the time of recording on
an accrual basis for transactions in goods, nonfinancial assets and financial assets. A
change in ownership from an economic point of view means that all risks, rewards, and
rights and responsibilities of ownership in practice are transferred. In general, a change in
legal ownership also involves a change in economic ownership. In some cases, a change of
economic ownership takes place even though the legal ownership remains unchanged (e.qg.,
financial leases and transactions between an enterprise and its foreign branches). In other
cases, there is no change in economic ownership, even though there is a change in legal
ownership. For example, for repurchase agreements involving the provision of securities for
cash, the risks and rewards attached to the securities remain with the original holder (as
discussed in paragraphs 5.59-5.6154) and the only transaction is a loan. Similarly, in the
case of securities lending without cash collateral, there is no change in ownership of the
securities, although securities lending fees may arise (see paragraphs 12.90 and 12.91).

3.151 Usually, accrual accounting is the norm for the institutional units involved. Numerous
transactions consist of an exchange between two enterprises of, say, goods for financial
assets. In such an exchange, accounting entries will be made in the books of each
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enterprise, showing the same dates for the acquisition of the goods and the surrender of the
financial assets, on the one hand, and for the acquisition of the financial assets and the
surrender of the goods, on the other. Sometimes, however, the two parties involved in a
transaction will not perceive it as occurring at the same moment. Furthermore, some
transactors, in particular government units, do not keep records of purchases on an accrual
basis. In these cases, the rules of consistency in the external accounts and the integrated
framework of the SNA require that efforts should be undertaken to correct basic statistics for
major deviations and flaws. The application of the general rule of recording on an accrual
basis to the most common circumstances is discussed below.

Time of Recording of Transactions in Goods

3.152 Transactions in goods should be recorded as of the time that the change of
economic ownership takes place. Goods are considered to change economic ownership
when the parties enter the goods in their books and make a corresponding change to their
financial assets and liabilities. For high-value capital goods such as ships, heavy machinery,
and other equipment, ownership changes are recorded at the time agreed between the
parties as to when ownership changes (see paragraph 10.22). When a contract for building
and other construction is agreed in advance, progressive change of ownership occurs for
the work-in-progress, which may take several months or years to complete. When the
contract calls for stage payments (progress payments), the transaction values may often be
approximated by the value of stage payments made each period (see paragraphs 5.81 and
11.56). A difference in timing between the change of ownership and payments may give rise
to trade credit and advances.

3.153 The timing used in international merchandise trade statistics generally follows
customs procedures, which are set up to record the movement of goods across borders.
The time at which goods cross the border can be taken only as an approximation to the time
when the change of economic ownership occurs. A customs-based collection system
usually provides a choice of dates at which transactions may be recorded (e.g., lodgement
of customs declaration, customs clearance of goods). The time of recording in the
international guidelines for merchandise trade statistics is when the customs declaration is
lodged. Ideally, for external accounts purposes, customs data should be adjusted (see
paragraphs 3.178-3.183). Likewise, an exchange record system that reflects payments may
not coincide in timing with the change in economic ownership of the goods.

3.154 Goods on consignment (i.e., goods intended for sale but not actually sold when the
goods cross the frontier) should be recorded only at the time economic ownership changes.
Goods under financial lease arrangements are considered to change economic ownership
at the inception of the lease (see paragraph 5.63 on the definition of a financial lease and
paragraphs 7.62 and 10.12(f) for positions and transactions arising from financial leases).
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Goods sent abroad for processing under the ownership of the same party are not treated as
if they change economic ownership. Goods may move between a parent and its branch
abroad. In that case, possibilities exist that either the goods have changed economic
ownership, or they may have been sent for processing. The correct statistical treatment is to
identify which location assumes the risks and rewards of ownership most strongly (e.g., from
factors such as whether the goods are included in the accounts, and which location is
responsible for subsequent sale of the goods). For goods under merchanting, purchases
and resales are recorded at the time the change in economic ownership of goods occurs.

Time of Recording of Transactions in Services

3.155 Transactions in services are recorded when the services are provided. Some
services, such as some transport or hotel services, are provided within a discrete period, in
which cases there is no problem in determining the time of recording. Other services are
supplied or take place on a continuous basis. For example, construction services, operating
leasing, and insurance services are recorded continuously as long as they are being
provided. When construction takes place with a prior contract, the ownership of the structure
is effectively transferred progressively as the work proceeds. When services are provided
over a period of time, there may be advance payments or settlements at later dates for such
services (e.g., freight, insurance, port services). The provision of services should be
recorded on an accrual basis in each accounting period (i.e., they should be recorded as
they are rendered, not when payments are made). Entries for advance payments or
settlements at later dates should be made in the appropriate accounts when they occur (as
explained in paragraph 3.149 in the case of import of goods).

Time of Recording of Distributive Transactions

3.156 Distributive transactions are recorded at the moment the related claims arise. As a
result, for example, remuneration of employees, interest, social contributions, and benefits
are all recorded in the period during which the amounts payable accrue. With respect to
some distributive transactions, the time of accrual depends on the unit’s decision as to when
to distribute earned income or make a transfer.

3.157 Interest is recorded as accruing on a continuous basis because the financial
resources are provided for use on a continuous basis. For some financial instruments, the
debtor does not make any payments to the creditor until the financial instrument matures, at
which time a single payment discharges the debtor’s liability; the payment covers the
amount of funds originally provided by the creditor and the interest accumulated over the
entire life of the financial instrument. Corresponding entries to the interest accruing in each
period before maturity should be recorded as financial transactions that represent an
additional acquisition of the financial asset by the creditor and an equal incurrence of a
liability by the debtor.
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3.158 Dividends are recorded at the moment the shares go ex-dividend. Three dates are
associated with dividends:

a. the date they are declared;

b. the date they are excluded from the market price of shares, known as the ex-
dividend date. The recipients of the dividends are determined from the register of
shareholders at this time and subsequent shareholders do not have a right to the
dividends; and

c. the date they are settled.

3.159 Although dividends sometimes may be related to the enterprise’s profits in the
previous period, in other cases, they are only loosely related or not at all. The price of
shares includes declared dividends up to the ex-dividend date, thus the holder of the shares
before the ex-dividend date owns the share and does not hold a separate debt instrument
reflecting declared and unpaid dividends. Between the ex-dividend date and actual
settlement, the amount payable is recorded as other accounts receivable/payable.
Withdrawals from income of quasi-corporations, including distributed branch profits, are
recorded when they actually take place. Reinvested earnings are derived from retained
earnings, and therefore they are recorded in the period in which retained earnings accrue.
(See paragraphs 12.42-12.56 for issues in the calculation of reinvested earnings.)

3.160 Taxes and other compulsory transfers should be recorded when the activities,
transactions, or other events occur that create the government’s claim to the taxes or other
payments. In principle, income taxes and social contributions based on income should be
attributed to the period in which the income is earned. In practice, however, some flexibility
may be needed so that income taxes deducted at the source and regular prepayments of
income taxes may be recorded in the periods in which they are paid, and any final tax
liability on income may be recorded in the period in which it is determined. (See also
paragraphs 13.16-13.18.)

3.161 Some compulsory transfers, such as fines, penalties, and property forfeitures, are
determined at a specific time. These transfers are recorded at the time the issuing unit has
an unconditional claim on the funds; if a fine or penalty is subject to further appeal, an
unconditional claim only exists once the appeal has been resolved.

3.162 Determining the time of recording for grants and other voluntary transfers can be
complex because there is a wide variety of eligibility conditions that have varying legal
powers. In some cases, a potential grant recipient has a legal claim when it has satisfied
certain conditions, such as the prior incurrence of expenses for a specific purpose or the
passage of legislation. These transfers are recorded when all requirements and conditions
are satisfied. In other cases, the grant recipient never has a legal claim on the donor, and
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the transfer should be attributed to the time at which the settlement is made (e.g., cash
payment). In general, the time of recording of voluntary transfers is determined by the time
at which there is a change in the economic ownership of the resources (such as goods,
services, or financial assets) that are corresponding entries to transfers.

Time of Recording of Transactions in Nonproduced Nonfinancial Assets

3.163 Transactions in honproduced nonfinancial assets are recorded at the time economic
ownership of these assets changes. The treatment is similar to those for goods and financial
assets, as discussed in paragraphs 3.152 and 3.164-3.170, respectively.

Time of Recording of Transactions in Financial Assets and Liabilities

3.164 Transactions in financial assets (including payments of cash) are recorded in the
external accounts when economic ownership changes. Some financial claims or liabilities
defined in the sequence of economic accounts, in particular trade credit and advances, are
the implicit result of a nonfinancial transaction and are not otherwise evidenced. In these
cases, the financial claim is deemed to arise when its nonfinancial counterpart occurs. The
same holds for financial transactions that the external accounts records between a
guasi-corporation and its owner/branch and its parent.

3.165 In some cases, both parties involved in a financial transaction may record it at
varying dates in their own books because they acquire the documents evidencing the
transaction at different times. This variation usually is caused by the process of clearing, the
time cheques are in the mail, etc. The amounts involved in such “floats” are generally
substantial in the case of transferable deposits and other accounts receivable/payable.
Again, reasons of consistency require that the transactions are entered on the same date for
both parties. If no precise date can be fixed, the timing of the change of economic ownership
is determined according to the date on which the creditor receives his payment.

3.166 For securities, the transaction date (that is, the time of the change in ownership of
the securities) may precede the settlement date (that is, the time of the delivery of the
securities). Both parties should record the transactions at the time ownership changes, not
when the underlying financial asset is delivered. Any significant difference between
transaction and settlement dates gives rise to other accounts receivable/payable. In
practice, when the delay between the transaction and settlement is short, the time of
settlement may be considered as an acceptable proxy, so that other accounts
receivable/payable would not arise. In cases of longer delays, however, other accounts
receivable/payable should be identified.

3.167 According to the accrual basis, repayments of debts are recorded when they are
extinguished (such as when they are paid, or rescheduled, or forgiven by the creditor).
When arrears occur, no transactions should be imputed, but the arrears should continue to
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be shown in the same instrument until the liability is extinguished. If the contract provided for
a change in the characteristics of a financial instrument when it goes into arrears, this
change should be recorded as a reclassification in the other changes in the financial assets
and liabilities account. The reclassification applies to situations where the original contract
remains, but the terms within it changes (for example, interest rates or repayment periods).
If the contract is renegotiated or the nature of the instrument changes from one instrument
category to another (for example, from bonds to equity), the consequences are to be
recorded as new transactions. Consistent with the accrual principle, an overdue obligation to
settle a financial derivative contract is not recorded as a transaction; however, the obligation
is reclassified to a debt liability because of the change in the nature of the claim (see
paragraph 5.93).

3.168 Data on arrears are important in their own right, and thus should be presented as
supplementary items, where significant (or memorandum items in the case of exceptional
financing, see Annex 1). Although it is useful to identify some commonly important arrears
(such as arrears on public and publicly guaranteed debt), flexibility is needed in determining
which items of arrears are important to disseminate, depending on each economy’s
circumstances. Arrears are described further in paragraphs 5.131-5.134.

3.169 Activation of one-off (nonstandardized) guarantees gives rise to financial
transactions because this involves a creation of a new liability. The time of recording of flows
arising from activation of one-off guarantees (including capital transfers and other changes
in the volume of assets and liabilities, if applicable) is determined by the occurrence of the
events activating the guarantee. The treatment of flows arising from the activation of one-off
guarantees is described in more detail in paragraphs 8.40-8.43.

3.170 Employee stock options (ESOs) are recognized at grant date. Remuneration of
employees associated with employee stock options should be recorded as accruing over the
period to which the option relates, which generally is the period between the granting and
vesting dates. Sometimes, the options may cover the period before the granting date, which
should also be taken into account when allocating the remuneration of employees.
Recording of flows associated with ESOs are discussed paragraphs 8.39, 12.24, and 12.25.

Time of Recording of Composite Transactions and Balancing Items

3.171 Transactions that are measured as the balance of two or more other transactions
follow the timing of the constituent basic flows. For example, implicit financial services on
loans and deposits are recorded as interest on loans and deposits accrues.

3.172 The same rule for time of recording applies to balancing items. However, due to the
variety of transactions and other flows covered, each with its own characteristics, some
thought is needed in interpreting balancing items. For instance, in analyzing the balancing
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item “saving” of nonfinancial corporations, one should be aware that the time when the
operating surplus arises does not necessarily tally with the timing of the other factors, such
as when dividends are payable.

Time of Recording of Other Flows

3.173 Other changes in the volume of assets and liabilities are usually discrete events that
accrue at precise moments or within fairly short periods of time and should be recorded
when the events occur.

3.174 Revaluations can occur continuously as prices and exchange rates change.
Changes in prices and exchange rates often have a more continuous character, particularly
in respect of assets for which active markets exist and assets with international character. In
practice, nominal holding gains or losses will be computed between two points in time:

a. The moment at which:
e The accounting period begins; or

e Ownership is acquired from other units (through purchase or a transaction in
kind); or

e An asset is produced; and
b. The moment at which:
e The accounting period ends; or

e The ownership of an asset is relinquished (through sale or a transaction in kind);
or

e An asset is consumed in the production process.

3.175 One may wonder why nominal holding gains and losses are not calculated over a
period beginning at the moment on which two units agree to a mutual exchange of assets
instead of the period that starts with the moment on which the assets are acquired. After all,
does not the signing of the contract fix prices, implying that the risk for any later
price/exchange rate changes is being transferred? The external accounts, however, regards
commitments resulting from a contract as contingent until one of the parties has performed
its obligation (by passing the ownership of some asset to the other party, providing a service
or providing labor or capital). Also, a unit can incur holding gains and losses only on the
assets or liabilities over which it has economic ownership. The combination of these two
rules implies that during the period between the signing of the contract and the date on
which the first party delivers, the second party cannot incur any price/exchange rate risks on
this contract: the second party neither owns the assets to be delivered nor owns a claim on
the first party to be recorded in the financial accounts.

103



BPM7 — White Cover (Pre-Edited) Version Chapter 3

3.176 Changes in structure and classification should be entered at the moment when,
according to the rules adopted in the external accounts, a unit or an asset is moved to a
different category than that to which it was classified previously. Integrated stock-flow
systems like the integrated IIP require that all reclassifications are recorded and all entries
for the reclassification are recorded at the same time.

3.177 In order to obtain statistical series that are more comparable over time, one might be
tempted to stockpile major reclassifications for a number of years and enter them as one
block at the end of this period. However understandable this procedure might be, it does not
conform to the recommendations of the external accounts, which aim at correct estimates on
levels. Keeping records of reclassifications makes it possible in principle to reconstruct time
series based on the situation in any accounting period.

Timing Adjustments for External Transactions

3.178 Differences in the time of recording by partner economies may occur due to various
factors. One of the intrinsic problems with recording external transactions is the difference in
time zones. Differences in time of recording may also arise from delays in mail deliveries or
settlement clearing processes. In most cases, data at some aggregate level rather than
individual records are used in the compilation of national accounts and external accounts.
Several data sources may often only approximate the required basis. It is important to make
timing adjustments where there are major divergences from the required basis.

