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Preface

The 2014 Balance of Payments and International Investment Position Compilation Guide (the Guide) is a companion
document to the sixth edition of the Balance of Payments and International Investment Position Manual (BPM6) which
was published by the International Monetary Fund (IMF) in 2009. The primary purpose of the Guide is to provide prac-
tical advice on source data and methodologies for compiling statistics on the balance of payments and the international
investment position that are consistent with BPM6.

Globalization, increasing elaboration of balance sheet issues, and financial innovation are three major themes that
emerged during the BPM6 revision. The Guide identifies data sources and adjustments to source data that would be
appropriate for compiling data on a BPM6 basis.

The Guide provides guidance that is applicable for different economies—from the smallest and least developed to the
most advanced and complex. National compilers should develop and adapt the data sources and compilation methods
in ways that are appropriate to their national circumstances, by considering the practical and legal constraints in their
own economies.

An economy’s data compilation methods should evolve over time as the economy changes. Therefore, the Guide
does not present a prescriptive or definitive approach to compiling statistics on the balance of payments and the
international investment position (IIP). Instead, the Guide identifies the relative strengths and weaknesses of alternate
approaches, and identifies the adjustments that may be required to source data to derive estimates of flows and stocks
that are consistent with the recommendations in BPM6.

The BPME6 strengthens the theoretical foundations and linkages with other macroeconomic statistics, and the Guide
includes elaboration on these linkages. The Guide also provides practical advice on using the data from the other
macroeconomic accounts in compiling the international accounts.
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Introduction

Purpose of the Guide

1.1 The Balance of Payments and International
Investment Position Compilation Guide (Guide) is a
companion document to the sixth edition of the Bal-
ance of Payments and International Investment Posi-
tion Manual (BPM6) published by the International
Monetary Fund (IMF) in 2009. The Guide updates the
Balance of Payments Compilation Guide released in
1995. The BPM6 addresses important developments
that have occurred in the international economy since
the BPM5, including those that have emerged from
globalization, increased elaboration of balance sheet
issues, and changing patterns of financial interme-
diation. The purpose of the Guide is to show how the
conceptual framework described in the BPM6 may be
implemented in practice. Key elements of the frame-
work are described in paragraphs 11-24 of this chap-
ter. The Guide is not intended to be a “stand-alone”
manual; users of the Guide should be familiar with
the BPMé6.

1.2 The important relationship between the BPM6
and the System of National Accounts 2008 (2008 SNA)
is explained in detail in the BPM6 and outlined in
Appendix 6 of this Guide. The international accounts
include the balance of payments, the international
investment position (IIP), and the other changes in
financial assets and liabilities accounts. The balance
of payments statement is equivalent to the rest of the
world accounts of the SNA,' and the IIP statement may
be considered a component of the sectoral balance sheet
accounts of the SNA. Therefore, in describing how the
international accounts statements may be compiled, the
Guide also illustrates how the rest of the world account
of the SNA may be compiled.

'The SNA rest of the world accounts are presented from the point
of view of the nonresident units, whereas the balance of payments
presents the same transactions from the point of view of resident
units.

1.3 The Guide was prepared to assist balance of pay-
ments and IIP compilers in understanding the various
compilation methods employed throughout the world
for the preparation of the international accounts. The
Guide should be useful to national accounts compil-
ers that prepare the rest of the world account by using
the balance of payments statement or balance of pay-
ments data sources.

1.4 The Guide can be of interest to users of bal-
ance of payments and IIP statistics who wish to un-
derstand the nature and quality of data sources and
methods underlying the international accounts and
related national accounts tables. For instances when
national concepts, sources, and methods are set out
in published documents by national compilers, they
can be compared with best practices provided in this
Guide.

1.5 The preparation of the Guide included ex-
tensive consultation with international accounts
compilers and other interested parties worldwide,
including the IMF Committee on Balance of Pay-
ments Statistics.

Scope of the Guide

1.6 Preparation of the Guide included consider-
ation of the main tasks that balance of payments and
IIP compilers normally perform. While such tasks
vary from economy to economy, the following list
represents a fairly typical set:

« Extraction of data from collections (e.g., inter-
national merchandise trade statistics, migration
statistics, and other official sources) over which
the compiler may have some influence but not
full control

Extraction of data from collections (such as re-
porting systems for foreign exchange and other
international transactions and surveys of busi-
nesses) managed, either solely or jointly with



other statistical compilers, by the balance of pay-
ments compiler

« Compilation of the international accounts, in-
cluding balance of payments, supplementary bal-
ance of payments series, and the IIP statement

International accounts data management, publi-
cation, dissemination, and communication with
users

Evaluation and development of data sources and
compilation methods as necessary

o Assessment of data quality

1.7 The Guide covers all the tasks or functions in
the preceding list. For example, the Guide includes
descriptions of data sources used by the balance of
payments and ITP compiler. For sources that the com-
piler typically manages, a discussion of the design and
management of data collection is also included.

1.8 Articulating balance of payments and IIP com-
pilation methodology is difficult because economies
have developed procedures independently, and each
national methodology may be considered unique.
Some patterns emerge, but different national experi-
ences have created different approaches as to the most
appropriate methodology. Consequently, it is not pos-
sible to present a single methodology suitable in all
cases. Instead, the Guide outlines various options that
may be available. In addition, for economies that have
well-developed compilation systems, the Guide con-
tains criteria against which these compilation systems
may be compared and evaluated. For economies that
may need to improve parts of their compilation sys-
tems, the Guide presents information on approaches
used elsewhere. For economies that do not have well-
developed systems, the Guide contains advice for
compiling balance of payments and IIP items and a
set of model collection forms that can be used as a
starting point to develop a data collection system.

Organization of the Guide

1.9 The Guide has 17 chapters and eight appendi-
ces. Chapters 2 through 9 describe sources that can
be used to compile balance of payments and IIP sta-
tistics. Chapters 10 through 16 deal with the compila-
tion of specific components of balance of payments,
IIP, and related statistics, including the recording of
exceptional financing transactions in the balance of
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payments. Chapter 17 discusses two aspects of data
quality assessment—namely, accessibility and service-
ability of these statistics.

1.10 The Guide includes eight appendices discuss-
ing complex methodological and compilation issues,
as well as other issues that go across several accounts.
A conversion matrix that matches the standard com-
ponents of the BPM5 with the standard components
of the BPM6 is presented in Appendix 1. The next
three appendices discuss issues related to the com-
pilation of estimates of insurance, pension and stan-
dardized guarantees schemes (Appendix 2), financial
intermediation services indirectly measured—FISIM
(Appendix 3), and foreign direct investment (Ap-
pendix 4). Methods for the compilation of balance
of payments on a regional basis (by partner economy
or group of economies) are examined in Appendix 5.
Appendix 6 presents the linkages of the international
accounts to the national accounts, monetary and fi-
nancial statistics, and government finance statistics,
including a presentation in parallel of the recording
of flows and positions in the SNA and the BPM6. Ap-
pendix 7 introduces the balance of payments coding
system, and finally, a set of 23 model survey forms is
presented in Appendix 8.

1.11 An element of repetition is present in the
Guide. Some specific balance of payments and IIP
components are described in different parts (e.g.,
direct investment is covered in Chapter 3, Specific
Surveys for Balance of Payments and International
Investment Position; Chapter 9, The International In-
vestment Position; Chapter 10, The Financial Account;
and Appendix 4, Foreign Direct Investment). The de-
scription of such specific components is done in the
context of the respective chapter/appendix and en-
sures an adequate coverage of the subject.

Conceptual Framework

1.12 A brief outline of the conceptual framework
underlying the international accounts must precede
discussion of data sources and methods used to com-
pile the balance of payments and IIP statements. The
following outline provides a summary of the BPMe6.
For a more complete presentation, please consult the
BPMG6. In instances where the reader might consider
that the conceptual advice in this Guide could be in-
terpreted as deviating from the BPM6, the BPME6 is



to be used as the prime source of conceptual advice.
The concepts of the international accounts are harmo-
nized with the SNA, so they can be compared or ag-
gregated with other macroeconomic statistics.

1.13 The international accounts for an economy
summarize the economic relationships between resi-
dents of that economy and nonresidents and provide
an integrated framework for the analysis of an econo-
my’s international economic relationships. They com-
prise the following statistical statements:

o The ITP—A statement that shows at a point in
time (1) the value of financial assets of residents
of an economy that are claims on nonresidents
or are gold bullion held as reserve assets, and
(2) the liabilities of residents of an economy to
nonresidents

« The balance of payments—A statement that sum-
marizes economic transactions between residents
and nonresidents during a specific time period

o The other changes in financial assets and li-
abilities account—A statement that shows other
flows, such as valuation changes, that reconciles
the balance of payments and IIP for a specific pe-
riod, by showing changes due to economic events
other than transactions between residents and
nonresidents

1.14 An economy consists of all the institutional
units that are resident in a particular economic terri-
tory. The most commonly used concept of economic
territory is the area under the effective economic con-
trol of a single government. For the purposes of global
statistics and reporting to the IMEF, it is important to
have data on all areas under control of a particular
government, including special zones, even if for some
of the government’s own purposes, those zones are
excluded or shown separately. Economic entities who
have closer associations with other economies are
nonresidents.?