3.179 In choosing among available statistical sources, compilers may wish to consider the
advantage of using data for which the correct timing is already recorded. For example,
records of actual drawings on loans are preferred to sources that quote authorization dates
or program dates that may not be realized in fact. Some sources chosen by compilers as
generally the most suitable may not have been specifically designed to yield information for
the purpose of compiling national accounts and external accounts.

3.180 Timing adjustments to international merchandise trade statistics may be necessary
because these statistics may not reflect changes in economic ownership. Moreover, they
may not always reflect physical movements correctly. Timing adjustments should be made
when practices in customs statistics lead to distortions. For example, in the case of the
purchase or sale of ships and aircrafts, information on the time at which the goods are
entered in the books of the supplier or customer could be used. It is a good practice to
identify the timing of large individual shipments or transactions (such as a ship or aircraft) to
ensure that the goods flow and corresponding financing transactions are recorded in the
same period.

3.181 A change in the economic ownership of goods can vary widely from the time at which
the goods are recorded in trade statistics, if a lengthy voyage is part of the process of
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importing or exporting. If the unit value of trade changes substantially from the beginning to
the end of the reporting period, the possible difference of one or more months between the
shipment or receipt of goods and the change of ownership can be a source of error in the
statement for a particular economy and a source of asymmetries between partner
economies. Inquiries, perhaps on a sample basis, are required to ascertain specific
practices, and timing adjustments should, in principle, be applied to correct the trade
statistics for those classes of goods that are found to change ownership at times other than
those at which the goods were recorded in the trade statistics.

3.182 Goods on consignment may often be recorded at the time the goods cross the
frontier, on the assumption that a change of economic ownership has occurred or will shortly
occur. If that treatment is followed and there is no change of ownership, adjustments will
have to be made, preferably by revising the original entries. In practice, these adjustments
may be made in the periods when the goods are returned, if goods returned involve minor
cases.

3.183 Information based on exchange records provides data on a cash basis. For certain
transactions, cash and accrual bases for recording may be the same, but for many they will
differ. In particular, transactions in goods, services, and income may not coincide with the
corresponding payments for settling the transactions. Alternative information should be used
routinely to verify or adjust selected transaction categories. Compilers using an exchange
record system should check each large settlement transaction. Information on interest from
either the payments records or debt service schedule may not be appropriate for accrual
accounting. Other possibilities of deriving interest accruals, such as using the data on
positions and contractual interest rates, should be explored and implemented.

Balance Sheet Iltems

3.184 Stocks of assets and liabilities, as included in balance sheets, can be drawn up for
any point in time. The sequence of economic accounts of the SNA defines balance sheets
for all sectors at the moment when one accounting period ends and a hew accounting
period begins. The closing balance sheet of one period is identical to the opening balance
sheet of the next one, so there remain no price changes, reclassifications or other economic
flows that are not duly recognized by the sequence of economic accounts. The same
principles hold for the IIP, as included in the external accounts.

4. UNIT OF ACCOUNT AND CURRENCY CONVERSION

Unit of Account

3.185 Values of nonfinancial and financial transactions as well as the values of stocks or
positions of (financial) assets and liabilities may be expressed initially in a variety of
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currencies or in other standards of value, such as Special Drawing Rights (SDRs). The
conversion of these values into a reference unit of account is a requisite for the construction
of consistent and analytically meaningful accounts.

3.186 National accounts and external accounts can be compiled in the domestic currency
as well as in another currency. Data in domestic currency are needed because several other
macroeconomic and micro data are compiled in domestic currency, except when a foreign
currency is used as a legal tender. Economic analysis often uses data from several
macroeconomic statistical systems. Conversely, data in an international unit of account (a
foreign currency) may be needed for international liquidity management and to address
special issues related to high inflation, significant exchange rate fluctuations, and multiple
exchange rates. In addition, a standard or international unit of account is necessary to allow
for aggregation on a global or regional basis and to facilitate international comparisons.

3.187 For compiling the external accounts, a standard unit of account is required for global
presentation and analysis. It is preferable that the unit of account be a stable one; that is,
values of transactions expressed in that unit should not be significantly affected by changes
(relative to the unit of account) in values of currencies in which those transactions occur.
Transactions expressed in a unit that is stable in this sense nonetheless may reflect price
changes resulting from other causes; that is, a series expressed in a so-called stable unit of
account is not the equivalent of a volume measure or constant price series. The theoretical
ideal of a widely recognized and perfectly stable standard unit of account simply does not
exist in practice.

Domestic Versus Foreign Currency

3.188 For an economy, a domestic currency is distinguished from foreign currency.
Domestic currency is that which is legal tender in the economy and issued by the monetary
authority for that economy; that is, either that of an individual economy or, in a currency
union, that of the common currency area to which the economy belongs. All other currencies
are foreign currencies.

3.189 Under this definition, an economy that uses as its legal tender a currency issued by a
monetary authority of another economy — such as U.S. dollars — or of a common currency
area to which it does not belong should classify the currency as a foreign currency, even if
domestic transactions are settled in this currency. The term “currency” should be understood
in the broad sense (i.e., currency includes not only banknotes and coins, but all means of
payments issued by financial corporations in an economic territory). Unallocated gold
accounts and other unallocated accounts in precious metals giving title to claim the delivery
of gold or precious metal are treated as denominated in foreign currency.
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3.190 SDRs are considered to be foreign currency in all cases, including for the economies
that issue the currencies in the SDR basket. Any other currency units issued by an
international organization, except in the context of a currency union (see paragraph 3.188),
are considered foreign currency.

Currency of Denomination and Currency of Settlement

3.191 A distinction should be made between the currency of denomination and the
currency of settlement. The currency of denomination is determined by the currency in which
the value of flows and stocks is fixed as specified in the contract between the parties.
Accordingly, all cash flows are determined using the currency of denomination and, if
necessary, converted into the domestic currency or another unit of account for the purpose
of settlement or compilation of accounts. The currency of denomination is important for
distinguishing transaction values and holding gains and losses.

3.192 The currency of settlement may be different from the currency of denomination.
Using a currency of settlement that is different from the currency of denomination simply
means that a currency conversion is involved each time a settlement occurs. The currency
of settlement is important for international liquidity and measurement of potential foreign
exchange drains. The currency of settlement is also important for defining reserve assets
(see paragraph 6.69).

3.193 The currency of denomination of equity and investment fund shares/units is generally
the domestic currency of the economy in which the issuer is resident. However, when equity
is issued in a currency other than the domestic currency, then that currency is the currency
of denomination.

3.194 Debt instruments with both the amount to be paid at maturity and all periodic
payments (such as coupons) indexed to a foreign currency are classified and treated as
being denominated in that foreign currency.

3.195 Some financial assets and liabilities are denominated in more than one currency.
However, if the amounts payable are linked to one specific currency, then the liability should
be attributed to that currency. Otherwise, compilers are encouraged to disaggregate such
multicurrency instruments by the component currencies.

3.196 Determining the currency of denomination is not always clear in financial derivative
contracts to purchase or sell foreign currency using domestic currency. The decisive factor
in determining the currency of denomination for these contracts is the exposure to currency
movements. If settlement of a financial derivative contract is linked to a foreign currency,
even though payment is required in domestic currency, then the financial derivative is to be
classified as denominated in foreign currency.
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Currency Conversion Principles

3.197 Flows denominated in a foreign currency are converted to their value in the domestic
currency at the rate prevailing when the flows take place, and positions are converted at the
rate prevailing on the balance sheet date. The midpoint between the buying and selling
rates should be used at the time of transaction (for transactions) and at the close of
business on the reference date for positions, with the difference between buying or selling
prices and midpoint prices to be treated as service charges. The valuation in the domestic
currency of a purchase or sale on credit denominated in a foreign currency may differ from
the value in domestic currency of the subsequent cash payment because the exchange rate
changed in the interim. Both transactions should be valued at their current market values as
of the dates they actually occurred, and a holding gain or loss resulting from the change in
the exchange rate should be recorded for the period or periods in which the gain or loss
occurs.

3.198 In principle, the actual exchange rate applicable to each transaction should be used
for currency conversion. The use of a daily average exchange rate for daily transactions
usually provides a good approximation. If daily rates cannot be applied, average rates for
the shortest period should be used. Some transactions occur on a continuous basis, such as
the accrual of interest over a period of time. For such flows, therefore, an average exchange
rate for the period in which the flows occur should be used for currency conversion.

3.199 Derived measures relating to a period are calculated by subtracting one type of flow
from another. In principle, therefore, derived measures of flows in one currency (e.qg.,
domestic currency) should not be directly converted into another currency (e.g., foreign
currency). First, the underlying flows themselves should be converted from the domestic
currency into the foreign currency. Then, the derived measures in foreign currency can be
calculated from the relevant flows denominated in foreign currency. It is possible that a
derived measure, such as saving and the current account balance in the external accounts,
denominated in one currency may be different or even with the opposite sign from that
denominated in another currency. In addition to the variations in exchange rates, the
variations in the timing of underlying flows cause the differences in a derived measure
denominated in different currencies.

3.200 Under a multiple exchange rate regime, two or more exchange rates are applicable
to different categories of transactions; the rates favor some categories and discourage
others. Such rates incorporate elements similar to taxes or subsidies. Because the multiple
rates influence the values and the undertaking of transactions expressed in domestic
currency, net proceeds implicitly accruing to authorities as a result of these transactions are
calculated as implicit taxes or subsidies. The amount of the implicit tax or subsidy for each
transaction can be calculated as the difference between the value of the transaction in
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domestic currency at the actual exchange rate applicable and the value of the transaction at
a unitary rate that is calculated as a weighted average of all official rates used for external
transactions. For conversion of positions of external financial assets and liabilities in a
multiple rate system, the actual exchange rate applicable to specific assets or liabilities at
the beginning or end of the accounting period is used.

3.201 Parallel (unofficial) or black market rates cannot be ignored in the context of a
multiple rate regime and can be treated in different ways. For instance, if there is one official
rate and a parallel market rate, the two should be handled separately. Transactions in
parallel markets should be converted using the exchange rate applicable in that market. If
there are multiple official rates and a parallel rate, the official rates and the parallel rate
should be treated as distinct markets in any calculation of a unitary rate. Transactions
effected at the parallel rate usually should be converted separately at that rate. In some
instances, however, parallel markets may be considered effectively integrated with the
official exchange rate regime. Such is the case when most or all transactions in the parallel
market are sanctioned by the authorities or when the authorities actively intervene in the
market to affect the parallel rate. In these cases, the calculation of the unitary rate should
include both the official and parallel market rates. If only limited transactions in the parallel
market are sanctioned by the authorities, the parallel rate should not be included in the
calculation of a unitary rate.

3.202 More details on the compilation of national accounts/external accounts under
multiple exchange rate systems can be found in the Short Guide on the Treatment of
Multiple Exchange Rate Systems (forthcoming) and in the BPM Compilation Guide.

5. AGGREGATION, NETTING, CONSOLIDATION

Aggregation

3.203 The immense number of individual transactions, other flows, and assets and
liabilities within the scope of the external accounts have to be arranged in a manageable
number of analytically useful groups. In the integrated framework, such groups are
constructed by crossing two or more classifications.

3.204 Additionally, credits/revenues must be distinguished from debits/expenditures and
assets from liabilities. In order to accommodate more detailed analysis, the classes thus
generated may be further subdivided: examples are specifications of kind of product or
asset, of function and of transaction partners.

3.205 The classification of transactions, other flows, and stocks, or positions, of financial
assets and liabilities is aimed at developing aggregates that group similar items and
separate those items that have different characteristics. Aggregates and classifications are
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closely linked in that classifications are designed to produce the aggregates thought to be
most useful.

3.206 Aggregates are summations of elementary items in a class of transactions, other
flows, or positions. For example, remuneration of employees is the sum of all flows that are
classified as remuneration of employees. For financial assets and liabilities, the aggregation
of stock or flow data is usually done across all institutional units within a subsector or sector.
Aggregation is hierarchical in the sense that upper-level aggregates are derived directly by
summing the lower-level aggregates.

3.207 Individual units may have the same kind of transaction both as a credit and a debit—
for example, they may pay as well as receive interest or may acquire foreign currency as
well as sell the foreign currency. Similarly, individual units may have the same kind of
financial instrument both as an asset and as a liability—for example, they may have a claim
in the form of debt securities as well as a liability in the form of debt securities.

3.208 Since the classifications in the external accounts contain a number of levels made
explicit in the codes for the various transactions, other flows and assets, corresponding
levels of aggregation may be distinguished.

3.209 Although conceptually the value for each aggregate is the sum of the values for all
elementary items in the relevant category, in practice other estimation methods are
frequently used. In the first place, information on elementary transactions, other flows and
assets may be incomplete or even nonexistent. Secondly, the data obtained from different
primary sources are usually not fully consistent due to variations in definitions and coverage,
so adjustments at the aggregate level are necessary to reconcile them.

Netting

3.210 Individual units or sectors may have the same kind of transaction both as a
debit/expenditure and as a credit/revenue in the BOP current and capital accounts (for
example, they both pay and receive interest) and have the same kind of financial instrument
both as an asset and as a liability (for example, they may have a claim in the form of debt
securities as well as a liability in the form of debt securities). Aggregations or combinations
in which all elementary items are shown for their full values are called gross recordings (e.qg.,
all interest credits/revenues are aggregated separately from all interest debits/expenditures).
Aggregations or combinations whereby the values of some elementary items are offset
against items on the other side of the account, or which have an opposite sign, are called
net recordings (e.g., transactions of financial assets are netted with the transactions in
liabilities of the same financial instrument).

3.211 In the external accounts a gross recording is recommended, apart from the degree of
netting that is inherent in the classifications themselves. In fact, netting is already a feature
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of many of the recommendations of the external accounts. It mostly serves to highlight an
economically important property that is not apparent from gross data.

3.212 The external accounts follow gross recording in the current and capital accounts. For
goods under merchanting, both purchases and resales of goods are shown on a gross
basis, although both entries are shown under exports with a negative sign for purchases
(this is elaborated further in paragraph 10.42,). Gross recording is applicable in particular to
income on reverse investment where the direct investment enterprise owns less than 10
percent of the voting power in the direct investor (reverse investment is described in
paragraphs 6.41-6.42,). Acquisitions and disposals of honproduced nonfinancial assets are
recorded on a gross basis. Capital transfers receivables and payables are also recorded
separately on a gross basis. Flows on transactions in nonproduced nonfinancial assets and
capital transfers are recorded on a gross basis, because they are important in the context of
cross-border analysis. At the same time, the gross recording allows the derivation of net
flows, if needed, provided that a sufficient level of detail is available.

3.213 In the case of flows in financial assets and liabilities, the term “net” may have dual
meanings (summing all debits and credits for a financial asset type or a liability type and
netting of an asset against a liability). To avoid confusion, the following conventions are
adopted:

¢ In the case of flows, net recording always refers to aggregations for which all debit
entries of a particular asset or a particular liability are netted against all credit entries
in the same asset type or in the same liability type (e.g., acquisitions of foreign
currency are netted against the sales of the foreign currency; bond issues are netted
against redemption of bonds).

o When net is used together with a category of financial instrument (net financial
instrument), such as “net financial derivatives,” netting of a financial asset against the
same type of liability is understood.

o Titles of some derived measures, such as “net lending/borrowing” and “net IIP”, also
use the term “net”.

3.214 In some cases, a clear distinction between assets and liabilities may not be feasible
(such as for financial derivatives in the form of forward contracts, which could change
between assets and liabilities). In such cases, it may not be possible to apply the above
recording principle, which requires separate presentation of transactions in assets and
transactions in liabilities. For such financial instruments, net transactions in assets and
liabilities combined may have to be recorded.

3.215 The external accounts follow net recording in the financial account and other
changes in financial assets and liabilities account. Net recording, as explained above,
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means aggregations or combinations that show net changes (increases less reductions) in a
particular financial asset or a liability category on the same side of the balance sheet.
Financial assets (changes in financial assets) should not be netted against liabilities
(changes in liabilities), except in certain circumstances as explained in paragraph 3.214.

3.216 Transactions and other flows in financial assets and liabilities are recorded as net
changes in financial assets and net changes in liabilities, respectively. The net recording
principle should be applied at the lowest level of classification of financial instruments taking
into account the functional, institutional sector, maturity, and currency classifications, as
applicable. Generally, the net recording principle should be applied within a given standard
component of assets or liabilities.

3.217 In general, net recording of flows in financial assets and liabilities is recommended in
the external accounts from both the analytical and pragmatic perspectives. Net acquisition of
external financial claims and net incurrence of external liabilities are generally of more
analytical interest than the gross flows. Gross reporting of data may not be possible for
different classes of units and for some financial instruments. Furthermore, transactions in
some financial assets and liabilities often have to be derived from balance sheet data
because gross transactions are not available. Nonetheless, gross flows may be a relevant
factor in analyzing aspects of the payments positions or financial markets (e.g., securities
transactions) of economies, and such data can be used in supplementary presentations
when appropriate. For example, for direct investment, equity increases, and equity
decreases may be of analytical interest and may be shown separately in supplementary
presentations.

3.218 Similar to the recording of flows of financial assets and liabilities, stocks, or positions
of the same type of a financial instrument held as both a financial asset and a liability should
be recorded separately, so that assets are recorded under assets and liabilities are recorded
under liabilities. For example, holding of short-term debt securities as assets is presented
separately from the liability for short-term debt securities.

Consolidation

3.219 Consolidation is a special kind of canceling out of flows and stocks that should be
distinguished from other kinds of netting. It involves the elimination of those transactions or
debtor or creditor relationships that occur between two transactors belonging to the same
institutional sector or subsector. Because the external accounts reflect transactions involving
residents and nonresidents and external financial assets and liabilities, including other flows
associated with them, consolidation is not relevant for external accounts of an individual
economy.
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3.220 Accounts for a currency union, economic union, or other regional arrangement may
be compiled by eliminating all transactions and asset-liability relationships that occur
between member economies of the region. In other words, in the relevant accounts, a
transaction of one economy is paired with the same transaction as recorded for another
member economy and both transactions are eliminated. For example, if a unit in one
economy owns a bond issued by a unit in another member economy, then the stocks of
bonds held as assets and liabilities are reported excluding the matched positions between
the units of the member economies. At the same time, interest receivable and payable
consolidated at the regional or currency union level exclude the interest payable by
residents of the debtor economy to residents of the creditor economy in the region or
currency union. Similarly, imports and exports of goods and services between consolidated
economies are also eliminated. (For further information, see Annex 3.)

F. SYMMETRY OF REPORTING

3.221 Symmetry of reporting by counterparties is important to ensure consistency,
comparability, and analytical usefulness of national and external accounts. The quadruple-
entry accounting system discussed in paragraphs 3.90 -3.94 underlies symmetry of
reporting. The internationally agreed guidelines for definitions, classifications, time of
recording and valuation principles, and the quadruple-entry accounting system provide a
basis for conceptual consistency of international reporting by both parties or economies
involved in a transaction or financial position. Correct application of these guidelines and
principles is important for bilateral comparisons, global balances, and regional and global
aggregates. While symmetry rules apply to all financial instruments, they do not fully apply to
functional categories of financial positions and transactions, as used in external accounts.
For example, transactions and stocks in reserve assets are reflected in the liabilities of
counterparts in the rest of the world under other functional categories, particularly portfolio
and other investment.

3.222 National accounts and external accounts group the flow and stock data of individual
units into sectoral and national aggregates. The accounts can also be prepared for a region
and the world as a whole. Without applying strict consistency rules, it would be impossible to
give proper interpretation to various aggregates. These requirements apply whether or not
the data consolidate flows and stocks of the units they cover, and whether or not they show
any subgroups of units within the overall total. However, consolidation is clearly impossible
without consistency in the basic data, and the requirements of consistency are more obvious
when disaggregation of sectors is used.

3.223 Micro-level data on the basis of which the national accounts and external accounts
are compiled do not necessarily meet the consistency requirements needed for
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(inter)national accounts. Differences in valuation, timing, and classification may occur in
many cases. Inconsistency in valuation may often occur for barter transactions. Different
valuation bases may have been used by creditors and debtors for some financial assets,
such as nonperforming loans. Timing differences may occur not only due to differences in
timing zones and delays in check-clearing systems, but also because units’ perceptions of
the timing of changes in ownership and recognition of revenues and expenditures may vary.

3.224 Significant achievements have been made at the national and international levels to
come to more uniform business accounting standards. Accordingly, disparities between
individual micro accounts have tended to fall. Business accounting standards are geared
toward individual accounts, however, and therefore do not necessarily ensure consistency
across units. Current business accounting standards prescribe that loans be treated
differently depending on whether they appear as a credit or a debit. This approach cannot
be applied in a consistent horizontal double-entry bookkeeping system. Tax and supervisory
regulations are a second source for harmonization of accounting practices. In so far as
these rules differentiate between specific sections of the economy, however, they also may
be a cause for discrepancies between micro accounts.
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APPENDIX 3.1. METHODS TO VALUE TRANSACTIONS AND
STOCKS

3.225 This annex starts with an overview of the various methods for valuing transactions, in
order of preference, although not all methods are applicable for each and every type of
transaction. Subsequently, the methods to value stocks of assets and liabilities are
described. The latter does not concern the initial recognition, i.e., the time at which the
assets enter the balance sheets, as the valuation of these flows is already covered under
transactions.

1. METHODS FOR VALUING TRANSACTIONS

Observed Exchange Values (or Observed Market Prices)

3.226 Values based on the prices actually observed in the exchange of goods, services,
and assets are generally considered as the most appropriate measure in line with the
valuation principles for macroeconomic statistics. From a conceptual point of view,
exceptions could be made for distorted transfer prices between affiliated enterprises and
concessional pricing (see paragraphs 3.113-3.118), although in practice adjustments are
usually not made, mainly for reasons of feasibility and (international) consistency.

Market Equivalent Prices

3.227 In quite a number of cases, actual exchange values are not available. Exchange
prices could then be approximated by using the prices of similar goods, services, and
assets. This valuation method is particularly relevant in the following areas:

e barter transactions;
e consumption of goods produced for own final use;
e owner-occupied housing services; and

e exceptional cases of own-account capital formation of assets, for which a full range
of the assets are regularly traded on the market (e.g., dwellings, cloud services
providers building their own servers, or other cases in which equipment is
constructed by producers).

3.228 An important prerequisite for applying this valuation method is the homogeneity, or
comparability, of the relevant goods, services and assets. Where homogeneity does not
exist, it is also considered acceptable to apply, for example, hedonics to adjust for different
characteristics in the goods, services, and assets under consideration, although these
hedonic valuation methods may be rather complicated, requiring significant amounts of
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source data. Moreover, the goods, services, and assets which are used to arrive at a market
equivalent price should be traded under the same market conditions as the goods, services,
and assets under consideration. For example, using data on rentals for dwellings, which are
subsidized by government, is not considered appropriate for arriving at market equivalent
prices for owner-occupied housing services in a competitive market. Finally, the markets for
the goods, services, and assets which are used for the comparison should be well-
established, and not too thin, which sometimes may be problematic for, e.g., certain types of
dwellings in the case of estimating owner-occupied housing services.

Indirect Valuation

3.229 There are a few cases, in which the transactions have to be based on what is here
referred to as an “indirect valuation” method. One example concerns the imputation of
reinvested earnings. In this case, the valuation is based on the direct investor’s share of
distributable income less amounts declared for dividend distribution to the direct investment
enterprise, or less the withdrawals from income of the quasi-corporations by the foreign
direct investor. Instead of referring to this as an example of indirect valuation, one could also
argue that the reinvested earnings are derived, although indirectly, from observed exchange
values. Other examples of indirect valuation relate to the measurement of nonlife insurance
output, as the difference between actual premiums earned, plus premium supplements,
minus claims, or the derivation of implicit financial services on loans and deposits as the
difference between actual interest (known as bank interest in SNA) and pure interest (known
as SNA interest in SNA). (See Chapter 11 for more details.)

Sum of Costs

3.230 A method, which is frequently applied in the system of national accounts, is the sum
of costs method. According to this method, it is assumed that exchange values can be
approximated by summing up the costs of production (see Annex to Chapter 4, 2025 SNA
for additional details).

3.231 Regarding remuneration of employees, also the labor input of the owner of the
unincorporated enterprise and his/her family members may need to be estimated. As the
remuneration for this labor input is not explicitly known, because of it being implicitly
included in mixed income, an estimate of the relevant labor input could be based on wage
rates paid for similar types of work.

Short Summary of Methods for Valuing Transactions

3.232 Apart from the relatively exceptional case of indirect valuation, the preferred methods
for valuing transactions can be summarized as follows. For additional details, refer to Annex
of Chapter 4, 2025 SNA.
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¢ Inthe case of goods, services, and assets, which are transacted on the market via
monetary settlement, the values actually exchanged are the basis for valuation.

¢ In the case of goods, services, and assets, which are transacted via barter type, and
also the consumption of goods produced for own final use, usually prices can be
derived from market transactions of similar goods, services, and assets.

2. METHODS FOR VALUING STOCKS OF ASSETS AND LIABILITIES

3.233 Indiscussing each of the valuation methodologies for the valuation of stocks of
assets and liabilities, a distinction is made between nonfinancial assets and financial assets,
as the relevance of the various methodologies can differ quite significantly for these two
types of assets. Moreover, when it comes to the valuation of financial instruments, it should
be noted that the consistency in valuing assets and liabilities is an important prerequisite in
the external accounts.

Observed Market Prices

3.234 The most obvious way to arrive at current (market) prices for stocks, or positions,
recorded on the balance sheet at a certain point in time is the use of prices observed in the
market. Preferably, the relevant markets should be trading in considerable volumes, with
prices listed at regular intervals. However, if traded from time to time, recent market
transactions could also be used as an approximation of the current market price.

3.235 Unfortunately, this valuation method, which is preferable from a conceptual point of
view, can only be applied in a limited number of cases, mainly relating to financial assets,
first and foremost for securities traded on a market, like the stock exchange, in which each
asset traded is completely homogeneous, is often traded in considerable volume, and has
its market price listed at regular intervals. It should also be noted that for debt securities,
users often request supplementary information on the nominal value (see below) of the
liabilities, in addition to the valuation at market prices. For example, in the case of
government debt, the principal method of valuation is at nominal value, as this reflects, in
addition to accrued interest, the actual repayments to be made in the future.

3.236 As already noted, the method of using observable market prices is conceptually
sound, provided that the relevant assets are (relatively) homogenous, and regularly traded
in active markets with regular price quotations. If the latter conditions are not met, other
valuation methods may need to be applied.
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Market Equivalent Prices

3.237 The alternative for directly observed prices is to approximate current prices by using
observable market prices of similar assets. This valuation method could also include expert
estimates, which are typically based on information from the market as well.

3.238 Valuing assets at market equivalent prices can be applied for less homogenous
nonfinancial assets which are regularly traded on the market, such as dwellings and certain
types of generic (second-hand) transport equipment. Of importance, especially in the case
of dwellings, is the need to account for the various characteristics which are relevant for the
market price setting. Moreover, it is important to realize that the market prices of dwellings
and other real estate are a combination of the structure and the underlying land, which is
less suitable for the integrated framework of national accounts, in which these two elements
are separated. Notwithstanding this separate recording, market prices could be used as a
benchmark for arriving at appropriate estimates for the sum of the two elements. For more
details, see the Eurostat-OECD Compilation Guide on Land Estimations.

3.239 Expert estimates made for insurance purposes, for tax purposes, etc. may be the
only viable option for valuing valuables, unless the valuable has been acquired relatively
recently. In addition, expert estimates could also provide a source of information for valuing
real estate in the absence of appropriate markets.

3.240 This valuation method may become less appropriate in the case of second-hand
“special purpose” fixed assets, and/or in the case the markets are relatively thin. A
combination of these two elements may lead to a market price, or exchange price, close to
scrap value, not representing the value of such an asset used in an enterprise as a going
concern. Valuation according to the written-down replacement costs (see below) is then
considered more appropriate.

Valuation Based on Past Expenses

3.241 If market prices or market equivalent prices are not available, the next best method
to arrive at an appropriate value for assets is a valuation based on past expenses. Here,
one can distinguish two basic methods, depending on whether or not the assets in question
are subject to depreciation: (i) historical acquisition price; and (ii) written-down replacement
costs. The costs in the case of the latter method do not only concern direct expenditures on
purchases of capital goods but may also relate to expenditures made for the own-account
production of fixed assets, typically valued using the sum of costs method.

3.242 A valuation of assets based on past expenses can be applied to a considerable
number of assets, but in practice it is most often used in the case of nonfinancial assets.
The use of the first method could be used for, e.g., the valuation of valuables, but it may
also be a valid alternative for some financial instruments. However, in case the acquisition
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has taken place further in the past, the acquisition price may need to be adjusted for price
changes, certainly in cases where significant price changes have been observed in the
period since the acquisition.

3.243 The second method is most commonly used for valuing fixed assets, through the
application of the perpetual inventory method (PIM). The method can be considered
superior to market prices and market equivalent prices, if the observable market prices, or
exchange prices, for second-hand assets cannot be considered as representative for the
future capital services, which can be derived from the continued use of the asset in
production. A problem in the application of the written-down replacement costs method
relates to the information needed for the application of this method. Most importantly, apart
from long time series on past expenditures on the purchases, including price developments,
of the assets in question, information is needed on the service life, the age-price or the
age-efficiency profile, and discard patterns. More detailed guidance is provided in the OECD
Manual on Measuring Capital 2009, second edition.

Nominal Value

3.244 Valuation at nominal values is typically applied to nonnegotiable financial
instruments, such as deposits, loans, trade credit and advances, and other accounts
receivable/payable. Nominal value at any moment in time reflects the value of the
instrument at creation and subsequent economic flows, such as transactions, holding gains
and losses other than market price changes, and other volume changes. It typically
comprises the outstanding amount the debtor owes to the creditor, which is composed of the
outstanding principal amount including any accrued interest.