Flows and Positions

1.15 Flows refer to economic actions and effects of
events within an accounting period, and positions refer
to a level of assets or liabilities at a point in time. Inter-
national flows are recorded in the accounts as trans-

>The concept of residency is fully discussed in Chapter 4 of
the BPM6.
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actions (balance of payments) and other flows (other
changes in financial assets and liabilities account).
Positions of external financial assets and liabilities are
recorded in the IIP. Flows and positions are integrated
so that all changes in positions between two points in
time are fully explained by the recorded flows. Posi-
tions and flows of financial assets and liabilities are
grouped according to the functional and instrument
classifications of financial assets and liabilities. Nonfi-
nancial transactions are generally grouped according
to their nature and characteristics. Flows and positions
are discussed in detail in the BPM6, Chapter 3.

1.16 A tramsaction is an interaction between two
institutional units that occurs by mutual agreement
or through the operation of the law and involves an
exchange of value or a transfer. The definition is ex-
tended to cover actions within an institutional unit
that are analytically useful to treat and separately
identify as transactions, often because the unit is op-
erating in two different economies, such as where one
part operates as a nonresident branch. The definition
is also extended to cover unrequited transfers, by
the identification of transfers as the corresponding
flow to the economic value supplied. Transactions
recorded in the international accounts are between
two institutional units, one a resident of the compil-
ing economy and the other a nonresident, and which
represent a change of economic ownership between
the units.

1.17 Other flows are changes in the volume, value,
or classification of an asset or liability that do not re-
sult from a transaction between a resident and a non-
resident. Other flows cover two broad types: (1) other
changes in the volume of assets and liabilities, which
reflect entrances of new assets into balance sheets and
exits of existing assets and liabilities from balance
sheets that are not caused by interactions by mutual
agreement between institutional units (i.e., transac-
tions); and (2) revaluations (holding gains and losses)
on an asset or liability arising from exchange rate
changes or from other changes in prices.

1.18 Positions refer to the level of financial assets
or liabilities at a point in time and are recorded in the
IIP. Positions at two points of time are connected with
flows during the intervening period because changes
in positions are caused by transactions and other
flows.



Accounting System

1.19 The international accounts for an economy
are to be compiled on a vertical double-entry book-
keeping basis from the perspective of the residents of
that economy, set out in two columns.’ Because each
transaction is either an exchange or a transfer, it re-
quires two entries of equal value. Vertical double-entry
bookkeeping ensures that the total of all credit and that
of all debit entries for all transactions are equal. In the
international accounts, the net IIP provides a measure
of net financial claims with nonresidents plus gold bul-
lion held as monetary gold.

1.20 In the current and capital accounts, a credit
denotes entries from exports of goods and services,
primary income receivable, transfers receivable, and
disposals of nonproduced nonfinancial assets. A debit
is used to record entries for imports of goods and ser-
vices, primary income payable, transfers payable, and
acquisitions of nonproduced nonfinancial assets. In
the case of transactions in financial assets and liabili-
ties, 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. 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). A positive change indicates an
increase in assets or liabilities, and a negative change
indicates a decrease in assets or liabilities.

1.21 The BPM6 recommends the use of the accrual
basis for determining the time of recording of flows.
The accrual basis provides the most comprehensive
information because all flows are recorded (includ-
ing nonmonetary transactions, imputed transactions
and other flows). The change of economic ownership
is central in determining the time of recording on an
accrual basis. A change in ownership from an eco-
nomic point of view means that all risks, rewards, and
rights and responsibilities of ownership in practice are
transferred.

1.22 An important issue for the balance of pay-
ments compiler is the conversion of transactions and

3The accounting system underlying the international accounts, in
addition to the vertical double-entry bookkeeping, derives from
two other bookkeeping principles (a horizontal double-entry
bookkeeping and quadruple-entry bookkeeping). These account-
ing principles are explained fully in Chapter 3 of the BPM6.
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positions data expressed in one currency to the cur-
rency (unit of account) in which the balance of
payments accounts are compiled.* The BPM6 recom-
mends that flows be converted at the rate prevailing
when the flows take place and positions at the rate
prevailing on the balance sheet date. The midpoint
between the buying and selling rates should be used
at the time of transactions and at the close of business
on the reference date for positions.

1.23 Although the balance of payments accounts are
in principle balanced, imbalances result from imperfec-
tions in source data and compilation. This imbalance—
known as net errors and omissions—is a usual feature
of balance of payments data and should be identified
separately in published data.

Classifications Used in the International
Accounts Statistics

1.24 The different accounts within the balance of
payments are distinguished according to the nature
of the economic resources provided and received.
The current account shows transactions of goods,
services, primary income, and secondary income be-
tween residents and nonresidents; the capital account
shows credit and debit entries for nonproduced nonfi-
nancial assets and capital transfers between residents
and nonresidents; and the financial account shows
net acquisition and disposal of financial assets and li-
abilities. 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 net
balance of the financial account. The financial account
plus the other changes account explain the change in
the IIP between the beginning- and end-of-periods.

1.25 Financial assets are residents’ financial claims
on nonresidents and gold bullion, and financial liabili-
ties are nonresidents’ financial claims on residents. The
major classifications of financial assets and liabilities
in the financial account and in the IIP are as follows:

« Functional type of investment (direct investment,
portfolio investment, financial derivatives (other
than reserves) and employee stock options, other
investment, and reserve assets)

“For some economies, the unit of account is the national currency,
and for others another currency (e.g., U.S. dollars) may be used.



o Instrument of investment (equity and invest-
ment funds shares, debt instruments, and other
financial assets and liabilities)

Sector of the domestic transactor (central bank,
general government, deposit-taking corporations,
except the central bank, and other sectors—other
sectors are further broken down between other
financial corporations, nonfinancial corpora-
tions, households, and nonprofit institutions
serving households).

Data Sources Used to Compile
International Accounts Statistics

1.26 Chapters 2 through 9 present and analyze the
main data sources that may be used to compile bal-
ance of payments and IIP statements, ranging from
enterprise surveys to the use of individual counterpart
economy data available in international databases.
Special features of these sources are noted. Enterprise
surveys are treated in Chapters 2 (how to conduct a
survey) and Chapter 3 (specific surveys for balance of
payments and international investment position). The
use of an international transactions reporting system
and of the international merchandise trade sta-
tistics is discussed in Chapter 4 and Chapter 5, re-
spectively. Other official and administrative data
sources (for the general government and central
bank sectors and data gathered by government insti-
tutions as a by-product of carrying out their various
functions) are discussed in Chapter 6. Data provided
by the IMF and other international organizations

and international databases with individual counter-
part economy data (such as the international bank-
ing statistics, coordinated direct investment survey,
and coordinated portfolio investment survey) are
discussed in Chapter 7. Institutional arrangements,
estimation techniques, and other issues that may af-
fect the compilation of international accounts are
discussed in Chapter 8. Data sources for develop-
ing an IIP statement, including deriving quarterly
position data from quarterly transactions data, are
discussed in Chapter 9.
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Compiling and Disseminating
International Accounts Statistics

1.27 Chapter 10 covers topics relevant to prepara-
tion of the financial account, including estimation
techniques when relevant data are either untimely or
unavailable. Chapters 11 through 15 focus on individ-
ual balance of payments categories: goods (Chapter 11),
services (Chapter 12), primary income (Chapter 13),
secondary income (Chapter 14), the capital account
(Chapter 15), and exceptional financing (Chapter 16).

1.28 Chapter 17 focuses on two important aspects
of the data quality assessment. Serviceability relates
to the dissemination of data with an appropriate pe-
riodicity and timeliness, and consistent internally
and with other macroeconomic datasets. Accessibil-
ity relates to the dissemination of data and metadata
clearly, on an easily available and impartial basis, and
with suitable support service for users.



Introduction

2.1 This chapter provides some general informa-
tion and rules on what needs to be done to conduct
enterprise surveys. However, these procedures can
also be applied to other business or household sur-
veys if conducted for balance of payments purposes.
Many economies continue to use a bank international
transactions reporting system (ITRS); however, some
economies are moving to survey-based collection
systems. Individual economies decide on the general
approach to adopt, but it is considered that a survey-
based system is better able to collect the data for the
balance of payments and IIP as transactions become
increasingly complex, while in some more “basic” cir-
cumstances the ITRS is still effectively used.

2.2 Enterprise surveys can be used to capture data
for most elements of the balance of payments and
IIP. They all have common operational aspects. This
chapter begins with a description of the steps that are
involved in conducting an enterprise survey. The gen-
eral principles set out in this chapter are applicable
in all cases, even though the collection process may
range from data collection by telephone from a few
large companies to highly organized, large-scale, mail-
based or Web-based surveys. A survey may also be de-
signed to capture a specific type of data or to obtain
data that supplement other sources, such as an ITRS.

2.3 Surveys should be based on clearly defined ob-
jectives, sound collection methodology, and a well-
established legal basis. Properly designed collection
forms, full coverage of the population, well-defined
data structures and classifications, and effective data
validation and aggregation procedures are also re-
quired for enterprise surveys.

Timetable

2.4 Compiling agencies that have never conducted
a survey will have a different timetable from those
agencies that conduct them regularly. Box 2.1 sets out

How to Conduct a Survey

a broad framework for a timetable, covering most of
the aspects compilers will need to take into account
when developing a survey. Each of the steps is elab-
orated further in this chapter. The timetable can be
adapted to national circumstances, but in general the
steps apply to most surveys. Agencies with more prac-
tice and experience, or topics that are not as compli-
cated as others, may not need as long a lead time prior
to conducting the survey, and also may not need as
much lead time for editing, processing, and dissemi-
nating responses to the survey.

Responsibility for Producing
Official Statistics

2.5 In many economies, a statistics act or formal
legal arrangements exist under which the central
bank or statistical agency has the authority to collect
information or conduct a survey. In some economies,
there may be no such legal authority. In those circum-
stances, proceeding with a collection on a voluntary
basis may be appropriate, depending on the general
relationship between the collecting agency and the
companies being surveyed, but it is preferable to have
legal authority as soon as possible. Good legal author-
ity needs to state that reporting of statistical informa-
tion is mandatory, especially for large companies.

2.6 In some economies, responsibility for collect-
ing data for balance of payments purposes may be split
between two or more agencies. For example, central
banks may have responsibility for obtaining data from
financial institutions, while the national statistical
agency may have responsibility for the nonfinancial
entities. In other economies, an investment approval
agency or a financial supervisor may be a very impor-
tant source of information about cross border trans-
actions. Whereas involving all the relevant agencies in
the survey design will improve the relevance, as well
as the overall coverage and accuracy, of the data even-
tually collected, it is important that the legal authority
for the collection of these data allows all appropriate
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Box 2.1 Draft Timetable for Conducting an Enterprise Survey

Determine under whose authority survey will be conducted.

Definition of the population and creation of a survey frame: details to be stored on
information database. Begin development of information database of potential respondents.

Identify sources to establish survey frame.

Determine coverage of survey: sample or census.

Determine quantity and type of data to be collected and discuss with a sample of potential
respondents.

Draft survey forms and discuss with a sample of respondents.
Undertake initial discussions with key respondents.

I:I Finalize survey forms.

Conduct trial run with a small selection of respondents.
All other respondents should be reminded of the survey.

If feasible, inform respondents of the upcoming
survey.

Begin seminars to educate respondents of survey
needs and requirements.

1A

Mail questionnaires.

| Survey data due from respondents.

Follow up with those that have not
reported. Enter responses on
information database. Process results
for dissemination.

Review results for
quality.

Release results/use
results for inclusion in
balance of payments/IIP.

‘.1 5 6 (months)

NF---
Whk---

-2 -9 -6 -3 Reference
date
< Prior to reference date ------------ » - After reference date ------------- >
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agencies to access the information. The survey ques-
tionnaire should make clear which agencies have
access to the reported data. More information on in-
stitutional arrangements for compiling external sector
statistics is presented in Chapter 8 of the Guide.

Creating or Updating a Survey Frame

2.7 The survey frame comprises the set of units
subject to the survey and the details about those units
that can facilitate conducting of the survey. The survey
frame can be used to list units as well as to facilitate
some of the steps involved in conducting the survey,
notably through storing and tracking information on
the units being surveyed.

Developing a Register

2.8 The sources of information on potential sur-
vey respondents are varied, and the work required in
compiling a register to conduct a survey for the bal-
ance of payments purposes will depend on the extent
to which a register already exists. A register is a set
of records containing information on economic units
that are included, or have the potential to be included,
in balance of payments surveys.

2.9 If there is no existing register or if it is only ru-
dimentary, these are some of the sources that could be
used to build a register:

« Existing registers of companies maintained by
the statistical agency or other government agen-
cies for other purposes that might serve to pro-
vide useful information on those companies with
international transactions or positions

Government administrative sources; depending
on legislation and administrative arrangements
or the authority of the collection agency, these
might include taxation records, files, or lists (in-
cluding value added tax files and Customs files)

Information held by foreign investment approval
agencies or marketing boards

Information held by regulatory authorities (such
as those responsible for supervision of financial
institutions)

Statutory company reports and company regis-
tration details

Records held in foreign exchange control or in-
ternational transactions reporting systems

 Media reports (e.g., business magazines, newspa-
pers, or trade journals)

« Publicly available databases and reports such
as the stock exchange register, commercial eq-
uity registry information services, international
credit rating agencies’ publications, market re-
search reports or services by accounting or bro-
kerage firms

Industry and trade associations; these associa-
tions can make available lists of members, often
with indications of their financial size

+ Telephone directory.

2.10 All of these sources have limitations and
should be used together. Moreover, the extent of their
coverage may be larger, smaller, or different from those
for statistical purposes. However, most of them will
help build a register, such as by providing information
on the size of company activity. For example, a list of
importers from international trade statistics may clas-
sify importers by size of importing activity in a specific
time period.

2.11 The development of the balance of payments
register may be regarded as a two-part activity. In the
first phase, companies with potential balance of pay-
ments transactions are identified as being engaged
in cross border activities via sources previously de-
scribed. The register then becomes the source list for
companies to be included in balance of payments sur-
veys. These companies are then compared with units
already listed on the register. The compiler should
make every effort to identify all units with potentially
significant balance of payments transactions.

2.12 In the second phase, more information is ob-
tained on companies that were identified from initial
sources and are not yet in the register. It is unlikely
that all companies identified will be entered in the
balance of payments register because some units will
not be engaged in activities of interest. An explor-
atory survey may be used to discover what, if any,
balance of payments activities the companies are in-
volved in and the size of those activities. Model form
1 in Appendix 8 is an example of a form that could
be used for an exploratory survey. In such surveys,
the form should be kept simple so that collection
and processing costs are minimized. Implementation
of the exploratory survey may reveal problems with
source data; for example, a number of duplicates may



be found, or it may be difficult, in practice, to identify
all units listed by a source.

2.13 Companies determined from the exploratory
survey not to be engaged in balance of payments ac-
tivity should be recorded on a list of residual com-
panies and monitored. These companies should be
approached in future exploratory surveys approxi-
mately once every five years.

2.14 A threshold can be established for including
companies in the exploratory survey—particularly
if source lists are large. However, the compiler may
wish to add units of particular significance directly to
the register, rather than including them in the explor-
atory survey, so that these units participate in balance
of payments collections as soon as possible. Units
below the threshold may be recorded on supplemen-
tary lists.

2.15 If units in the balance of payments register are
stored at the company group level, the register should
include some information on company group struc-
tures. This information is important if a company
is identified as potentially suitable for inclusion in
the balance of payments register. In these cases, the
compiler must know whether the company is part of
a group that has already been identified. A company
register for an international transactions reporting
system could also record information on a group basis
even though the collection (survey) may use the com-
pany as the statistical unit.

2.16 Once the balance of payments register is
established, it should be updated and extended as
necessary. The compiler should keep abreast of devel-
opments taking place in the economy—for example,
by reading the financial news. He or she should also
be alert to any major changes among sources used for
initial identification of companies with potential bal-
ance of payments transactions. Some companies will
need to be dropped from the register as they do not
have the type of transactions/positions being mea-
sured, while others will need to be added.

2.17 The register should include unit name, ad-
dress, contact officer, telephone and facsimile num-
bers, and area and size of balance of payments activity.
While the balance of payments register is a logical da-
tabase, it need not be physically separated from other
statistical registers. For example, some national statis-

tical offices maintain a single register for all surveys,
including balance of payments collections. Model
form 2 in Appendix 8 is an example of a form that
could be used to collect data to build up a register.

How to Conduct a Survey

2.18 Periodic references to the foregoing sources
are necessary to keep the register current. Some com-
panies may be surveyed for a variety of topics, while
others may be surveyed for only one. Some will be
covered in an ongoing survey; some only in a bench-
mark survey or in censuses conducted infrequently.
As a consequence, the register of companies will need
to cover many of the elements of the system.

2.19 Register’s sources should be reviewed progres-
sively, and lists of units newly identified from these
sources should be checked against the existing regis-
ter. Unless more immediate action is required, infor-
mation on newly identified units could be obtained by
including them in the next exploratory survey.

Building the Survey Population

2.20 After the development of the register, the
compiler needs to produce a list of potential respon-
dents. A decision needs to be made as early in the ex-
ercise as possible as to whether to undertake a census
or compile data from as large a sample survey as pos-
sible. In determining the reporting population, vari-
ous approaches are possible. In practice, compilers in
many economies use a combination of two or three
approaches when collecting data from companies:

o Census—Includes all members of the population

o Partial coverage collection survey—Includes all
companies above a certain threshold measured
in terms of their dimensions (e.g., nominal capi-
tal) or other variables (e.g., significant cross bor-
der activity)

o Random sample survey—Includes companies
that are preferably selected according to rigorous
sampling procedures, with the results “grossed”
up for the whole population

Stratified random sample—Groups population
components according to the size of selected ac-
tivity so that companies within different strata
have different probabilities of selection; usually,
this is a combination of the partial coverage and
random sample options but is more sophisticated
and might produce a high level of coverage while
remaining relatively cost-eftective.
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2.21 A census is useful to provide the benchmark
for estimating the universe in subsequent surveys
when samples may be used. However, for most activi-
ties, it is not necessary that the compiling economy
conducts a census covering all companies as it would
be too much burden and many economies are not
equipped for it. Maintaining an up-to-date informa-
tion database of all additions (and deletions) of com-
panies in the register is an essential part of keeping the
estimates as accurate as possible.