3.245 Nominal value should be distinguished from such notions as fair value, amortized
value, face value, book value, and historic cost:

a. Fair value is a market-equivalent value. It is defined as the amount for which an
asset could be exchanged, or a liability settled, between knowledgeable willing
parties in an arm’s length transaction. It thus represents an estimate of what could be
obtained if the creditor had sold the financial claim.

b. Amortized value reflects the amount at which the financial asset or liability was
measured at initial recognition minus the principal repayments. Excess payments
over the scheduled principal repayments reduce the amortized value whereas
payments that are less than the scheduled principal repayments or scheduled
interest increase the amortized value. On each scheduled date, amortized value is
the same as nominal value, but it may differ from the nominal value on other dates
due to the accrued interest being included in the nominal value.
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c. Face value is the undiscounted amount of principal to be paid to the holder at
maturity. It is also known as “par value” or simply “par”. Before maturity, the market
value of a bond may be greater or less than face value, depending on the interest
rate payable and the perceived risk of default. As bonds approach maturity, the
market value approaches the face value. For example, if interest rates are higher
than the bond’s coupon rate, then the bond is sold at a discount (below par).
Conversely, if interest rates are lower than the bond’s coupon rate, then the bond is
sold at a premium (above par).

d. Book value in business accounts generally refers to the value recorded in the
enterprise’s records. Book values may have different meanings because their values
are influenced by timing of acquisition, company takeovers, frequency of
revaluations, and tax and other regulations.

e. Historic cost, in its strict sense, reflects the cost at the time of acquisition, but
sometimes it may also reflect occasional revaluations.

3.246 The use of nominal value is partly influenced by pragmatic concerns about data
availability and the need to maintain symmetry between debtors and creditors. In addition,
because loans are not intended for negotiability, without an active market, estimating a
market price can be somewhat subjective. Nominal value is also useful because it shows
actual legal liability and the starting point of creditor recovery behavior. In some instances,
loans may also be traded, often at discount, or a fair value may exist or would be possible to
estimate. It is recognized that nominal value provides an incomplete view of the financial
position, particularly when the loans are nonperforming. Therefore, it is recommended to
include, as a supplementary item, information on the nominal value of nonperforming loans.
Loans that have become negotiable de facto should be reclassified under debt securities.

Indirect Valuation

3.247 Financial assets and related liabilities can also be approximated with a method which
could be referred to as “indirect valuation.” This method is often applied for unlisted equity.
In this case, the intrinsic value of a corporation is considered a valid starting point for the
valuation of the equity invested. More guidance on the valuation of unlisted equity, including
alternative methods, is provided in Chapter 7.
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Present Value of Future Economic Benefits

3.248 In cases that the above valuation methods cannot be applied, the present value of
future economic benefits is considered as a viable alternative. This method is typically used
in the following areas:

o defined benefit pension entitlements;
¢ unlisted equity in the case other methods are considered less appropriate; and

e natural resources.
See Annex to Chapter 4, 2025 SNA for additional details.
Short Summary of Methods for Valuing Stocks of Assets and Liabilities

3.249 In summary, the following can be noted in relation to the valuation of assets and
liabilities, thereby distinguishing between financial assets and liabilities versus nonfinancial
assets.

3.250 Inthe case of financial assets and corresponding liabilities, market prices or market
equivalent prices are the preferable options for valuation. However, its application is
relatively limited, as most financial instruments are nonnegotiable and not traded on active
markets with regular price quotations, the obvious exception relating to tradable securities.
For nonnegotiable financial instruments, one could use observed market prices, or
exchange prices, from recent market transactions. However, as this methodology cannot
generally be applied, a valuation at nominal values is considered the most viable option. A
special case is unlisted equity, for which various methodologies can be considered; see
Chapter 7. Another exception concerns the estimation of defined benefit pension
entitlements, which are based on actuarial type of calculations using the present value of
future benefits.

3.251 For nonfinancial assets, in the absence of observed market prices or market
equivalent prices, two valuation methods are applied most frequently, either the written-
down replacement cost method or the present value of future earnings. The former method
is typically applied to fixed assets used in the production of goods and services, while the
latter method is often the only alternative for arriving at an approximation of the value of
natural resources. In addition, expert estimates may be the only viable option for estimating
the value of valuables.
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Chapter 4. Institutional Units and Sectors,
Economic Territory, and Residence

This is a common chapter with Chapter 5 of the 2025 SNA, and for the most part, the text is
identical in both the Manual and the 2025 SNA.

A. OVERVIEW

4.1 This chapter is concerned with the definition and description of institutional units and
the way in which they are grouped to make up the sectors and subsectors in
macroeconomic statistics. This section discusses the key concepts of an institutional unit, its
residence, and the economic territory. This is followed by the main principles for allocating
institutional units to institutional sectors. In addition, attention is paid to the concept of
population. Section B provides further guidance on corporations, while Section C deals with
nonprofit institutions. Sections D—H provides more details on the main institutional sectors,
including the subsectors distinguished, as follows: nonfinancial corporations (D), financial
corporations (E), general government (F), households (G), and nonprofit institutions serving
households (H). The chapter ends with some details about the rest of the world, i.e., the
accounts for transactions and positions between residents and nonresidents, while Section J
contains more detailed guidance related to the concepts of economic territory and
residence.

1. INSTITUTIONAL UNITS

4.2 An institutional unit is an economic unit that is capable, in its own right, of owning
assets, typically able to incur liabilities, and engaging in economic activities and in
transactions with other units. The main attributes of institutional units may be described as
follows:

a. An institutional unit is entitled to own goods or assets in its own right; it is therefore
able to exchange the ownership of goods or assets in transactions with other
institutional units;

b. Itis able to take economic decisions and engage in economic activities for which it is
itself held to be directly responsible and accountable at law;

c. lItis typically able to incur liabilities on its own behalf, to take on other obligations or
future commitments, and to enter into contracts; in some exceptional cases,
economic units may qualify as institutional units, even though they are not able to
incur liabilities on their own behalf, an example being local government units.
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d. Either a complete set of accounts, including a balance sheet of assets and liabilities,
exists for the unit, or it would be possible and meaningful, from an economic
viewpoint, to compile a complete set of accounts if they were to be required.

4.3 There are two main types of units in the real world that may qualify as institutional
units, namely persons or groups of persons in the form of households, and legal or social
entities.

4.4 For the purpose of macroeconomic statistics, a household consists of a single
person or a group of persons who share the same living accommodation, who pool some, or
all, of their income and wealth, and who consume certain types of goods and services
collectively, mainly housing and food. In addition to private households, there are units
described as institutional households that comprise groups of persons staying in hospitals,
retirement homes, convents, prisons, etc. for long periods of time.

4.5 The individual members of multi-person private households are not treated as
separate institutional units. Many assets are owned, or liabilities incurred, jointly by two or
more members of the same household while some or all of the income received by
individual members of the same household may be pooled for the benefit of all members.
Moreover, many expenditure decisions, especially those relating to the consumption of food,
or housing, may be made collectively for the household as a whole. It may be impossible,
therefore, to draw up meaningful balance sheets or other accounts for members of the
household on an individual basis. For these reasons, the household as a whole rather than
the individual persons in it must be treated as the institutional unit. Also, members of
institutional households are not treated as separate institutional units, if they have little or no
autonomy of action or decision in economic matters.

4.6 The second type of institutional unit is a legal or social entity that engages in
economic activities and transactions in its own right, such as a corporation, nonprofit
institution (NPI) or government unit. A legal or social entity is an entity whose existence is
recognized by law or society independently of the persons, or other units, that may own or
control it. Such units are responsible and accountable for the economic decisions or actions
they take, although their autonomy may be constrained to some extent by other institutional
units; for example, legally constituted corporations are ultimately controlled by their
shareholders. Some unincorporated enterprises belonging to households or government
units may behave in much the same way as legally constituted corporations, and such units
are treated as quasicorporations when they have complete sets of accounts. Box 4.1
discusses the concept of establishments and enterprises.

4.7 In the legal sense, corporations may be described by different names: corporations,
incorporated enterprises, public limited companies, public corporations, private companies,
joint-stock companies, limited liability companies, limited liability partnerships, and so on.
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Conversely, some legal entities that are nonprofit institutions may sometimes be described
as “corporations.” The status of an institutional unit cannot always be inferred from its name,
and it is necessary to examine its objectives and functions. In macroeconomic statistics, the
term corporations covers institutional units, mainly consisting of legally constituted
corporations and also cooperatives, limited liability partnerships, notional resident units, and
guasicorporations, whose principal activities are to produce goods or services for the
market. The description of these various institutional units is given in Section B.

4.8 Nonprofit institutions (NPIs) are legal or social entities created for the purpose of
producing goods and services but whose status does not permit them to be a source of
income, profit, or other financial gain for the units that establish, control, or finance them. In
practice, their productive activities are bound to generate either surpluses or deficits, but any
surpluses they happen to make cannot be appropriated by other institutional units. The
articles of association by which they are established are drawn up in such a way that the
institutional units that control or manage them are not entitled to a share in any profits or
other income they generate. For this reason, they are frequently exempted from various
kinds of taxes. A description of the treatment of NPIs within macroeconomic statistics is
given in Section C.

4.9 Government units are unique kinds of legal entities established by political processes
that have legislative, judicial, or executive authority over other institutional units within a
given area. Viewed as institutional units, the principal functions of government are to
assume responsibility for the provision of goods and services to the community or to
individual households and to finance their provision out of taxation or other incomes; to
redistribute income and wealth by means of transfers; and to engage in nonmarket
production.
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Box 4.1. Establishments and Enterprises
Establishments

An establishment is an enterprise, or part of an enterprise, that is situated in a single location and
in which only a single productive activity is carried out or in which the principal productive activity
accounts for most of the value added (also known as local kind-of-activity unit). The breaking up of
enterprises into one or more establishments is useful because some enterprises are large and
complex, with different kinds of economic activity undertaken in different locations. The
establishment is particularly useful as a unit for production statistics. Because the establishments
of a multi-establishment enterprise are part of the same legal entity, financial transactions and
positions cannot always be attributed to a particular location or activity, so the use of the
institutional unit concept is appropriate for statistics covering financial flows and positions, such as
sector’s financial balance sheets, the BOP, and the integrated IIP.

Enterprises

An enterprise is defined as an institutional unit engaged in the production of goods and/or services. The
term enterprise may refer to a corporation, a quasicorporation, a nonprofit institution (NPI), or an
unincorporated enterprise. Investment funds and other corporations or trusts that hold assets and
liabilities on behalf of groups of owners are also enterprises, even if they are engaged in little or no
production. Corporate enterprises and nonprofit institutions are complete institutional units. An
unincorporated enterprise, however, refers to a part of an institutional unit—a household or government
unit—only in its capacity as a producer of goods and services.

Local and Global Enterprise Groups

Groups of enterprises are sometimes identified in defining and classifying direct investment.
Although enterprises are the basic unit of economic statistics, a single owner or group of owners
may have control of more than one enterprise, so they may act in a concerted way and the
transactions between the enterprises may not be driven by the same concerns as “arm’s-length”
transactions, that is, those with unrelated enterprises.

Enterprise groups may be either global or local. A global enterprise group refers to the
multinational enterprise (MNE) and the set of units—regardless of their economies of residence—
that are under the control of the same ultimate controlling parent (MNE is the ultimate controlling
parent—see paragraph 4.33 ); whereas the local (or territory-specific) enterprise group refersto a i
parent corporation and the legal entities controlled by that parent which are resident in the
reporting economy. Business accounting may cover groups of related units (consolidated
accounts) including units that are resident in different economies. However, units in different
economies are not aggregated for macroeconomic statistics that have a focus on a certain
economy. The concepts of global enterprise groups and local enterprise groups are used in the
OECD Benchmark Definition of Foreign Direct Investment. The global enterprise group is also
called a multinational enterprise group.
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Local enterprise groups may be used for compiling and presenting direct investment statistics. For
example, if direct investment is initially channelled to a holding company and then on to a
manufacturing subsidiary, then it may shed light to classify the direct investment in manufacturing
rather than in a holding company operation, which is just the initial investment. The implications of
combining units in different institutional sectors need to be carefully considered.

2. RESIDENCE AND ECONOMIC TERRITORY

4.10 The residence of an institutional unit is the economic territory with which an
institutional unit has the strongest connection, i.e., its center of predominant economic
interest. The concept of economic territory is consistent across macroeconomic statistics.
Some key features are as follows. In its broadest sense, an economic territory can be any
geographic area or jurisdiction for which statistics are required. The connection of units to a
particular economic territory is determined from aspects such as physical presence and
being subject to the jurisdiction of the government of the territory. The most commonly used
concept of economic territory is the area under the effective economic control of a single
government. However, economic territory may be larger or smaller than this, as in a
currency or economic union or a part of a country or the world.

4.11 The economic territory includes the land area, airspace, territorial waters, including
jurisdiction over fishing rights and rights to fuels or minerals. In a maritime territory, the
economic territory includes islands that belong to the territory. The economic territory also
includes territorial enclaves in the rest of the world. These are clearly demarcated land
areas (such as embassies, consulates, military bases, scientific stations, information or
immigration offices, aid agencies, central bank representative offices with diplomatic
immunity, etc.) located in other territories and used by governments that own or rent them
for diplomatic, military, scientific, or other purposes with the formal agreement of
governments of the territories where the land areas are physically located. More detailed
guidance on economic territory is provided in Section J.

4.12 Economic territory has the dimensions of physical location as well as legal
jurisdiction. The concepts of economic territory and residence are designed to ensure that
each institutional unit is a resident of a single economic territory. The use of an economic
territory as the scope of economic statistics means that each member of a group of affiliated
enterprises is resident in the economy in which it is located, rather than being attributed to
the economy of location of the head office.

4.13 In general, an institutional unit is resident in one and only one economic territory
determined by the unit's center of predominant economic interest. Exceptions may be made
for multi-territory enterprises that operate a seamless operation over more than one
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economic territory. Although the enterprise has substantial activity in more than one
economic territory, it cannot be broken up into separate branches or a parent and
branch(es) because it is run as an indivisible operation with no separate accounts or
decisions. Such enterprises are typically involved in cross-border activities and include
shipping lines, airlines, hydroelectric schemes on border rivers, pipelines, bridges, tunnels,
and undersea cables. If it is not possible to identify a parent or separate branches, it is
necessary to prorate the total operations of the enterprise into the individual economic
territories. For more information on these special cases, refer to paragraphs 4.66—4.69.

4.14  An institutional unit has a center of predominant economic interest in an economic
territory when there exists, within the economic territory, some location, dwelling, place of
production, or other premises on which or from which the unit engages and intends to
continue engaging, either indefinitely or over a finite but long period of time, in economic
activities and transactions on a significant scale. The location need not be fixed so long as it
remains within the economic territory. The actual or intended location for one year or more is
used as an operational definition; while the choice of one year as a specific period is
somewhat arbitrary, it is adopted to avoid uncertainty and facilitate international consistency.