2.22 For economies that have not undertaken an
enterprise survey before, it will be highly beneficial
to initially focus on the largest firms in their econo-
mies that are involved in the activity being measured,
with less attention given to smaller firms. Consider-
ation should be given to more sophisticated meth-
ods of compiling data, only after experience has been
gained in conducting the survey, such as by conduct-
ing a sample survey with estimation for nonsample
firms. Undertaking a sample survey without a good
understanding of the relative size and importance
of the companies being surveyed may produce data
that cannot be reliably grossed up to a universe total
(more details on grossing up techniques are presented
ahead).

2.23 Grossing up the data without a census is more
difficult than conducting a survey, which requires
prior knowledge of the approximate size of the uni-
verse. The size of the universe involves two major
dimensions: the number of entities in the universe,
and the individual weight of each enterprise’s transac-
tions/positions. As economic statistics are primarily
concerned with values, in any survey, the focus of a
survey should be on those companies with the high-
est weights. In this regard, it may be appropriate to
conduct a census of those companies that constitute,
for example, 90 percent of the total activity/position
being targeted and to conduct a sample survey or use
models to estimate the remaining 10 percent of data.
However, it is also important to stress that there are
increasing demands for data on small and medium-
sized companies (SMEs), so that, if a sample survey
is employed for those companies with the smallest
contribution to the total, it may be useful to bear this
information in mind when the sample is designed, so
that the detail on the SME:s is sufficiently robust for
analysis, especially at the industry level.

2.24 The exploratory survey can be used to collect
broad information on the size of balance of payments
transactions of individual transactors in the popula-
tion frame. This information could be used directly to
estimate the impact of units not surveyed in the partial
coverage collection, or it could be used indirectly in the
creation of a framework for a sample survey. Because
sample surveys are relatively inexpensive, they can be
conducted at frequent intervals—for example, annu-
ally or quarterly—and can provide high-quality factors
for expanding results from partial coverage surveys.
Another advantage with sample surveys is that the im-
pact of nonresponse may be reduced. The disadvantage
with sample surveys is the presence of sampling error.

2.25 Nonetheless, nonresponse is likely to be a
concern with either a census or a sample survey. An
appropriate approach to dealing with it should be de-
cided before the data are collected (see paragraphs
2.56-2.62), and applied in a flexible way as the survey
develops.

2.26 Large transactors must be approached each
time a partial coverage collection is conducted. It is
therefore important that the list of large transactors
be kept up-to-date. Use of partial coverage collections
can provide cost savings without much loss of quality.
If the partial coverage approach is used for balance
of payments surveys, the compiler should develop
methods to measure, at frequent intervals, the con-
tribution to balance of payments activity of all mem-
bers of the population. These measurements could be
made by using an exploratory survey, a sample survey
of smaller units, or a benchmark census.

2.27 Efficient sampling procedures seek to keep
both the number of units selected and the sampling
error to a minimum. These objectives are usually
achieved by stratifying the population. Two factors
predominate in the determination of sampling error.
One is sample size; the larger the sample, the smaller
the sampling error. The other is the variability of the
activity being measured; the wider the dispersion of
the activity, the greater the sampling error. Population
size is not an important factor unless the population
is very small or the sample size approaches the size
of the population. Stratification involves grouping the
units into similar size bands and selecting an inde-
pendent sample in each band. Variability of units in
each band is less than the variability of the population



of units as a whole. Typically all units in the largest
size stratum are enumerated. By using stratification
techniques, the compiler essentially increases sample
size for units likely to have large absolute variability in
size of activity.

2.28 In addition to supplementing partial coverage
surveys, sample surveys can also be used as the pri-
mary survey method. For example, the compiler can
use sample surveys as the principal source of informa-
tion on international trade in selected services. How-
ever, compilers in many economies choose not to use
a sample survey approach to supplement partial cov-
erage surveys. Instead, they use benchmark censuses
to establish the contribution of smaller units. These
censuses are usually costly and undertaken infre-
quently. Therefore, revisions to results may be made at
greater intervals. However, benchmark censuses typi-
cally provide more detailed information than other
approaches and also establish whether some compa-
nies, which should now be included in the completely
enumerated partial coverage survey, have changed
size during intercensus periods.

2.29 The compiler must be careful to select the
correct population. To do so, the appropriate target
group, probably the larger companies, should be en-
gaged through consultation meetings. These discus-
sions should make these companies aware of the
purpose of the survey and help the statistical agency
design the survey so that it is most efficient in obtain-
ing the desired information. Even where the statistical
agency has the legal right to collect the data, this does
not guarantee the cooperation of the target group—
and cooperation is essential for good results.

2.30 In approaching the target group, the compiler
needs to know not only the concepts that are to be
measured but also the nature of the business activi-
ties that are being surveyed. He or she also needs to
be aware of such things as the terminology used in
the business activity, the nature of the operations, re-
cord keeping, and accounting practices of the target
businesses in order to be able to communicate with
the target group and to gain their respect and coop-
eration. Businesses are not all structured in the same
manner. The information sought may be recorded in
different ways in different organizations—especially
for large, complex companies—so some flexibility in
how the data are captured is helpful.
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Information Content of the Survey Frame

2.31 Depending on the topic, the survey frame
should be developed well in advance of the reference
date (for more complicated topics, a lead time of 12 or
even 18 months may be appropriate).

2.32 The survey frame should include relevant
information on each respondent and may serve as a
tracking system for contacts with respondents. Rel-
evant information to maintain on the respondent in-
cludes the following:

« Respondent name
+ Respondent ID code/registry or business number
» Respondent address

 Respondent contact person/authorized person to
sign form

« Designation of contact person/authorized person
« Phone number of contact person/authorized person

» Facsimile number and e-mail address of contact
person/authorized person

o Activity code of respondent (i.e., business sector
of respondent)

« Financial/fiscal year of respondent’s enterprise
(i.e., accounting period).
Survey Log

2.33 A well-integrated data collection provides
comprehensive response logs containing information
about the respondent and to track response status.

Response log details

o Date letters/questionnaires are sent (could be au-
tomatically entered by computer)

« Date due

« Response status (responded, liquidated, no re-
sponse, respondent owned by another enterprise,
which will respond)

« Date first response received

o Date of first and subsequent follow-up and na-
ture of discussion and outcome

« Edit date and date of follow-up, if appropriate.

Computerizing the Survey Frame

2.34 Computerizing the survey frame may save
the compiler time and effort and reduce the scope



for error in dealing with survey respondents. Care-
ful maintenance of the database is also required—for
example, updating address changes, company name
changes, and so forth. The types of issues and tasks
that national compilers need to consider include the
following:

o Taking account of the information flows to and
from the database (the use of charts and dia-
grams may be useful in the planning phase)

« Taking account of the specifications required to
query the frame and to generate reports

o Designing a coding structure that embodies
important defining characteristics of each re-
spondent; this allows the sorting and analysis of
respondents and the tracking of nonresponse

Ensuring that supporting hardware/software
is sufficient for the task—for instance, that the
memory and processing capabilities are such that
response and retrieval times are acceptable

Allowing time for a thorough tryout of the sys-
tem before “live” use

« Backing up copies of data and software on a regu-
lar basis and storing them both on-site and at a
remote location so that the files can be restored
in the event of a system breakdown

Ensuring appropriate systems security and access
authorization

Producing thorough documentation on the system

Providing for a suitable filing system for associ-
ated papers, not least the completed survey forms.

Use of the Survey Frame

2.35 Once the survey is under way, the benefits of
an efficient computerized survey frame become ap-
parent. The benefits accrue both at the initial stage
of distributing the survey forms and at the follow-up
stage and beyond. Some of these benefits are presented
ahead to provide the compiler with an idea of the ca-
pabilities of a computerized information database.

2.36 At the initial stage, the compiler need to pre-
pare and dispatch (either electronically or via the mail
service) the survey forms and companion transmittal
letters. The compiler can generate the mailing labels
from the computerized information database. At the
same time, a record can be made noting which survey
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respondents will be sent a questionnaire (e.g., mail
status to “yes”). The compiler can also perform a qual-
ity check to ensure that the right respondent is receiv-
ing the right survey form(s).

2.37 This is particularly important if the mailing
includes more than one type of survey form. If the
statistical agency has never previously conducted
such a survey, it may be useful to include with the
survey form a postcard (or use some similar tech-
nique) that respondents use to acknowledge re-
ceipt of the questionnaire and identify the person
to contact. In this way, the compiler can quickly
identify problems and initiate follow-up action. The
national compiler should note, in the response log,
those companies that have returned the postcard.
The compiler should record the return of the com-
pleted survey form in the response log, along with
the date of receipt, and any changes required to the
information database (for instance, name, address,
etc.). The compiler could run a report to verify that
the correct entries have been made. Thereafter, he or
she could distribute survey forms to the appropriate
person for data capture and editing.

2.38 Foranumber of reasons, respondents may wish
to contact the compiler using the contact information
printed on the questionnaires. The compiler should
keep a record of significant phone calls and/or corre-
spondence (such as requests for extension of the survey
due date) either in a manual file or as a note against the
appropriate record in the response log file, along with
a notation on how the matter was resolved. If a survey
respondent requires more time to complete the survey
form, the compiler should note this information so that
reminders are not sent. In such a case, the response log
status is changed to indicate “in contact,” and follow-
up procedures are suspended for a specified period. If
nothing is received from the respondent by the agreed
date, the system should indicate this and prompt the
compiler to recontact the respondent. When new cop-
ies of the survey forms are requested, a remail is initi-
ated, and additional forms are sent to the respondent
with the follow-up procedures kept in place. The com-
piler must update the information database if updated
information is provided and run a check to confirm
that correct details have been stored.

2.39 At the planning stage, it is important to con-
sider which fields will be automatically completed by



the computerized system. For example, would the
“date mailed” field be updated directly by the mailing
program? Provide sufficient space for addresses and
so forth; it may be appropriate to subdivide fields for
some items (e.g., distinguishing the postal code from
the remainder of the address). Care needs to be taken
when assigning default values to fields. As a safeguard
against inputting errors, an accessible, online, sepa-
rate file should be maintained that lists inputs that are
currently acceptable for a specified field, so that un-
acceptable inputs will be rejected—for instance, en-
tering an “alpha” value in a field where only numeric
values are appropriate. It is also useful to have a com-
ment area for the compiler’s use.

2.40 When the closing date for the return of com-
pleted survey forms has passed, the compiler can
identify the overdue survey respondents from the
response log, based on the response status of “out-
standing” and the mailing date, and prepare labels for
envelopes and follow-up documents.

2.41 A number of reports can be produced on a
regular basis to assess the status of the survey:

o Transaction reports—Lists of changes to records
sorted by name, ID code, date, and so forth.

* Response log reports—Summary counts of survey
forms mailed, received, and percentage outstand-
ing; response log listing all survey respondents,
survey status sorted by name, ID code, and so
forth.

Draft Survey Questionnaires

2.42 The model survey forms provided in Ap-
pendix 8 could serve as a starting point for the ques-
tionnaires to be used to collect the data and could be
modified for local circumstances.

2.43 The basis for much of the information to be
collected—especially for financial data—should be
available from the business accounts (such as its in-
come and expenditure statement, the statement of
changes in financial position, and the balance sheet),
and the information collected should consider the ac-
counting standards that respondents routinely follow
in preparing and maintaining their records. However,
as some of the information needed for the interna-
tional accounts is not necessarily standard for draw-
ing up the accounts, respondents may not have ready

access to the data, or the data may require combin-
ing (or even disaggregating) data in the underlying
management information system. Contact with re-
spondents is, therefore, essential to ensure that there
is sufficient lead time for them to put in place the sys-
tems needed to extract the data.
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2.44 Balance of payments and IIP concepts and
definitions need to be considered when designing
surveys, and need to be carefully compared to the
concepts and definitions used in surveys. For in-
stance, identifying residents and nonresidents may
be difficult. The compiler may need to advise survey-
ors on suitable questionnaire design (e.g., to ensure
that the relevant components of remittances can be
estimated).

2.45 The questionnaire should indicate under what
authority the information is being collected, that the
information is for statistical purposes, and that no
confidential information will be divulged without the
consent of the individual respondent to which this in-
formation pertains and only aggregated data will be
published. Commercial and personal data are avail-
able only to compilers of balance of payments and
related statistics. The questionnaire and the trans-
mittal letter should also indicate the reason that the
information is being collected. As well, the question-
naire should provide advice on how the information
is to be provided, setting out the measurement date,
the currency of valuation, and the valuation princi-
ples, as well as some additional information (such as
the contact person’s details, and the industry of the
company).

Initial Discussions
with Key Respondents

2.46 The following is an approximate timetable for
conducting a survey for the first time. Once a survey
is being conducted on a regular basis, some of these
steps may not be necessary or the lead time may not
need to be so long.

About 12 Months before the Reference
Date of the Survey

2.47 Having identified many of the major com-
panies to survey, the compiler needs to complete the
development of an appropriate survey form, which
should be field-tested with the key respondents to



(1) inform them that the survey will be undertaken in
the coming year or so, and (2) to give the respondents
an opportunity to provide comments on the survey
form and to ask questions.

2.48 Having face-to-face discussions with key re-
spondents is a very efficient way of eliminating po-
tential reporting problems, thereby limiting the extent
of the need for follow-up and raising the quality of
the data. As was mentioned earlier, in surveys for the
compilation of economic statistics, accounting re-
cords are central. It is often the case that accountants
and economic statisticians use the same terminology,
yet the meanings may not be the same. Equally, eco-
nomic statisticians may use terms (such as “financial
intermediation services indirectly measured,” “trade
credits,” or “foreign direct investment”) that may not
be understood in accounting terminology. Such mat-
ters can be clarified and the draft reporting instruc-
tions improved.

2.49 The survey form needs to identify the agency
responsible for conducting the survey and under
which authority the data are being collected, includ-
ing sanctions for nonreporting, as relevant.

About Six Months before the Reference
Date of the Survey

Trial run, if feasible

2.50 Conducting a small-scale trial run with
a sample of respondents no later than about six
months before the reference date (even earlier may
be useful) may provide many benefits, resources
permitting. It may highlight where respondents
have problems interpreting the questionnaire, and
it may also serve to test the compiler’s processing
system. Highlighting and addressing problems at
this stage will reduce problems at a later, and more
crucial, stage.

About Three Months before the Reference
Date of the Survey
Advance notification to identified
respondents, if feasible

2.51 About three months before the reference date,
resources permitting, the compiler could send a no-
tification to all identified respondents to advise them
that the survey will be conducted, including the refer-
ence date and a summary of the information that will
be requested.
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Training seminars, if feasible

2.52 In addition to having one-on-one or small
group meetings with some key respondents, resources
permitting, it may be useful for the compiler to ar-
range larger seminars for respondents. These semi-
nars could review the survey form and identify any
areas where respondents may not be familiar (such
as the concept of residence or center of predominant
economic interest). The point should be made that the
information provided is confidential and only aggre-
gated data will be published. The seminars also help
public relations, and allow the compiler to advise re-
spondents of the reasons for the survey. The seminars
should serve as another opportunity to fine-tune the
questionnaire.

About One Month before the Reference
Date of the Survey
Recontact respondents to remind them
of the survey

2.53 It may help the response rate (at least, initially)
if respondents are contacted (by mail or e-mail) to re-
mind them of the survey’s reference date and when
data are due to be reported.

During the First Month after the Reference
Date of the Survey
Mail out survey, along with acknowledgment
cards, if feasible

2.54 As part of the questionnaire that is sent to the
respondents, resources permitting, it may be helpful
to include acknowledgment cards, which respondents
should return to the compiler, to indicate that the sur-
vey has been received. Respondents should be asked
to return these cards immediately upon their receipt.
For responses that have been received, this should be
entered on the information database. For those re-
quiring follow-up, this should also be noted on the
information database.

Between One and Three Months after
the Reference Date of the Survey

Reporting date by respondents

2.55 It is recommended that data for an initial
survey be requested within one to three months
after the reference date, depending on the com-
plexity of the survey and how readily respondents
can access the information from the management



information systems. If it is later than this, respon-
dents may forget to complete and return the ques-
tionnaire. After the lapse of this time, for those
respondents that have not reported, the compiler
should follow up more or less immediately after the
due date. Responses that have been received should
be recorded on the information database and made
ready for processing. The information database
should also note cases where follow-up is needed,
either due to nonresponse or due to an inquiry or
response that requires an action by the compiler.

Low Coverage or Low Response Rates

2.56 Hopefully a substantial share of the requested
data will be received within the time allotted for the
collection of the data, although there are likely to be
some responses that remain outstanding, particularly
if the questionnaires were not delivered and collected
by enumerators. In order to obtain data that approxi-
mate the universe, there are various ways to estimate
for low response or low coverage rates.

2.57 For economies that have conducted surveys
previously and prepared universe estimates of posi-
tions, the previous estimates can be used as a starting
point. For example, if a survey requested data from
100 companies, and by the cut-off date, returns have
been obtained from only 70 companies, the compiler
has to estimate the data for the missing 30 companies
on the basis of the most recently reported data for
these companies. These estimations can be calculated
as follows: the changes reported by the remaining 70
companies that filed surveys are considered in relation
to the volume percentage of the companies, reported
vis-a-vis not reported, from the previous period. This
technique can be refined by analyzing the changes by
sector. If there has been a history of making estimates
that have subsequently been revised, and if there is
a consistent upward or downward bias in the initial
estimates, the compiler should take this bias into ac-
count when calculating the estimates.

2.58 Ifthe survey is not a census, the results should
be grossed up to produce a universe estimate, per-
haps using an earlier benchmark survey or census as
the basis for the grossing up factors. When the next
census or benchmark survey is conducted, it may be
found that the weights for the unsurveyed portion
of the universe have changed. In that case, the data
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for the periods between the census/benchmark sur-
veys should be revised to reflect this. The change in
weights of the unsurveyed companies between the
two censuses/benchmark surveys should be intro-
duced gradually over the period for which the data
are being revised, rather than introduce the change in
weights all at once. Further details regarding grossing
up and estimating data appear in Chapter 8.