4.15 The concept of residence is consistent across macroeconomic statistics. Some key
consequences follow:

a. The residence of individual persons is determined by that of the household of which
they form part and not by their place of work. All members of the same household
have the same residence as the household itself, even though they may cross
borders to work or otherwise spend periods of time abroad. If they work and reside
abroad so long (usually taken to be one year or more) that they acquire a center of
economic interest abroad, they cease to be members of their original households;

b. Unincorporated enterprises that are not quasicorporations are not separate
institutional units from their owners and, therefore, have the same residence as their
owners;

c. Corporations and NPIs may normally be expected to have a center of economic
interest in the economic territory in which they are legally constituted and registered.
Corporations may be resident in economic territories different from their shareholders
and subsidiary corporations may be resident in economic territories different from
their parent corporations. When a corporation, or unincorporated enterprise,
maintains a branch, office or production site in another economic territory in order to
engage in production over a long period of time (usually taken to be one year or
more) but without creating a subsidiary corporation for the purpose, the branch,
office, or site is considered to be a quasicorporation (that is, a separate institutional
unit) resident in the economic territory in which it is located;
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d. Owners of land and other natural resources, buildings, and immovable structures in
the economic territory of a country, or units holding long leases on either, are
deemed always to have a center of economic interest in that country, even if they do
not engage in other economic activities or transactions in the country. All land and
other natural resources, buildings, and immovable structures are therefore owned by
residents. If the legal owner is actually nonresident, an artificial unit, called a notional
resident unit, is created for statistical purposes (see paragraph 4.59-4.6571);

e. Extraction of mineral and energy resources and exploitation of licenses can only be
undertaken by resident institutional units. An enterprise that will undertake extraction
is deemed to become resident when the requisite licenses or leases are issued, if not
before (such as in the case of exploration licenses);

f.  For units such as many special purpose units/vehicles, that have few if any attributes
of location, the location is determined by their place of incorporation (see paragraphs
4.77 and 4.78).

Further elaboration of the concept of residence for a number of borderline cases is given in
Section J.

3. SECTORING AND ECONOMIC BEHAVIOR

4.16 The institutional sectors distinguished in the external accounts group together similar
kinds of institutional units. Corporations, NPIs, government units, and households are
intrinsically different from each other in that their economic objectives, functions, and
behavior are different.

4.17 Corporations are divided between those mainly providing financial services and
those mainly providing goods and other services. The two groups are known as financial
corporations and nonfinancial corporations, respectively. The distinction is made because of
the special role that financial corporations play in the economy.

4.18 The economic objectives, functions, and behavior of government units are quite
distinct. They organize and finance the provision of goods and services to individual
households and the community at large, and therefore incur expenditures on final
consumption. They may produce most of these goods and services themselves, but the
products are usually either provided free or at prices determined by considerations other
than purely market forces. Although classified as a financial corporation, the same holds for
the central bank. Government units are also concerned with distribution and redistribution of
income and wealth through taxation and other transfers. Government units include social
security funds.
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4.19 The economic objectives, functions, and behavior of households are different again.
Although primarily consumer units, they can also engage in production. Often this
production activity is relatively small scale and includes informal and subsistence activities.
When the production units of households are not legal entities (and cannot be treated as
such), they are described as unincorporated enterprises. They remain part of the same
institutional unit as the household to which they belong.

4.20 NPIs are institutional units created for the purpose of producing or distributing goods
or services but not for the purpose of generating any income or profit for the units that
control or finance them. Nevertheless, some NPIs deliver goods and services to customers
at economically significant prices and, when they do, these NPIs are treated in the same
way as corporations. Other NPIs that produce goods and services but do not sell them at
economically significant prices are either government units, if controlled by government, or
they are treated as a special group of units called nonprofit institutions serving households
(NPISHSs). The latter units are in effect nongovernmental social institutions.

4.21 The digitalization of economic activities (financial as well as nonfinancial services)
has a significant impact on the way in which these activities are performed. Apart from the
emergence of new products, such as the services of digital intermediation platforms, cloud
computing, etc., this phenomenon does not affect the classification of economic activities
into institutional (sub)sectors and industries. Relevant units should continue to be classified
in line with their economic objectives, functions, and behavior. The same holds for the
classification of units involved in economic activities arising from technological innovations in
the financial corporations’ sector, often referred to as fintech. Chapter 16 contains a more
extensive discussion on the impact of digitalization for the measurement of the economy.

4. THE TOTAL ECONOMY

4.22 The total economy is defined as the sum of all institutional units resident in a
particular economic territory. The resident institutional units that make up the total economy
are grouped into five mutually exclusive institutional sectors. Sectors are groups of
institutional units and the whole of each institutional unit must be classified to one specific
sector of the external accounts. The full sequence of economic accounts may be
constructed for a single institutional unit or a group of units. The attributes of an institutional
unit described in paragraph 4.2 explain why it is not possible to compile a full set of
accounts for only part of a unit. However, it is possible, useful, and common practice to
compile some accounts for sub-divisions of corporations, discriminating on the basis of the
type of production the parts undertake. This is the subject of Chapter 6 on Enterprises,
Establishment, and Industries, 2025 SNA. For the present chapter, attention focuses on the
allocation of complete units to one sector or another.
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5. AN OVERVIEW OF INSTITUTIONAL SECTORS

4.23 All resident institutional units are allocated to one and only one of the following five
institutional sectors:

e The nonfinancial corporations sector;

e The financial corporations sector;

¢ The general government sector;

e The nonprofit institutions serving households sector;
e The households sector.

4.24  The conceptual basis for the allocation of a unit to the appropriate sector can be
seen in the top half of Figure 4.1 (i.e., above the horizontal dotted line). The boxes for the
sectors of the total economy, plus the box for the rest of the world, appear with double
borders. Once nonresident units and households are set aside, only resident legal and
social entities remain. Three questions determine the sectoral allocation of all such units.
The first is whether the unit is a market or nonmarket producer. This depends on whether
the maijority of the unit’s production is offered at economically significant prices or not. Due
to its important role in the financial system, an exception to this general rule is made for the
central bank. Although predominantly producing nonmarket services, the central bank is
grouped together with market producers of financial services.

4.25 The second question determining sectoral allocation applies to nonmarket units other
than the central bank, all of which are allocated either to general government or to the
NPISH sector. The determining factor is whether the unit is part of, or controlled by,
government. The criteria to establish control by government are discussed in Section C
below.

4.26 The third question determining sectoral allocation applies to market units, and also
the central bank, all of which, including market NPlIs, are allocated to either the nonfinancial
corporations sector or the financial corporations sector. In the context of sectors, the term
“corporation” is used to encompass all market producers, including cooperatives, limited
liability partnerships, notional resident units, and quasicorporations as well as legally
constituted corporations.

4.27 The nonfinancial corporations sector includes NPIs engaged in the market
production of goods and nonfinancial services: for example, hospitals, schools, or colleges
that charge fees that enable them to recover their current production costs, or trade
associations financed by subscriptions from nonfinancial corporate or unincorporated
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enterprises whose role is to promote and serve the interests of those enterprises. The
nonfinancial corporations sector is described further in Section D.

4.28 The financial corporations sector includes the central bank and all resident
corporations whose principal activity is providing financial services including financial
intermediation, insurance and pension fund services, and units that provide activities that
facilitate financial intermediation. In addition, the sector includes NPIs engaged in market
production of a financial nature such as those financed by subscriptions from financial
enterprises whose role is to promote and serve the interests of those enterprises. The
financial corporations sector is described further in Section E.

4.29 The general government sector consists mainly of central, state, and local
government units together with social security funds imposed and controlled by those units.
In addition, it includes all nonmarket producers that are controlled by government units or
social security funds.

4.30 The nonprofit institutions serving households sector consists of all resident NPIs,
except those controlled by government, that provide nonmarket goods or services to
households or to the community at large.

4.31 The households sector consists of all resident households. These include
institutional households made up of persons staying in hospitals, retirement homes,
convents, prisons, etc. for long periods of time. It is noted that the institutions where these
persons are staying (e.g., hospitals, retirements homes, prisons) generally constitute
separate institutional units, different from the institutional households. Furthermore, as
already noted, an unincorporated enterprise owned by a household is treated as an integral
part of the latter and not as a separate institutional unit unless the accounts are sufficiently
detailed to treat the activity as that of a quasicorporation.

6. SUBSECTORS

4.32 Each of the five institutional sectors listed above may be divided into subsectors. No
single method of subsectoring may be optimal for all purposes or all countries, so that
alternative methods of subsectoring are recommended for certain sectors. Dividing the total
economy into sectors enhances the usefulness of the accounts for purposes of economic
analysis by grouping together institutional units with similar objectives and types of behavior.
Sectors and subsectors are also needed in order to be able to target or monitor particular
groups of institutional units for policy purposes. For example, the households sector has to
be divided into subsectors in order to be able to show how different sections of the
community are affected by, or benefit from, the process of economic development or
government economic and social policy measures. Similarly, it may be important to treat
corporations subject to control by nonresidents as subsectors of the financial and

132



Chapter 4 BPM7 — White Cover (Pre-Edited) Version

nonfinancial corporate sectors, not only because they are likely to behave differently from
domestically controlled corporations, but also because policymakers may wish to be able to
identify and observe those parts of the economy that are subject to influence from abroad. It
would also enhance the possibilities of analyzing the impact of foreign-controlled
corporations on the generation and distribution of income, and capital formation. The
division of sectors into subsectors depends upon the type of analysis to be undertaken, the
needs of policymakers, the availability of data, and the economic circumstances and
institutional arrangements within a country.

Breakdowns of Nonfinancial and Financial Corporations Based on Control

4.33 One common subsectoring, as shown in the bottom half of Figure 4.1 (i.e., below the
horizontal dotted line), is to identify those nonfinancial corporations and financial
corporations that are controlled domestically and those that are foreign-controlled (for the
definition of control of corporations, see paragraphs 4.94112—-4.109 below). Domestically
controlled corporations are further split into public corporations (those controlled by
government) and others, which are known as national private corporations. In addition, “of
which” items are included for domestically controlled public and private corporations that are
part of a domestic multinational enterprise (MNE) group, i.e., those corporations whose
ultimate controlling parent is resident in the same economy. In this respect, an MNE is
defined as a legal entity that has at least one nonresident affiliate or branch, and exercises
control over its affiliate(s) or branch(es) either directly—by owning over 50 percent of the
voting power in the unit—or by indirect transmission of control. The MNE is the ultimate
controlling parent—the direct investor at the top of the control chain. The MNE group
consists of the MNE and the set of units—regardless of their economies of residence—that
are under the control of the same ultimate controlling parent (see Chapter 15 for additional
details on MNESs). For countries where the presence of special purpose entities (SPEs; see
paragraphs 4.77 and 4.79 below) is significant, a separate identification of SPEs, as an “of
which” item, is recommended as supplementary information.

Nonprofit Institutions

4.34 NPIs are assigned to different sectors according to whether they produce for the
market or not, regardless of motivation, status of employees, or the activity they are
engaged in. However, there is increasing interest in considering the full set of NPIs as
evidence of “civil society,” so it is recommended that NPIs within the corporate and
government sectors be identified in distinct subsectors so that supplementary tables
summarizing all NPI activities can be derived in a straightforward manner as and when
required. (See Chapter 31 in the 2025 SNA on Nonprofit Institutions for more information.)
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Other Subsectoring

4.35 The question of subsectoring is included in the more extensive consideration of each
institutional sector in following sections. Particular subsectors are suggested for general
government, nonfinancial corporations, financial corporations, and households. An overview
of the standard breakdowns in the SNA is given in Table 4.1.
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Table 4.1. Standard Classification of Institutional Sectors in the Sequence of Economic

Accounts of the SNA

S1 Total economy
S11 Nonfinancial corporations
Classification based on control
S1111 Public nonfinancial corporations
Of which: S1111ow Part of domestic multinational enterprise (MNE) group

S1112 National private nonfinancial corporations

Of which: S1112 ow Part of domestic multinational enterprise (MNE) group
S1113 Foreign-controlled nonfinancial corporations?
Of which: S1113ow Special purpose entities (SPES)
S12 Financial corporations
Classification based on control
S1211 Public financial corporations
Of which: S1211 ow Part of domestic multinational enterprise (MNE) group

S1212 National private financial corporations

Of which: S1212 ow Part of domestic multinational enterprise (MNE) group
S1213 Foreign-controlled financial corporations?®
Of which: S1213ow Special purpose entities (SPES)
Classification based on type of financial services
S121 Central bank
S122 Deposit-taking corporations except the central bank

S123 Money market funds (MMFS)
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S124 Non-MMF investment funds

S126 Financial auxiliaries
S127 Captive financial institutions and money lenders
S128 Insurance corporations
S129 Pension funds
S13 General government
General government classification—alternative A
S1311 Central government
S1312 State government
S1313 Local government
S1314 Social security funds
General government classification—alternative B
S1321 Central government including social security funds
S1322 State government including social security funds
S1323 Local government including social security funds
S14 Households?
S15 Nonprofit institutions serving households

S2 Rest of the world

S125 Other financial intermediaries except insurance corporations and pension funds

paragraph 4.10926).

2 Subsectors of the household sector will be based on income and wealth deciles.

1 While all foreign-controlled corporations are foreign direct investment enterprises, the reverse is not true (see

4.36 The institutional sector classification in the external accounts is shown in Table 4.2. It

follows the same sectors and subsectors as the institutional sector classification applied in
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the sequence of economic accounts of the SNA, shown in Table 4.1, but with an order and
groupings to allow greater backward compatibility with the BPM6 classification and a shorter
list of sectors for economies in which it is not practical to implement the full classification.
The full institutional sector detail is required for external accounts to be fully integrated with
monetary, flow of funds, and other financial data. Domestic and foreign-controlled
corporations may be identified separately on a supplementary basis.
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Table 4.2. Classification of Institutional Sectors in External Accounts

Central bank

Monetary authorities?

Deposit-taking corporations except the central bank?

Of which SPEs?
General government

Other financial corporations (OFCs)?
Money market funds (MMFs) 2
Non-MMF investment funds??
Insurance corporations? 2
Pension funds??
Other financial intermediaries except insurance corporations and pension funds? 2
Of which Central clearing counterparties? 2
Captive financial institutions and money lenders, and financial auxiliaries? 2

Of which SPEs?

Nonfinancial corporations (NFCs)?

Of which SPEs!
Households and nonprofit institutions serving households (NPISHSs)

Additional sectors for counterpart data:
International organizations
International financial organizations
Central bank of currency union

Other international organizations
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1 These items are supplementary (i.e., countries are encouraged to compile these breakdowns
when they are relevant to their countries).

2 Supplementary “of which” items may be provided for public corporations.

Note: Captive financial institutions and money lenders as well as financial auxiliaries are combined
to reduce the compilation burden (they are not regarded being involved in financial intermediation).
However, they can be separately identified in the countries where they have large cross-border
transactions and positions. Households and nonprofit institutions serving households can also be
compiled separately in the countries where compilers see its merit. Data for central clearing
counterparties (CCPs) could be compiled as an “of which” item for countries that have large
cross--border transactions and positions related to CCPs. Data for SPEs are “of which” items for
deposi-t-taking corporations, other financial corporations, and nonfinancial corporations, but they
could also be compiled for other institutional sectors if they play an important role in the country.

4.37 Transactions in financial instruments between residents and nonresidents raise
particular issues concerning attribution of institutional sector. The economic owner of the
asset, the creditor, is invariably one party to any change of economic ownership of the
asset. Therefore, for assets, sector attribution by creditor and by transactor coincide. A claim
on a resident debtor, however, may change ownership between a resident creditor and a
nonresident creditor, so that the domestic sector of the debtor may not coincide with that of
the transactor. For instance, the issuer may be a resident in one institutional sector, the
seller a resident in another institutional sector, and the buyer a nhonresident.