2.59 Other adjustments may include: taking ac-
count of exchange rate and price movements (espe-
cially for surveys of financial assets and liabilities);
changes in financial markets that might affect interest
and other income flows; for goods and services, ad-
justing the nominal values to volume measures (e.g.,
through price deflators) to see whether the nomi-
nal values are consistent with the volume measures;
noting developments in various types of markets (such
as commodities and financial) to ensure that any
changes are adequately picked up in the underlying
data or to adjust the collection vehicle’s questions
accordingly; where there have been changes in legal
or institutional arrangements (such as changes in ex-
change control or opening of segments of the local
market to nonresident activity—either through direct
sales or through permission to make investments)
that may result in changes in the nature of cross bor-
der transactions and positions.

2.60 Such approaches may provide reasonably good
estimates for positions data. The methods used to de-
rive universe estimates, when responses have been less
than 100 percent, should be described in metadata.

2.61 However, where response rates are low for a
survey that has not been previously conducted, alter-
native approaches may be required. For example, if
the survey requested data from 100 companies, and
by the cut-off date, returns have been obtained from
only 30 companies, in the absence of any other infor-
mation about the relative importance of those that did
not respond compared with those that did, one very
crude technique may be to multiply the reported data
by 100/30 to derive an estimate for the total. Although
such a crude technique should be a last resort, it might
be reasonable for a sector if all companies in it tend to
be similar. If there is some indication of the size of the
nonrespondents to the survey (such as based on other
surveys filed by the same companies, relative employ-
ment sizes, value added, or asset size) that could be



used to gain some measure of the relative importance
of those that have not reported compared with those
that have, then this information should be applied,
even if it is only an overall indication of size. In addi-
tion, telephone contact should be made to obtain use-
ful input from the companies that are considered to be
among the largest nonrespondents to the survey, be-
cause it is extremely important to find some method of
estimating the data for these companies as accurately as
possible. Published information such as financial state-
ments on the Internet may be useful to impute data for
large nonrespondent companies. If resources permit it
can be useful to inform a large nonrespondent what
imputed data for that enterprise will be included, in-
distinguishably, in the aggregate statistics. The enter-
prise might be inclined to provide better data.

2.62 Another option where positions data are
being surveyed and there has been a low response rate
might be, in the absence of any other information, to
use the comparative weights for accumulated transac-
tions reported by those that reported transactions for
balance of payments purposes versus those that have
not and to apply the weight for estimating missing
position data.

Editing/Validating Collected Data

2.63 If, despite all the preparations, survey respon-
dents submit poor-quality data, much good work will
nonetheless have been accomplished, because the
groundwork will have been laid for follow-on, more
successful effort.

2.64 The compiler conducting a survey for the first
time needs to be especially vigilant in checking data
supplied. The more experience the respondent has
in completing the survey form, up to a point, the less
likely significant errors will be made.

2.65 The compiler can conduct editing/validation
control checks on a number of levels. The compiler
can include checks in the survey form, cross-check
survey data against other reported data, and devise
analytical checks.

2.66 This section provides some guidance on a
range of possible checks. Nonetheless, it should be
borne in mind that the more the survey form fits the
domestic circumstances, and the more that survey
respondents are consulted about what is required of
them, then, inter alia, the greater the probability of
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receiving good-quality data. Perhaps just as impor-
tant, the more groundwork that is laid, the greater
the likelihood of cooperation, if the national compiler
needs to question the respondent about reported data.

Data Editing/Validation through
the Questionnaire Form

2.67 The sooner errors are spotted and corrected,
the better. For this reason, it is reccommended that the
compiler consider devising a survey form that explicitly
includes quality control checks and/or requires extra
information, which can be used as a consistency check.
However, if extra information is required, it should
be kept to the minimum necessary, and the compiler
should be clear as to the purpose of the collection.

2.68 Among the tools that can help raise data
quality are various computer systems that can allow
for internal edits, including commercial spread-
sheets; relational database management systems; and
time series database management systems. Simple
computer-checking procedures can be written to
process reported data. Edit checks could include
some of the following:

o Are the results consistent with what might be ex-
pected? (This question poses some difficulties for
surveys conducted for the first time, but the com-
piler may be able to use other data sources such
as those used for input to the national accounts
as an indication of what might be expected from
any given respondent.)

« Iftotal assets and liabilities (including sharehold-
ers’ funds) are to be reported, are they equal?

o Are reported transactions consistent with the
reported positions data after taking account of
such nontransaction changes as price and ex-
change rate changes, write-offs, reclassifications?
To use this particular quality control check, posi-
tions data are required for points in time.

o Where income is reported, do the rates of return
on assets/liabilities make sense in light of rates
of return available for other companies in the
economy?

 More generally, the compiler could require an of-
ficial of the reporting company to certify that the
information provided is complete and accurate;
this could help ensure data quality and promote
timely reporting. Similarly, requesting the name



of a contact person helps ensure that follow-up
enquiries are efficiently directed.

Data Editing/Validation through
Analytical Checks

2.69 The degree to which analytical checks can be
developed depends on the availability of comparable
data. If data are available, the following checks can be
devised:

« If position data and flow data are independently
assembled, then an attempt could be made to rec-
oncile these data. To do so requires consideration
of effects caused by different prices, exchange
rates, reporting thresholds, and other factors like
write-offs. Checks can be applied at the individ-
ual respondent and aggregate data levels.

o For surveys where financial position data are
being collected for the first time, but transac-
tions data are available, position data could be
compared to transaction data. If sizeable trans-
actions data appear opposite an economy for
which reported positions are small, it should be
investigated.

Advantages of a Survey as a Data Source

2.70 The main advantage of using surveys as a
data source may be that surveyors have more direct
control over the information collected, because it is
not a by-product of administrative or financial sys-
tems. In economies where questions can be added to
regular surveys, further useful information—also for
analytical reasons—can be obtained whenever the
survey is administered. Therefore a survey meets the
requirements for compiling the balance of payments
and IIP.

2.71 Surveys can also provide insights about for
what purpose the transaction is used, which can be
useful information for the compiler when evaluating
the coverage of data obtained from other sources. It
also may provide information to help estimate bilat-
eral flows, which is very useful as transactions become
increasingly complex.

2.72 Enterprise surveys of financial components
can be conducted specifying opening and closing
positions reconciled with transactions, providing in
principle more consistent data and permitting sound
consistency checks.
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2.73 The reporters have greater knowledge of
their transactions and are able to convey more accu-
rate information regarding foreign counterparts and
level of detail. Therefore enterprise surveys cause less
misclassification.

2.74 Enterprise surveys are usually conducted by
mail, e-mail, web applications provided by the com-
piler, or personal interview; therefore the report-
ing burden and the costs for the reporter usually are
moderate.

2.75 Information on other economic activity addi-
tional to balance of payments activities can be easily
collected through surveys for analytical purposes and
for quality control.

Disadvantages of a Survey
as a Data Source

2.76 There is the possibility of sampling error,
particularly where the target population under study
is relatively rare and the number of respondents in
the sample small. The target population may not be
uniformly distributed among the whole population.
Special sampling techniques may be needed to iden-
tify them and include them in statistically represen-
tative samples.

2.77 Samples may not represent the desired target
population. The behavior of the sample could differ
from the whole population, and the resulting esti-
mates obtained in this way will contain a bias.

2.78 There is the possibility of nonsampling error.
For example, the most significant error in information
on personal transfers is that it may be underreported,
because these data are often considered sensitive by
respondents.

2.79 Conducting a survey may be costly. The costs
for the compiler of using surveys vary greatly between
economies, in line with the cost of enumeration and
the cost of obtaining technical advice. Obtaining es-
timates with greater precision usually requires larger
samples, which increases costs or decreases fresh-
ness. The costs of designing surveys vary according
to the sampling method used. Adding questions to
an existing survey may be a cheaper method of ob-
taining survey data, but resulting usable sample sizes
may be small unless consecutive samples are pooled
because some cases are likely to be relatively rare.
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Box 2.2 Conducting a Private Capital Flows Survey in Anglophone Africa

United Kingdom Department for International Development—DFID
Background

This case study gives a brief overview of the IMF/DFID Enhanced Data Dissemination Initiative (EDDI) for Anglophone
Africa to introduce annual private capital flows surveys (PCFS) in a number of African economies. The PCFS provides direct
reporting of private sector, cross border financial flows and positions that can be used to compile the balance of payments
financial account and related IIP account. In some cases, the survey was expanded to include current and capital account
transactions and to collect data to meet other local stakeholder needs. However, the central focus of the PCFS was on the
balance of payments financial account and the IIP largely because data sources in this area were poor and because of a
heightened interest in the IIP.

Identification of the Survey Population

The survey's frame was mainly constructed by including all listed companies and consulting with the main industry
associations, large enterprise groups, and relevant government and public sector bodies (such as regulatory agencies, in-
vestment agencies, and export processing zones). The survey frames were mostly limited to private companies, although
some participating economies included selectively public corporations.

Approach Applied in Conducting the Survey

After the identification of the survey population, an exploratory survey module was added by some economies to ex-
isting large frame enterprise surveys or censuses conducted for other statistical purposes. It helped expanding the frame
to a size that would support a census of companies that met a threshold of foreign liabilities and assets. The result
showed that all companies that met a threshold of foreign assets and liabilities were included in the PCFS. The compilers
decided to conduct annual surveys with periodic larger frames and surveys with smaller frames for intermediate years
not yet explored. The establishment of close working relationships by balance of payments and IIP compilers with indus-
try associations, the local stock exchange for listed companies, and key major companies prompted the increased use of
e-mail communication and resulted in initiatives to establish the electronic reporting by some companies, although this
is at an early stage of development.