4.38 Although the sector classification for liabilities is clearly according to the issuer, for
the sector data in the financial account, there are both practical and analytical
considerations over whether the sector allocation should be determined according to the
issuer or the seller. By convention, the sector of the debtor is the one that determines the
classification of the change of ownership that has occurred, because the original nature of
the liability is generally considered more significant than the identity of the resident seller of
the claim. The same issues apply for financial instruments issued by a resident that are sold
by a nonresident holder to a resident buyer.

7. THE REST OF THE WORLD

4.39 On occasion it is convenient to refer to nonresident households or corporations as
units that are resident in the rest of the world. Whenever accounts are drawn up for
institutional sectors, as well as an account for the total economy, a further account is
presented showing the relationship with the rest of the world. In effect, therefore flows and
positions with the rest of the world are recorded as if the rest of the world is a de facto sixth
sector.
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4.40 For the purpose of reporting external accounts data, more disaggregated institutional
sector breakdowns for the transactions and positions with nonresidents are followed (see
Table 4.2).

B. CORPORATIONS IN MACROECONOMIC STATISTICS

1. TYPES OF CORPORATIONS

4.41 Inthe external accounts and other macroeconomic statistics, the term corporation is
used more broadly than in just the legal sense. In general, all units that are:

a. capable of generating a profit or other financial gain for their owners,

b. recognized at law as separate legal entities from their owners who enjoy limited
liability,

c. set up for purposes of engaging in market production through the selling of all or
most of their goods and/or services at economically significant prices,

are treated as corporations, however they may describe themselves or whatever they may
be called. As well as legally constituted corporations, the term corporations is used to
include cooperatives, limited liability partnerships, notional resident units, and
guasicorporations. Whenever the term corporation is used, the broader coverage rather than
the narrow legal definition is intended unless otherwise stated. Each of the main
components of the broader coverage is discussed in turn below.

Legally Constituted Corporations

4.42 Legally constituted corporations may be described by different names: corporations,
incorporated enterprises, public limited companies, public corporations, private companies,
joint-stock companies, limited liability companies, limited liability partnerships, and so on.
Legally constituted corporations are legal entities created for the purpose of producing
goods or services for the market that may be a source of profit or other financial gain to its
owner(s). They are collectively owned by shareholders who have the authority to appoint
directors responsible for its general management.

4.43 The laws governing the creation, management, and operations of legally constituted
corporations may vary from country to country. Therefore, it is not feasible to provide a
precise, legal definition of a corporation that would be universally valid. It is possible,
however, to indicate in more detail the typical features of corporations that are most relevant
from the point of view of macroeconomic statistics. They may be summarized as follows:
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a.

A corporation is a unit created by process of law whose existence is recognized
independently of the other institutional units that may own shares in its equity. The
existence, name, and address of a corporation are usually recorded in a special
register kept for this purpose. A corporation may normally be expected to have a
center of predominant economic interest (that is, to be resident) in the country in
which it is created and registered.

A corporation that is created for the purpose of producing goods or services for sale
on the market does so at prices that are economically significant. This implies that it
is a market producer. (A description of economically significant prices and the
difference between market and nonmarket production is given in Chapter 7 on
Production account and Chapter 30 on General government and the public sector,
2025 SNA.)

A corporation is fully responsible and accountable at law for its own actions,
obligations, and contracts, this being an essential attribute of an institutional unit in
the external accounts and other macroeconomic statistics. A corporation is subject to
the tax regime of the country where it is resident in respect of its productive activities,
income, or assets.

Ownership of a corporation is vested in the shareholders collectively. The amount of
income actually distributed to shareholders as dividends in any single accounting
period is decided by the directors of the corporation. Income is usually distributed to
shareholders in proportion to the value, or amounts, of the shares or other capital
participations they own. There may be different kinds of shares in the same
corporation carrying different entitlements.

In the event of a corporation being wound up, or liquidated, the shareholders are
similarly entitled to a share in the net worth of the corporation remaining after all
assets have been sold and all liabilities in debt instruments paid. If a corporation is
declared bankrupt because its debt-related liabilities exceed the value of its assets,
the shareholders are usually not liable to repay the excess liabilities. However, in
cases of implicit guarantees or significant reputational risks, the owner may
experience to have a negative equity position (see Box 7.1).

Control of a corporation is ultimately exercised by the shareholders collectively. A
corporation has a board of directors that is responsible for the corporation’s policy
and appoints the senior management of the corporation. The board of directors is
usually appointed by the collective vote of the shareholders.

In practice, however, some shareholders may exert much more influence or control
over the policies and operations of a corporation than others.
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h. The voting rights of shareholders may not be equal. Some types of shares may carry
no voting rights, while others may carry exceptional rights, such as the right to make
specific appointments to the board of directors or the right to veto other appointments
made on a majority vote. Such exceptional rights may be held by the government
when it is a shareholder in a corporation.

i. Many shareholders with voting rights do not choose to exercise them, so that a
small, organized minority of active shareholders may be in a position to control the
policy and operations of a corporation.

Cooperatives, Limited Liability Partnerships, etc.

4.44 Cooperatives are set up by producers for purposes of marketing their collective
output. The profits of such cooperatives are distributed in accordance with their agreed rules
and not necessarily in proportion to shares held, but effectively they operate like
corporations. Similarly, partnerships whose members enjoy limited liability are separate legal
entities that behave like corporations. In effect, the partners are at the same time both
shareholders and managers.

Quasicorporations

4.45 Some unincorporated enterprises function in all (or almost all) respects as if they
were incorporated. These are termed quasicorporations in the external accounts and other
macroeconomic statistics and are included with corporations in the nonfinancial and
financial corporations sectors. A quasicorporation is:

a. either an unincorporated enterprise owned by a resident institutional unit that has
sufficient information to compile a complete set of accounts and is operated as if it
were a separate corporation and whose de facto relationship to its owner is that of a
corporation to its shareholders, or

b. an unincorporated enterprise owned by a nonresident institutional unit that is
deemed to be a resident institutional unit because it engages in a significant amount
of production in the economic territory over a long or indefinite period of time.

4.46 Three main kinds of quasicorporations are recognized in macroeconomic statistics:

a. Unincorporated enterprises owned by government units that are engaged in market
production and that are operated in a similar way to publicly owned corporations;

b. Unincorporated enterprises, including unincorporated partnerships or trusts, owned
by households that are operated as if they were privately owned corporations;

c. Unincorporated enterprises that belong to institutional units resident abroad, referred
to as “branches.”
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4.47 The intent behind the concept of a quasicorporation is clear: namely, to separate
from their owners those unincorporated enterprises that are sufficiently self-contained and
independent that they behave in the same way as corporations. If they function like
corporations, they must keep complete sets of accounts. Indeed, the existence of a
complete set of accounts, including balance sheets, for the enterprise is a necessary
condition for it to be treated as a quasicorporation. Otherwise, it would not be feasible from
an accounting point of view to distinguish the quasicorporation from its owner.

4.48 As a quasicorporation is treated as a separate institutional unit from its owner, it must
have its own value added, saving, assets, liabilities, etc. It must be possible to identify and
record any flows of income and capital that are deemed to take place between the
guasicorporation and its owner. The amount of income withdrawn from a quasicorporation
during a given accounting period is decided by the owner, such a withdrawal being
equivalent to the payment of a dividend by a corporation to its shareholder(s). Given the
amount of the income withdrawn, the saving of the quasicorporation (that is, the amount of
earnings retained within the quasicorporation) is determined. A balance sheet is also
needed for the quasicorporation showing the values of its nonfinancial assets used in
production and also the financial assets and liabilities owned or incurred in the name of the
guasicorporation.

4.49 Experience has shown that countries have difficulty treating unincorporated
enterprises owned by households as quasicorporations. However, it is not useful to
introduce additional criteria, such as size, into the definition of quasicorporations owned by
households. If an enterprise is not in fact operated like a corporation and does not have a
complete set of accounts of its own, it cannot and should not be treated as a
guasicorporation however large it may be.

450 A quasicorporation is also identified when preliminary expenses, including for mining
rights, license fees, site preparation, building permits, purchase taxes, local office expenses,
and lawyers’ fees, are incurred by a nonresident unit, prior to establishing a legal entity. As a
result of identifying a quasicorporation in those cases, the preparatory expenses are
recorded in the economy of the future operations as being resident-to-resident transactions
that are funded by a direct investment inflow. Because of the limited scale of these activities,
the compilation of acceptable data for these enterprises is often feasible, despite the lack of
incorporation. If the project does not subsequently go into operation, the value of the direct
investment is eliminated by an entry in the other changes in the volume of assets or
liabilities account.
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Units with Cross-Border Elements
Branches

4.51 When a nonresident unit has substantial operations over a significant period in an
economic territory, but no separate legal entity, a branch may be identified as an institutional
unit. This unit is identified for statistical purposes because the operations have a strong
connection to the location of operations in all ways other than incorporation.

4.52 An unincorporated enterprise abroad should be treated as a quasicorporation when
indications of substantial operations can be identified separately from the rest of the unit. As
with other quasicorporations, either a complete set of accounts, including a balance sheet of
assets and liabilities, for the unit exists or it would be meaningful from an economic point of
view to compile them. The availability of separate records indicates that an actual unit exists
and makes it practical to prepare statistics. In addition, all or most of the following factors
tend to be present for a branch to be recognized:

a. Production based in the territory is undertaken or intended for one year or more in a
territory other than that of its head office:

o If the production process involves physical presence, then the operations should
be physically located in that territory. Some indicators of an intention to locate in
the territory include purchasing or renting business premises, acquiring capital
equipment, and recruiting local staff.

o If the production does not involve physical presence, such as activities related to
the ownership of patents, “virtual manufacturing”, some cases of banking,
insurance, or other financial services, the operations should be recognized as
being in the territory by virtue of the registration or legal domicile of those
operations in that territory.

b. The operations are recognized as being subject to the income tax system, if any, of
the economy in which it is located even if it may have a tax-exempt status.

453 The identification of branches has implications for the statistical reporting of both the
parent and branch. The operations of the branch should be excluded from its head office in
the home territory and the delineation of parent and branch should be made consistently in
both of the affected economies. Each branch, as described in the above paragraphs, is a
direct investment enterprise. Branches most commonly arise for financial and nonfinancial
corporations, but it is also possible that households, nonprofit institutions serving
households (NPISHS), or governments (when government operations do not have
diplomatic immunity) have branches.
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Construction Projects

454 Some construction projects undertaken by a nonresident contractor may give rise to
a branch, to be recognized as a direct investment enterprise. Construction may be carried
out or managed by a nonresident enterprise, without the creation of a local legal entity:

a. For major projects (such as bridges, dams, power stations) that take a year or more
to complete and that are managed through a local site office, the operations would
usually satisfy the criteria for identification of a branch in paragraphs 4.51 and 4.52,
and so would not be classified as international trade in services;

b. In other cases, the construction operations may not satisfy the conditions for
recognition as a branch, for example, for a short-term project or one undertaken from
the home territory rather than from a local office. In those cases, the work provided to
customers resident in the territory of those operations is classified as international
trade in construction and included in services (i.e., an export of services by the home
base and an import of services by the territory of operations).

Production Delivered from a Base

455 Activities such as consulting, maintenance, training, technical assistance, and health
care may be provided by a branch or from a home base. If operations are substantial
enough to satisfy the criteria given in paragraphs 4.51 and 4.52, a branch would be
recognized as a direct investment enterprise. On the other hand, if a branch is not
recognized in the territory, the operations will give rise to international trade in services. The
residence of units providing services in this way is discussed in paragraph 4.219.

456 Mobile equipment, such as ships, aircraft, drilling platforms, and railway rolling stock,
may operate across more than one economic territory. The criteria for recognition of a
branch also apply in these cases. That is, if the operations in a territory outside the home
base are substantial enough, they meet the definition of a branch. For example, a secondary
base for servicing the fleet with long-term presence and its own accounts may satisfy the
definition of a branch. If they do not satisfy the definition of a branch, the activities of the
ship-operating enterprise are included in the economy where the operator is resident.

4.57 Similarly to mobile equipment, a multi-territory pipeline that passes through a
territory, but is not operated by a separate legal entity in that territory, would be recognized
as constituting a branch if there is a substantial presence, availability of separate accounts,
and so on. In cases in which such operations are not separate institutional units, there may
be payment of rent to a notional unit owning the land or a long-term lease of land, of the kind
discussed in paragraphs 4.59 and 4.60 or there may be a multi-territory enterprise of the
type discussed in paragraphs 4.66—4.69.

145



BPM7 — White Cover (Pre-Edited) Version Chapter 4

458 When a branch is identified, there are direct investment inflows to the territory, but
the provision of goods or services to customers in that territory is a resident-to-resident

transaction. In contrast, if the operations are not substantial enough to qualify as a branch,
the provision of goods or services to customers in that territory are imports of that territory.

Notional Resident Units for Land and Other Natural Resources, and Buildings and
Structures Owned by Nonresidents

4,59 Immovable assets such as land and other natural resources, and buildings and
structures are treated as being owned by resident units. If the legal owner is actually
nonresident, an artificial unit, called a notional resident unit, is created for statistical
purposes. The notional resident unit is recorded as owning the asset and receiving the rent
or rentals that accrue to the asset. The legal owner owns the equity in the notional resident
unit and then receives income from the notional resident unit in the form of property income
paid abroad. This treatment is designed so that the relevant nonfinancial assets are always
assets of the economy in whose territory they are located. Otherwise, the land would appear
in another economy’s national balance sheet. The only exception is made for land and
buildings in extraterritorial enclaves of foreign governments (such as embassies, consulates
and military bases) that are subject to the laws of the home territory and not those of the
territory where they are physically situated.

4.60 A nonresident with a natural resource lease is classified as incurring rent and no
notional unit is automatically created. However, it is usually the case that ownership of land
and other natural resources such as mineral and energy resources, noncultivated biological
resources, water resources, and rights to use these assets through a lease or other permit
over long periods are associated with a branch. In addition, preliminary expenses for a unit
to be incorporated in the future are to be regarded as a notional direct investment
enterprise.

4.61 The operations of notional resident units include holding the asset, paying any
associated expenses (such as insurance, repairs, and taxes), collecting rent or rental on the
asset, and any other transactions associated with those functions. If the nonresident owner
uses the property, the notional resident unit generates rent (in the case of land and so on,
see paragraph 12.103) or rental included in travel or operating leasing services (for buildings
or other structures, see paragraphs 11.48, and 11.119) in kind to its owner. The
corresponding entry to the rent or rental would be income payable to the owner by the
notional resident unit. The notional resident unit should also be treated as incurring
expenses and taxes; payments by the nonresident owner to meet a loss arising from these
costs therefore would be recorded as direct investment flows from the owner to the notional
resident unit. Other transactions of the owner would not be attributed to the notional resident
unit, for example, any borrowing or debt service. As a result of the limited nature of notional
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resident units, compiling acceptable estimates for their operations is generally feasible when
they are significant.

4.62 When the ownership of land and other natural resources is associated with
substantial operations, so that the requirements in paragraphs 4.51 and 4.52 are met, a
branch is identified. In such cases, a notional resident unit is not identified because the
branch already exists as a resident owner.