For most of the economies participating in the EDDI project, a census of companies that met a threshold of cross
border financial flows and positions was established. For others, further steps were required to finalize the survey
frame through the use of exploratory surveys as well as more detailed checks of the ITRS data for large financial ac-
count transactions.

Data Review Process

Most economies built internal review checks into the questionnaire. Control mechanisms were used to check the re-
ported data against previous survey responses, companies’ financial statements, and/or annual reports to shareholders.
The latest company financial statement and/or annual report to shareholders was requested from reporters together
with the completed questionnaire.

During the project the internal review checks built into the questionnaire were adjusted. Investigations showed that
the process of data review was best completed if the database was designed to facilitate the data review process. Some
economies in the project successfully established databases based on relevant data management software that provides
tools for scrolling through an entire enterprise survey to review responses on a company-by-company basis, looking for
gaps and outliers that escaped the attention of those completing the data entry screens.

Grossing Up for Nonresponse

Survey response was running at over 70 percent for most economies, although some major companies were reluctant
to respond. Response had generally improved with successive surveys. Presurvey sensitization meetings helped in this
regard, as well as the publication of reports on the outcome of the surveys. Techniques for grossing up for nonresponse
had evolved in the course of the project.

Because most cross border financing is accounted for by the major companies, estimates for nonresponding companies
were normally made on a company-by-company basis for the larger companies using available data, such as company
financial statements, the application of carry forward techniques to completed questionnaires for the company in earlier
surveys, and the use of ITRS data for large financing transactions. For smaller companies, grossing up techniques were ap-
plied when an earlier large-frame PCFS was conducted that allowed estimates for nonresponse to be made on the basis of
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Box 2.2 Conducting a Private Capital Flows Survey in Anglophone Africa (concluded)

the earlier survey. Some economies applied different grossing up techniques for large and small companies. For example,
it is likely that for small locally owned companies portfolio investment is small and borrowing from abroad is likely to com-
prise trade credit received. This information was taken into account when deciding how to gross up the resulting data.

The need for grossing up also arose when successive enterprise surveys had different survey frames, or when there
were differential survey responses. Earlier experience with enterprise surveys in the region had been to conduct each
survey on a stand-alone basis with its own database. This was true especially where spreadsheet software was used to
aggregate the reported data.

Databases were developed using appropriate data management software where it was possible to bring the results
of successive enterprise surveys into a single database. These databases made it possible to track the data reported by a
single enterprise across all years that had been reported, which may be particularly important where there were merg-
ers and acquisitions.

Other examples of grossing up (or down) techniques that were used concern the use of alternative data sources for
balance of payments and IIP compilation (such as ITRS or administrative data sources for investment approvals) that
cover earlier/later periods. In the case of trade credit, if a relationship is found between survey data and customs or
ITRS to obtain data for imports and exports of goods, some economies worked plans to apply grossing up techniques to
estimate trade credit for periods not covered by enterprise surveys.

Incorporation of Survey Results in Balance of Payments and IIP Statistics

On data dissemination issues, the EDDI project follows the IMF’'s Data Quality Assessment Framework (DQAF) for bal-
ance of payments statistics. Since the project is expected to result in substantial revision of balance of payments to en-
sure their consistency with directly reported IIP statistics, all participating economies were expected to follow the DQAF
guidelines on revision policy. These required that the revised data were announced by a press release that explained the
reasons for the revisions being made to previously published statistics together with documentation of the details of the
revisions that have resulted, and plans for the future. Publication of the resulting balance of payments and IIP data was
assessed against the DQAF standards for methodological soundness (in conformity with the BPM6, accuracy and reliabil-
ity, serviceability (periodicity, timeliness, and consistency), and accessibility.

Encountered Difficulties

¢ For some economies, tax records proved to be of limited use for the identification of the survey population as
they did not provide a useful tool for identifying companies with significant foreign liabilities and assets.

¢ In most cases where no foreign funding was involved, budgetary considerations limited the size of the survey
frame. In those cases, it was expected that the results could be recast using appropriate grossing up tech-
niques. A larger-frame survey should be conducted at a later stage.

e Experience in the region in using mail, e-mail, or telephone for contacting companies or sending out company
questionnaires was disappointing. For the most part, the use of e-mail and other electronic media had proven
effective only once a working relationship with a counterpart in the company had been established, and even
then was best suited for collecting data from the larger companies. In practice, for most economies in the
region, the preferred way of delivering company questionnaires and collecting completed questionnaires was
through the use of enumerators, particularly when the enumerator presented questionnaires to the company
physically and returned after two weeks to collect completed questionnaires.

Lessons Learned

e Assuring that all large companies were captured in the survey frame was often
difficult. In some cases, ITRS data for large cross border financial transactions that were classified by type of in-
strument and by the name of the account holder had proven useful as a check on whether all large companies,
especially those engaged in major investment projects, were included.

e Presurvey sensitization meetings were very important to increase the response rate.

¢ For some economies the best way to collect data for the first time was by sending enumerators to the compa-
nies instead of mail, e-mail, or telephone surveys.

¢ Well-defined databases encompassing the enterprise survey data were important in increasing the quality of
balance of payments and IIP statistics.



Introduction

3.1 In Chapter 2, the essential elements in con-
ducting a survey of businesses were discussed. Such
surveys, whatever the topic, have many elements in
common. This chapter discusses surveys of busi-
nesses for several specific topics in both the balance
of payments and international investment position
(IIP). While there are many elements in common, the
specific purpose of the survey and the complexity of
aspects of the balance of payments and IIP require
consideration of particular design features.

Collections on Goods
and Services Statistics

Goods

3.2 International merchandise trade
(IMTS) based on administrative records are the pri-
mary data source used by compilers in most econo-
mies for the compilation of the goods item in the
balance of payments. However, in some economies

statistics

compilers use an international transactions report-
ing system (ITRS), and in a few economies surveys of
businesses are used to collect extensive data for goods.

3.3 As described in more detail in Chapter 11, there
are a number of challenges in using the IMTS alone for
the compilation of the goods component. In particular,
adjustments may need to be made for coverage, classifi-
cation, valuation, and timing differences between IMTS
and trade in goods on a balance of payments basis. Tar-
geted surveys of businesses can be used to support the
adjustments from merchandise trade to trade in goods.

3.4 Similarly, if an ITRS is being used as the pri-
mary source for the compilation of trade in goods,
then targeted surveys of businesses can be used to
correct major cases in which the change of owner-

Specific Surveys for Balance
of Payments and International
Investment Position

ship and the time of recording of payments do not
coincide.

3.5 In addition to the ability to serve as a primary
source for trade in goods, or informing adjustments to
merchandise trade or ITRS-based trade data, surveys
of businesses can be extended to collect information
on goods trade-related components of the balance of
payments. These components include the two service
components associated with the physical movement
of goods (manufacturing services on physical inputs
owned by others, and maintenance and repair ser-
vices n.i.e. [not included elsewhere]) and the financial
account component on trade credit.

3.6 Model form 4 in Appendix 8 can be used for a
comprehensive survey of businesses to compile trade
in goods. If used to make adjustments to merchandise
trade or ITRS statistics, the form can be tailored to
address specific issues. Also, the compiler may need
to approach only selected importers and exporters
who trade in specific commodities or have large val-
ues or volumes of trade in order to achieve material
improvements to the balance of payments accounts.

Consignment trade

3.7 Goods shipped on consignment are an example
where the timing of a good crossing the customs bor-
der does not coincide with the change of ownership—
ownership change will occur later than the time the
goods cross the border, and it is only when the goods
are sold that they should be included in the balance of
payments. It would be useful, to ensure consistency of
recording, to obtain data on opening and closing po-
sitions of goods located abroad that were held, prior
to sale, by residents (the same applies to goods held
in the resident economy by nonresidents). In each
case, values of goods should be deducted from the



Specific Surveys for Balance of Payments and International Investment Position Q

merchandise trade statistics in the period in which
they cross the border, with the value of the sale added
to the merchandise trade statistics in the period in
which the sale occurs. Such adjustments would typi-
cally be made only when amounts involved are sig-
nificant. However, the BPM6 recommends that if it
is impractical to make the adjustments as described
earlier, the goods for consignment can be recorded in
balance of payments by the time of recording in IMTS
(BPMS6, paragraph 10.29).

Merchanting

3.8 Merchanting transactions—that is, the pur-
chase of goods by a resident from a nonresident com-
bined with the subsequent resale of the same goods to
another nonresident without the goods being present
in the compiling economy—are recorded in the bal-
ance of payments as transactions in goods, classified
as merchanting. If there is a change in the physical
form of the goods during the period they are owned
by the merchant as a result of manufacturing services,
then the transaction should be classified as general
merchandise (not as merchanting). Examples of the
treatment of goods under merchanting and manufac-
turing services on physical inputs owned by others are
presented in Box 10.1 of the BPM6.

3.9 By the very nature of merchanting, the goods
involved do not cross the customs boundary of the
economy of residence of the merchant. Therefore, the
data need to be collected directly from the companies
involved in merchanting. It may be possible to iden-
tify such organizations through the maintenance of a
business register that may be maintained by the col-
lecting body or central statistical office (if different).
Model form 5 requests data required for recording
merchanting transactions in the balance of payments.
Data should be collected on a gross basis, by com-
modity, and by partner economy, wherever possible.