4.63 The notional resident unit that owns land or other natural resources may be
contrasted with a branch, which has a full set of accounts. An example is a nonresident
fishing operator having a 10-year fishing license for the waters of a territory. If the operator
has a base in the territory, keeps separate records, and so on, then a branch is identified,
and its accounts will show sales of fish and other transactions. Another example could be a
commercial farm owned by a nonresident unit. In contrast, the only activity of a notional unit
will be the supply of rent or rental services arising from the ownership of property. However,
in the case that a nonresident fishing operator does not have a base in the economy in
which the fishery is located, the relevant output (i.e., fish catch) and related inputs are
recorded in the economy of residence of the fishing operator.

4.64 When several partners own land, there may be a quasicorporation, by virtue of the
management of the land being separate from that of its individual owners. In that case, for
statistical purposes, the nonresident partners would own a share in the quasicorporation, so
there would be no need to identify an additional notional resident unit. The notional resident
unit for ownership of land is almost always a direct investment enterprise (the exception
being for land where an individual nonresident’s voting power is below 10 percent which is
included under other investment/other equity and equity in international organizations; see
paragraph 6.66).

4.65 Some kinds of time-share accommodation arrangements may also give rise to a
notional resident unit. For example, the acquisition of deeded ownership, or a similar
arrangement, is equivalent to the establishment of a notional resident unit. (See paragraph
11.46 and Table 11.2 for a discussion of alternative time-share arrangements).

Multi-Territory Enterprises

4.66 Some enterprises may operate as a seamless operation over more than one
economic territory. Although the enterprise has substantial activity in more than one
economic territory, it is run as an indivisible operation with no separate accounts or
decisions, so that no separate branches can be identified. Such enterprises may have
operations including shipping lines, airlines, hydroelectric schemes on border rivers,
pipelines, bridges, tunnels, and undersea cables. Some NPISHs also may operate in this
way.
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4.67 Governments usually require separate units or branches to be identified in each
economic territory for more convenient regulation and taxation. Multi-territory enterprises
may be exempted from such requirements, but there may be arrangements, such as a
formula for payment of taxation to the respective authorities.

4.68 Inthe case of a multi-territory enterprise, it is preferable that separate institutional
units be identified for each economy. If that is not feasible because the operation is so
seamless that separate accounts cannot be developed, it is necessary to prorate the total
operations of the enterprise into the individual economic territories. The factor used for
prorating should be based on available information that reflects the contributions to actual
operations. For example, equity shares, equal splits, or splits based on operational factors
such as tonnages or wages could be considered. Where taxation authorities have accepted
the multi-territory arrangements, a prorating formula may have been determined, which
should be the starting point for statistical purposes. Although the situation is somewhat
different from the case of joint administration or sovereignty zones, the solution of prorating
may be the same.

4.69 The proration of the enterprise means that all transactions need to be split into each
component economic territory. The treatment may be quite complex to implement. This
treatment has implications for other statistics and its implementation should always be
coordinated for consistency. Compilers in each of the territories involved are encouraged to
cooperate to develop consistent data, avoid gaps, and minimize respondent and compilation
burden, as well as assist counterparties to report bilateral data on a consistent basis.

2. SPECIAL CASES

Groups of Corporations

4.70 Large groups of corporations, or conglomerates, may be created whereby a parent
corporation controls several subsidiaries, some of which may control subsidiaries of their
own, and so on. For certain purposes, it may be desirable to have information relating to a
group of corporations as a whole. However, each individual corporation should be treated as
a separate institutional unit, whether or not it forms part of a group. Even subsidiaries that
are wholly owned by other corporations are separate legal entities that are required by law
and the tax authorities to produce complete sets of accounts, including balance sheets.
Although the management of a subsidiary corporation may be subject to the control of
another corporation, it remains responsible and accountable for the conduct of its own
production activities.

4.71  Another reason for not treating groups of corporations as single institutional units is
that groups are not always well defined, stable, or easily identified in practice. It may be
difficult to obtain data for groups whose activities are not closely integrated. Moreover, many
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conglomerates are much too large and heterogeneous for them to be treated as single units,
and their size and composition may be continually shifting over time as a result of mergers
and takeovers.

Joint Ventures

4.72 A joint venture involves the establishment of a corporation, partnership, or other
institutional unit in which each party legally has joint control over the activities of the unit.
The units operate in the same way as other units except that a legal arrangement between
the parties establishes joint control over the unit. As an institutional unit, the joint venture
may enter into contracts in its own name and raise finance for its own purposes. A joint
venture maintains its own accounting records. Joint ventures are typically established for the
purpose of executing a business undertaking in which the parties agree to share in the
profits and losses of the enterprise as well as the capital formation and contribution of
operating inputs or costs. Generally, there is no intention of a continuing relationship beyond
the original purpose.

4.73 Whether a quasicorporation is identified for the joint venture without a separate legal
status depends on the arrangements of the parties and legal requirements. The joint venture
is a quasicorporation if it meets the requirements for an institutional unit, particularly by
having its own records. Otherwise, if each of the operations are effectively undertaken by
the partners individually, then the joint venture is not an institutional unit and the operations
would be seen as being undertaken by the joint venture partners separately. If foreign
investment is involved in such cases, there would usually be direct investment enterprises
that undertake the joint venture operations of each of the partners.

4.74 Because of the ambiguous status of joint ventures, there is a risk that they could be
omitted or double-counted, so particular attention needs to be paid to them.

Head Offices and Holding Companies

4.75 Two quite different types of units exist that are both often referred to as holding
companies. The first is the head office that exercises some aspects of managerial control
over its subsidiaries. These may sometimes have noticeably fewer employees, and more at
a senior level, than its subsidiaries but it is actively engaged in production. These types of
activities are described in ISIC Rev.5 in Section N class 7010 as follows:

This class includes: the overseeing and managing of other units of the enterprise or
enterprise group i.e. acting as head office; undertaking the strategic or organisational
planning and decision-making role of the company or enterprise; exercising
operational control and managing the day-to-day operations of their related units.
These activities are the same regardless of which activities the managed units
perform (financing, manufacturing trade, etc.
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Such units are allocated to the nonfinancial corporations sector unless all or most of their
subsidiaries are financial corporations, in which case they are treated by convention as
financial auxiliaries in the financial corporations sector.

4.76 The type of unit properly called a holding company is a unit that holds the assets of
subsidiary corporations but does not undertake any management activities. They are
described in ISIC Rev.5 in Section L class 6421 as follows:

This class includes the activities of holding companies, i.e. units that hold the assets
(owning controlling-levels of equity) of one or more subsidiaries and whose only
purpose is owning subsidiaries. The holding companies in this class do not provide
any other service to the enterprises in which the equity is held, i.e. they do not
administer or manage other units.

Such units are always allocated to the financial corporations sector and treated as captive
financial institutions even if all the subsidiary corporations are nonfinancial corporations.

For additional details on head offices and holding companies, refer to paragraphs
5.76-5.80, 2025 SNA.

Other Special Cases
Special Purpose Entities

4.77 A number of institutional units may be described as special purpose entities (SPES).
In macroeconomic statistics, the term SPEs is used exclusively for institutional units which
align to the following definition:

a. An SPE, resident in an economy, is a formally registered and/or incorporated legal
entity recognized as an institutional unit, with no or little employment up to maximum
of five employees, no or little physical presence, and no or little physical production
in the host economy;

b. SPEs are directly or indirectly controlled by nonresidents;

c. SPEs are established to obtain specific advantages provided by the host jurisdiction
with an objective to (i) grant its owner(s) access to capital markets or sophisticated
financial services, and/or (ii) isolate owner(s) from financial risks, and/or (iii) reduce
regulatory and tax burden, and/or (iv) safeguard confidentiality of their transactions
and owner(s);

d. SPEs transact almost entirely with nonresidents and a large part of their financial
balance sheet typically consists of cross-border claims and liabilities.

Special purpose units established by nonresident government units (see paragraphs
4.90-4.92) are excluded from this definition.
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4.78 Some institutional units incorporated in the same economic territory as their parents
may satisfy all the above criteria, with the exception that they are not directly or indirectly
controlled by nonresident parents. Such “special purpose units” or “special purpose
vehicles” are sometimes referred to as special purpose entities as well. These units are
typically consolidated with their resident parents, because they lack autonomy of decision. In
the case that they operate autonomously and can be considered as separate institutional
units (e.g., some securitization vehicles), they should not be consolidated with their resident
parents. However, these latter units are not considered as part of SPEs. The term special
purpose units/vehicles is used to denote those owned by nonresident parents as well as
those owned by resident parents.

4.79 In external accounts, the identification of SPEs as supplementary (“of which”) items
for deposit-taking corporations, other financial corporations, and nonfinancial corporations
sectors is strongly recommended in countries where the economic activity of such units is
significant.

4.80 Whether a unit has all or none of the characteristics described in paragraph 4.77
(a—d), and whether it is described as a special purpose unit (see paragraph 4.78) or some
similar designation or not, it is treated in macroeconomic statistics in the same way as any
other institutional unit by being allocated to sector and industry according to its principal
activity unless it falls into one of the three following categories:

a. Captive financial institutions;
b. Artificial subsidiaries of corporations;

c. Special purpose units of general government.

Each of these is described below. A list of the most common types of SPEs, including their
(sub)sector classification, is presented in Table 15.1.

Captive Financial Institutions

4.81 A holding company that simply owns the assets of subsidiaries is one example of a
captive financial institution. Other units that are also treated as captive financial institutions
are units with the characteristics of SPEs as described above (nhot necessarily controlled by
a nonresident parent), including some units used for holding and managing wealth for
individuals or families, holding assets for securitization, raising or borrowing funds on behalf
of related companies (such a company may be called a conduit), intra group lending
companies, captive factoring and invoicing companies, captive financial leasing companies,
etc.

4.82 The degree of independence from its parent may be demonstrated by exercising
some substantive control over its assets and liabilities to the extent of carrying the risks and
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reaping the rewards associated with the assets and liabilities. Such units are classified in the
financial corporations sector.

4.83 A unit of this type that cannot act independently of its parent and is simply a passive
holder of assets and liabilities (sometimes described as being on autopilot) is not treated as
a separate institutional unit unless it is resident in an economy different from that of its
parent. If it is resident in the same economy as its parent, it is treated as an “artificial
subsidiary” as described immediately below.

4.84 More guidance on the treatment of trusts and similar types of funds, which hold and
manage financial and nonfinancial assets on behalf of individuals or families, is provided in
paragraph 4.93.

Artificial Subsidiaries of Corporations

4.85 Within the external accounts and other macroeconomic statistics, the term
corporation is used to denote both those institutions legally recognized as corporations and
other units treated in macroeconomic statistics as corporations, specifically
quasicorporations, branches, and notional units. For the following four paragraphs, however,
the term corporation is used in the sense of a corporation as a legal entity.

4.86 A subsidiary corporation, wholly owned by a parent corporation, may be created to
provide services to the parent corporation, or other corporations in the same group, in order
to avoid taxes, to minimize liabilities in the event of bankruptcy, or to secure other technical
advantages under the tax or corporation legislation in force in a particular country. For
example, the parent may create a subsidiary to which ownership of its land, buildings, or
equipment is transferred and whose sole function is to lease them back again to the parent
corporation; the subsidiary may be the nominal employer of all the staff who are then
contracted to other corporations in the group, the subsidiary may keep the accounts and
records of the parent on a separate computer installation; the role of the subsidiary may be
established to take advantage of favourable funding or regulatory treatments and so on. In
some cases, corporations may create “dormant” subsidiaries that are not actually engaged
in any production but which may be activated at the convenience of the parent corporation.

4.87 In general, these sorts of corporations do not satisfy the definition of an institutional
unit because they lack the ability to act independently from their parent corporation and may
be subject to restrictions on their ability to hold or transact assets held on their balance
sheets. Their level of output and the price they receive for it are determined by the parent
that (possibly with other corporations in the same group) is their sole client. They are thus
not treated as separate institutional units but are treated as an integral part of the parent and
their accounts are consolidated with those of the parent. As noted above, the accounts for
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those units on autopilot are also consolidated with their parent corporation unless they are
resident in an economy different from that where the parent is resident.

4.88 Quasicorporations such as a partnership or trust may also be set up by a parent
corporation for similar reasons to the subsidiary corporations just described. Within the
external accounts, these are also treated as an integral part of the parent and their accounts
are consolidated with the parent, unless they are resident in another country.

4.89 A distinction must be made between artificial subsidiaries as just described and a
unit undertaking only ancillary activities. As described in more detail in Section D of
Chapter 6, 2025 SNA on Enterprises, establishments and industries, ancillary activities are
limited in scope to the type of service functions that virtually all enterprises need to some
extent or another such as cleaning premises, running the staff payroll or providing the
information technology infrastructure for the enterprise. Units undertaking only ancillary
activities will in general not satisfy the conditions of being an institutional unit (for the same
sort of reason as artificial subsidiaries do not), but they may sometimes be treated as a
separate establishment of the enterprise if this is analytically useful.

Special Purpose Units of General Government

4,90 Governments may set up special purpose units, such as special purpose vehicles
(SPVs) for financial convenience (special purpose units/vehicles are discussed in paragraph
4.78). For example, the special purpose unit may be involved in fiscal or quasi-fiscal
activities (including securitization of assets, borrowing, etc.). Resident special purpose units
that function only in a passive manner relative to general government and that carry out
fiscal and quasi-fiscal activities do not satisfy the criteria to be institutional units and are
therefore not treated as separate institutional units in macroeconomic statistics; they are
treated as part of general government regardless of their legal status. Resident special
purpose units acting independently, acquiring assets and incurring liabilities on their own
behalf, accepting the associated risk, are treated as separate institutional units and are
classified to a sector according to their principal activity.

491 Special purpose units that are resident in a different country (called SPEs following
paragraph 4.77) than their controlling government are always classified as separate
institutional units in the economy where they are established. When such units exist, care
must be taken to reflect the fiscal activities of government accurately. All flows and positions
between the general government unit and the SPEs should be recorded in the accounts for
general government and the rest of the world when they occur.

4.92 A government may create a SPE to undertake government borrowing, incur
government outlays, or collect revenue abroad for fiscal policy purposes. Even if there are
no actual economic flows recorded between the government and the SPE related to these
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fiscal activities, flows and positions should be imputed in the accounts of both the
government and the rest of the world to reflect the fiscal activities of the government
undertaken by the SPE. (More detailed guidance is provided in Chapter 8.)

Trusts and Similar Types of Funds

4.93 Trusts are arrangements whereby an economic agent (a trustee) holds property (but
not economic ownership) as its nominal owner for the good of one or more beneficiaries.
Their job is to hold, manage and administer the funds in the trust on behalf of the settlor (the
creator of the trust). Their fiduciary duty as a trustee requires them to act in the best interest
of the beneficiaries of the trust. The duties of a trustee are laid out upon the creation of the
trust, and while they may differ depending on the situation, some tasks are common. The
trustee oversees the distribution of the trust's funds to the beneficiaries. While the assets
remain a part of the trust, the trustee is responsible for any investments that are made,
ensuring any assets included in the trust, taking care of the administration, and overseeing
the payment of taxes. For additional details on trusts including the decision tree for the
treatment of trusts and similar types of funds, refer to paragraphs 5.97-5.105, 2025 SNA.

3. OWNERSHIP AND CONTROL OF CORPORATIONS

4.94 Control and ownership are different concepts. The ownership of a listed corporation
is diffused among the institutional units that own its shares in proportion to the
shareholdings. It is possible for one single institutional unit, whether another corporation, a
household, or a government unit, to own all the equity or shares in a corporation but, in
general, ownership of a listed corporation is diffused among several, possibly very many,
institutional units. By contrast, control is defined as the ability to determine the general
corporate policy of the corporation. The expression “general corporate policy” as used here
is understood in a broad sense to mean the key financial and operating policies relating to
the corporation’s strategic objectives as a market producer.

4.95 A single institutional unit owning more than half of the shares, or equity, of a
corporation is able to control its policy and operations by outvoting all other shareholders, if
necessary. Similarly, a small, organized group of shareholders whose combined ownership
of shares exceeds 50 percent of the total is able to control the corporation by acting in
concert. There may be exceptional cases in which certain shareholders enjoy privileged
voting rights, such as a “golden share” giving a right of veto, but in general an individual
institutional unit or group of units owning more than half the voting shares of a corporation
can exercise complete control by appointing directors of its own choice. The degree of
autonomy exercised by the directors and managers of a corporation is, therefore, likely to
vary considerably, depending upon the extent to which the ownership of its shares is
concentrated in the hands of a small number of other institutional units, whether these are
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other corporations, households or government units. In general, institutional units do not
have to be autonomous but they do have to be responsible and accountable for the
decisions and actions they take.

4.96 Because many shareholders do not exercise their voting rights, a single shareholder,
or small number of shareholders acting together, may be able to secure control over a
corporation, even though they may hold considerably less than half of the total shares.
When ownership of shares is widely diffused among a large number of shareholders, control
may be secured by owning considerably less than half of the total shares.

4.97 However, it is not possible to stipulate a minimum shareholding below 50 percent
that will guarantee control in all cases. The minimum must vary depending upon the total
number of shareholders, the distribution of shares among them, and the extent to which
small shareholders take an active interest, etc. Therefore, in practice, private control (i.e.,
control by institutional units other than government units and public sector units) is
determined to exist if an investor owns more than 50 percent of the voting power (typically
by owing more than half of the equity) in a corporation. The control may be direct (through
ownership of 50 percent or more voting power) or indirect (through ownership of
corporations that in turn have control, since control can be passed down a chain of
ownership as long as control exists at each stage of the chain). In the case of governments
controlling corporations, a broader set of indicators for control may need to be taken into
consideration; paragraphs 4.103—-4.107 below.

Subsidiary and Associate Corporations

4.98 Itis common for corporations to own shares in other corporations, and certain
interrelationships between corporations need to be specified for purposes of external
accounts.

Subsidiary Corporations

4,99 Corporation B is said to be a subsidiary of corporation A when corporation A controls
more than half of the shareholders’ voting power (i.e., more than half of equity) in
corporation B.

4.100 Corporation A may be described as the parent corporation in this situation. As the
relationship of a parent corporation to a subsidiary is defined in terms of control rather than
ownership, the relationship must be transitive: that is, if C is a subsidiary of B and B is a
subsidiary of A, then C must also be a subsidiary of A. If A has a majority shareholding in B
while B has a majority shareholding in C, A cannot also have a majority shareholding in C.
Nevertheless, A must be able to control C if it controls B. By analogy with families of
persons, corporation B can be described as a first-generation subsidiary of corporation A,
and corporation C as a second-generation subsidiary of A. Evidently, large families of
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corporations may be built up with any number of subsidiaries at each level or generation and
also any number of generations. Very large families of corporations, described as
conglomerates, are encountered in some countries. Conglomerates that include
corporations resident in different countries are usually described as multinational enterprise
groups.

Associate Corporations

4.101 Corporation B is said to be an associate of corporation A when corporation A and its
subsidiaries control between 10 percent and 50 percent of the shareholders’ voting power in
B so that A has some influence over the corporate policy and management of B.

4.102 By definition, a corporation is able to exert less influence over an associate
corporation than over a subsidiary. Although some corporations may be able to exert
considerable influence over their associates, this cannot be guaranteed. The relationship
between associates is weaker than that between parent and subsidiary corporations, and
groups of associates may not be well defined.

Government Control of Corporations

4.103 A corporation is a public corporation if a government unit, another public corporation,
or some combination of government units and public corporations controls the unit, where
control is defined as the ability to determine the general corporate policy of the corporation.
The expression “general corporate policy” as used here is understood in a broad sense to
mean the key financial and operating policies relating to the corporation’s strategic
objectives as a market producer.

4.104 Because governments exercise sovereign powers through legislation, regulations,
orders, and the like, care needs to be applied in determining whether the exercise of such
powers amounts to a determination of the general corporate policy of a particular
corporation and therefore control of the corporation. Laws and regulations applicable to all
units as a class or to a particular industry should not be viewed as amounting to control of
these units.

4.105 The ability to determine general corporate policy does not necessarily include the
direct control of the day-to-day activities or operations of a particular corporation. The
officers of such corporations would normally be expected to manage these in a manner
consistent with and in support of the overall objectives of the particular corporation. Nor
does the ability to determine the general corporate policy of a corporation include the direct
control over any professional, technical or scientific judgments, as these would normally be
viewed as part of the core competence of the corporation itself. For example, the
professional or technical judgments exercised by a corporation set up to certify aircraft
airworthiness would not be considered controlled in respect of individual approvals and
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disapprovals, though its broader operating and financial policies, including the airworthiness
criteria, may well be determined by a government unit as part of the corporation’s corporate

policy.

4.106 Because the arrangements for the control of corporations can vary considerably, it is
neither desirable nor feasible to prescribe a definitive list of factors to be taken into account.

The following eight indicators, however, will normally be the most important and likely factors
to consider:

a.

Ownership of the majority of the voting interest. Owning a majority of shares will
normally constitute control when decisions are made on a one-share one-vote basis.
The shares may be held directly or indirectly, and the shares owned by all other
public units should be aggregated. If decisions are not made on a one-share one-
vote basis, the classification should be based on whether the shares owned by other
public units provide a majority voice.

Control of the board or other governing body. The ability to appoint or remove a
majority of the board or other governing body as a result of existing legislation,
regulation, contractual, or other arrangements will likely constitute control. Even the
right to veto proposed appointments can be seen as a form of control if it influences
the choices that can be made. If another body is responsible for appointing the
directors, it is necessary to examine its composition for public influence. If a
government appoints the first set of directors but does not control the appointment of
replacement directors, the body would then be part of the public sector until the initial
appointments had expired.

Control of the appointment and removal of key personnel. If control of the board or
other governing body is weak, the appointment of key executives, such as the chief
executive, chairperson, and finance director, may be decisive. Nonexecutive
directors may also be relevant if they sit on key committees such as the
remuneration committee determining the pay of senior staff.

Control of key committees of the unit. Subcommittees of the board or other
governing body could determine the key operating and financial policies of the unit.
Majority public sector membership on these subcommittees could constitute control.
Such membership can be established under the constitution or other enabling
instrument of the corporation.

Golden shares and options. A government may own a “golden share,” particularly in
a corporation that has been privatized. In some cases, this share gives the
government some residual rights to protect the interests of the public by, for
example, preventing the company selling off some categories of assets or appointing
a special director who has strong powers in certain circumstances. A golden share is
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not of itself indicative of control. If, however, the powers covered by the golden share
do confer on the government the ability to determine the general corporate policy of
the unit in particular circumstances, then the unit should be in the public sector from
the date of existence of such circumstances. The existence of a share purchase
option available to a government unit or a public corporation in certain circumstances
may also be similar in concept to the golden share arrangement discussed above. It
is necessary to consider whether, if the circumstance in which the option may be
exercised exists, the volume of shares that may be purchased under the option and
the consequences of such exercise means that the government has “the ability to
determine the general corporate policy of the unit” by exercising that option. A unit’s
status in general should be based on the government’s existing ability to determine
corporate policy exercised under normal conditions rather than in exceptional
economic or other circumstances such as wars, civil disorders, or natural disasters.

Regulation and control. The borderline between regulation that applies to all units
within a class or industry group and the control of an individual corporation can be
difficult to judge. There are many examples of government involvement through
regulation, particularly in areas such as monopolies and privatized utilities. It is
possible for regulatory involvement to exist in important areas, such as in price
setting, without the unit ceding control of its general corporate policy. Choosing to
enter into or continue to operate in a highly regulated environment suggests that the
unit is not subject to control. When regulation is so tight as to effectively dictate how
the unit performs its business, then it could be a form of control. If a unit retains
unilateral discretion as to whether it will take funding from, interact commercially with,
or otherwise deal with a public sector unit, the unit has the ultimate ability to
determine its own corporate policy and is not controlled by the public sector unit.

Control by a dominant customer. If all of the sales of a corporation are to a single
public sector customer or a group of public sector customers, there is clear scope for
dominant influence. The presence of a minority private sector customer usually
implies an element of independent decision-making by the corporation so that the
unit would not be considered controlled. In general, if there is clear evidence that the
corporation could not choose to deal with nonpublic sector clients because of the
public sector influence, then public control is implied.

Control attached to borrowing from the government. Lenders often impose controls
as conditions of making loans. If the government-imposed controls through lending
or issuing guarantees that are more than would be typical when a healthy private
sector unit borrows from a bank, control may be indicated. Similarly, control may be
implied if only the government was prepared to lend.
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4.107 Although a single indicator could be sufficient to establish control, in other cases, a
number of separate indicators may collectively indicate control. A decision based on the
totality of all indicators must necessarily be judgmental in nature, but clearly similar
judgments must be made in similar cases.

Control by a Nonresident Unit

4.108 In general, control is determined to exist through (i) an immediate direct investment
relationship where the direct investor owns more than 50 percent of the voting power in the
direct investment corporation; or (ii) an indirect direct investment relationship arising from
the ownership of voting power in one direct investment corporation that owns voting power
in another corporation(s) — indirectly through a chain of control.

4.109 Itis important to distinguish between control and influence. In this respect, a
distinction is made between corporations where over 50 percent of the equity is held by a
direct investor (and thus controlled) versus those corporations where between 10 and

50 percent of the equity is held abroad (i.e., significant degree of influence). All corporations
with nonresident holdings of 10 percent or more are described as direct investment
enterprises and special treatment of their earnings is applied. Further details on this are
given in Chapter 12. It is important to note, however, that while all foreign-controlled
corporations are direct investment enterprises, some domestically controlled corporations
may also be direct investment enterprises. For example, even a publicly controlled
corporation may be a direct investment enterprise if, in addition to government holding a
controlling share of the equity, a further 10 percent may be owned by a nonresident.

C. NONPROFIT INSTITUTIONS IN MACROECONOMIC STATISTICS

4.110 Nonprofit institutions are legal or social entities, created for the purpose of producing
goods and services, but whose status does not permit them to be a source of income, profit,
or other financial gain for the units that establish, control, or finance them. In practice, their
productive activities are bound to generate either surpluses or deficits but any surpluses
they happen to make cannot be appropriated by other institutional units. The articles of
association by which they are established are drawn up in such a way that the institutional
units that control or manage them are not entitled to a share in any profits or other income
they receive. For this reason, they are frequently exempted from various kinds of taxes.

4.111 NPIs may be created by households, corporations, or government, but the motives
leading to their creation are varied. For example, NPIs may be created to provide services
for the benefit of the households or corporations who control or finance them; or they may
be created for charitable, philanthropic, or welfare reasons to provide goods or services to
other persons in need; or they may be intended to provide health or education services for a
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fee, but not for profit; or they may be intended to promote the interests of pressure groups in
business or politics; etc.

NPIs Serving Households (NPISHSs)

4.112 Nonprofit institutions serving households (NPISHSs) consist of nonprofit institutions
principally engaged in the production of nonmarket services, which are not controlled by
government. They provide goods and services to households free or at prices that are not
economically significant. Most of these goods and services represent individual consumption
but it is possible for NPISHSs to provide collective services. NPISHs are further discussed in
Section H. For additional details on NPIs including their main features, NPIs engaged in
market and nonmarket productions, and the government control of NPIs, refer to paragraphs
5.124-5.132, 2025 SNA.

D. THE NONFINANCIAL CORPORATIONS SECTOR AND ITS
SUBSECTORS

4.113 Nonfinancial corporations are institutional units whose principal activity is the
production of market goods or nonfinancial services. The nonfinancial corporations sector is
composed of the following set of resident institutional units:

a. All resident nonfinancial corporations (as understood in the external accounts and
other macroeconomic statistics and not just restricted to legally constituted
corporations), regardless of the residence of their shareholders;

b. The branches of nonresident enterprises that are engaged in production of market
goods or nonfinancial services on the economic territory on a long-term basis;

c. Allresident NPIs that are producers of market goods or nonfinancial services.

4.114 Sectors are groups of institutional units, and the whole of each institutional unit must
be classified to one or another sector even though that unit may be engaged in more than
one type of economic activity. Some nonfinancial corporations or quasicorporations may
have secondary financial activities: for example, producers or retailers of goods may provide
consumer credit directly to their own customers, which may also relate to “buy now pay
later” type of arrangements. As explained more fully below, such corporations or
guasicorporations are nevertheless classified as belonging in their entirety to the
nonfinancial corporate sector provided their principal activity is nonfinancial.

4.115 Two classification criteria are used to subsector the nonfinancial corporations sector.
One criterion is to show NPIs separately from other units in the sector. These units other
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than NPIs may be described as for-profit institutions (FPIs). The second criterion is that of
control to show:

a. Public nonfinancial corporations
Of which: public corporations which are part of a domestic multinational enterprise
group

b. National private nonfinancial corporations

Of which: national private corporations which are part of a domestic multinational
enterprise group

and

c. Foreign-controlled nonfinancial corporations
Of which: Special purpose entities (SPES).

4.116 The criteria for control of corporations by government and nonresident units are
described in detail in Section B. Corporations controlled by nonresident units are described
as being foreign-controlled.

E. THE FINANCIAL CORPORATIONS SECTOR AND ITS
SUBSECTORS

4.117 Financial corporations consist of all institutional units whose principal activity is the
production of financial services. In addition, due to its important role in the financial system,
the central bank, although predominantly producing nonmarket services for the society as a
whole, is also treated as a financial corporation. The financial corporations sector is
composed of the following set of resident institutional units:

a. All resident financial corporations (as understood in the external accounts and other
macroeconomic statistics and not just restricted to legally constituted corporations),
regardless of the residence of their shareholders;

b. The branches of nonresident corporations that are engaged in financial activity on
the economic territory on a long-term basis;

c. Allresident NPIs that are market producers of financial services.

4.118 Apart from the collective nonmarket services produced by the central bank, the
production of financial services is the result of financial intermediation, financial risk
management, liquidity transformation or auxiliary financial activities. Because the provision
of financial services is typically subject to strict regulation, it is usually the case that units
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providing financial services do not produce other goods and services, and financial services
are not provided as secondary production.

4.119 One form of financial innovation has seen a substantial growth in activity of a kind
traditionally carried out by, o