Services

3.10 While international merchandise trade statis-
tics are used primarily in the compilation of trade in
goods in the balance of payments, some information
may be available to assist in the compilation of trade
in services. In particular, if total values of freight and
insurance costs are available through the merchan-
dise trade system, they can be used to estimate the
purchase of freight and insurance services, which is

described further ahead. Similarly, information in the
merchandise trade system may allow for the identifi-
cation of companies who are undertaking manufac-
turing services on physical inputs owned by others, or
supplying maintenance and repair services. However,
it is likely that there will be only limited information
in the merchandise trade system to support the com-
pilation of trade in services.

3.11 An ITRS can be used for the compilation of
trade in services statistics and is likely to have a good
coverage across the full range of services. However, as
with trade in goods, there may be challenges with dif-
ferences between the time of delivery of the service
and the time of payment, as well as from the “bun-
dling” of the payment for services with payments for
goods or financial instruments. Depending on the
system, an ITRS may also suffer from undercoverage
(payments for some services (e.g., telecommunica-
tion) are made on a settlement (net) basis) and present
difficulties for classifying to the detailed service type
(particularly if classifying by the extended balance of
payments services classification recommended in the
Manual on Statistics of International Trade in Services,
2010 (MSITS 2010)).

3.12 Surveys of businesses can provide the cover-
age across the full range of services. Model form 6 in
Appendix 8 provides guidance on a comprehensive
survey of services. As with surveys of businesses for
trade in goods, the survey can also be used to collect
information on trade credit. Capital account trans-
actions reflecting the acquisition and disposal of
nonproduced nonfinancial assets can be difficult to
separate from charges for the use of intellectual prop-
erty (services). As a consequence, the capital account
transactions might also be collected in a comprehen-
sive survey on trade in services.

3.13 Business surveys on services have proven suc-
cessful in a number of economies. However, some
general observations are in order. Surveys of busi-
nesses are designed to collect both credit (receipts)
and debit (payments) items. On the receipts side, the
particular service provided is likely to relate closely
to the industry activity of the company approached;
for example, the legal industry is most likely to pro-
vide legal services. This is less true on the import side,
although there are likely to be greater associations of
certain services with particular industries. Companies
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engaged in international trade in services may be
those undertaking other international business ac-
tivities. Therefore, it is possible to identify a large part
of the population involved in import of international
trade in services by approaching companies involved
in a direct investment relationship, companies that
have large external assets and liabilities, and compa-
nies that have large transactions in goods.

3.14 The nature of individual services and the
specialized providers associated with those services
means that tailored forms may be appropriate. These
instances are discussed in more detail ahead.

Manufacturing services on physical inputs
owned by others

3.15 It is often possible to obtain information on
manufacturing services on physical inputs owned by
others from merchandise trade statistics. Merchandise
trade statistics may provide the values of the goods
that arrive in the economy where the processing is
conducted (values of goods sent from the economy
where the goods are owned) and, after processing,
the values of goods that are returned to the economy
where the goods are owned (values of goods received
back by that economy). These transactions may be
identified separately in the customs documents, but
inconsistent valuation principles may be applied be-
tween goods entering and leaving the economy. Even
where the valuation principle is the same, the differ-
ence between the import price and the export price
may not accurately reflect the manufacturing ser-
vices that have been provided—for example, most
of the value of the processed goods may derive from
research and development undertaken by the owner
rather than the processing, or there may be holding
gains or losses on the goods while they are in the pro-
cessing economy.

3.16 Nevertheless, it is important to identify the
merchandise trade values of goods imported/ex-
ported to be processed without ownership changing
hands to ensure that these goods are excluded from
trade in goods in the balance of payments. In addi-
tion, the BPM6 recommends the compilation of sup-
plementary items on the values of goods received and
returned (for manufacturing services provided by the
reporting economy) and the values of goods sent and
returned (for manufacturing services acquired by the
reporting economy).

3.17 In order to collect information on the value
of the manufacturing services, it may be preferable
to conduct a survey of businesses. The number of
companies that undertake processing or send goods
abroad for processing may be relatively few and
could be identified from the customs documentation.
Therefore, companies may be able to be surveyed
about processing activities in a separate survey. Model
form 7 in Appendix 8 contains a sample questionnaire
on manufacturing services on physical inputs owned
by others.

Maintenance and repair services n.i.e.

3.18 Similar to manufacturing services on physi-
cal inputs owned by others, maintenance and repair
services often involve the movement of goods across
a customs border, although the services can also be
delivered in the economy of the owner of the goods.

3.19 Where the goods are being sent to the econ-
omy of the service provider and returned, the com-
panies involved in the provision and purchase of the
service may be identified through customs documen-
tation. In these cases, there may also be other move-
ments of goods across the customs border and the
companies may be involved in survey of businesses
on trade in goods more broadly. Model form 4 (for
trade in goods) in Appendix 8 includes questions on
repair services.

3.20 Alternatively, where the services are provided
in the economy of the owner of the goods, the resident
(either the provider of the services or the purchaser)
may be identified from business registers maintained
for balance of payments purposes. The general sur-
vey on trade in services (model form 6 in Appendix 8)
would capture information on the value of the ser-
vices provided.

Transport services

3.21 Theinternational transport industry has many
unique features that require special attention when
balance of payments transactions are measured. Vari-
ous modes of transport (including sea, air, rail, road,
space, pipeline, and waterways) may be employed.
A survey of businesses can be used, and may need to
be targeted by the residence of the service provider,
to measure the transactions associated with each
mode. The point-of-valuation convention adopted for
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transactions in goods adds to the complexity of recor-
ding transport industry transactions in the balance of
payments. This is explained more fully in paragraphs
12.35-12.36.

3.22 As mentioned in Chapter 12, paragraph 12.27,
to record transport and associated services correctly in
the balance of payments, it is necessary to distinguish
between owners and operators of mobile equipment,
and the compiler should, when using international
transport surveys, have a clear grasp of this distinc-
tion. International transport services are provided by
operators, who may not necessarily be the owners, of
the equipment. Owners can engage in balance of pay-
ments transactions (such as operational leasing) that
are related to transportation.

3.23 A number of persons or companies may be
approached for information relevant to the balance of
payments. For services provided by equipment oper-
ated by residents, the resident company should be a
good source of data. Local branches of nonresident
operators often possess, or have access to, relevant
information on the activities of their head offices.
Agents for nonresident operators may have reliable
information on services provided and expenses in-
curred by operators when agents are involved in the
provision of services or the payment of expenses.
A resident operator may also act as an agent for a non-
resident principal, and the resident transport operator
may be approached to report in this capacity. Addi-
tionally, importers may know the value of freight paid,
and government authorities who collect various port
charges may have the relevant data.

Model forms

3.24 Model form 8 in Appendix 8 requests the type
of data that a compiler could collect from a resident
transport operator. In part A of the model form, data
items include selected transport earnings and selected
expenses incurred abroad. Three categories of pas-
senger fares are collected: nonresidents traveling on
international routes of resident carriers (passenger
transport service credits), nonresidents traveling on
domestic routes (travel credits), and residents travel-
ing on international routes. The last item is not a bal-
ance of payments item, but collection may be useful
for compiling passenger fares earned by nonresident
operators (passenger transport service debits) if total

fares paid by residents is collected through a house-
hold survey. Four freight items are collected: freight
services on imports (which is not a balance of pay-
ments item, but as described ahead can be used with
total freight services paid by residents on imports to
derive transport debits as a residual), freight services
on exports (transport credits), freight services to non-
residents on operations in the home economy (freight
credits), and freight services on other foreign routes
(transport credits, assuming that all freight services
on foreign routes are provided to nonresidents). Re-
maining items included in the model form pertain-
ing to earnings cover inward mail (transport credits),
charter of vessels without crew (operational leasing
credits), and other earnings. For the last item, the bal-
ance of payments classification should be determined
by the description provided.

3.25 While all of the details that model form 8 re-
quests for expenses are not required as standard bal-
ance of payments components, separate identification
should ensure that complete data are reported. Details
sought include expenses on fuel and provisions (goods
debits), charters of vessels without crews (operational
leasing debits), and advertising (miscellaneous busi-
ness, professional, and technical service debits). Re-
maining expense items are included in transport. The
more detailed items may also be of analytical interest
to users of balance of payments statistics.

3.26 Part B of the form collects information on ex-
pected purchases of large equipment such as aircraft
and ships. Part C obtains data on passenger fare ticket
sales to residents on international routes.

3.27 Model form 9 in Appendix 8 seeks the type
of data that a compiler may collect from resident
companies providing goods and services to nonresi-
dent transport operators or acquiring services from
them. Part A of the form seeks data on fuel and pro-
visions (general merchandise credits), advertising
(miscellaneous business, professional, and technical
service credits), and a number of other items that are
included in transport credits. The collection of de-
tailed information should ensure complete reporting
of items and may be of interest to users of balance of
payments statistics as supplementary information.
Part A collects information on transactions in which
the resident companies provide services and settle
directly with nonresident principals and information



on transactions in which resident companies arrange
for services provided by other residents. Data are re-
quired on an accrual basis—that is, when the service
was provided, not when it was settled.

3.28 Part B collects data on passenger ticket sales
and passenger fare revenue, which are discussed
further ahead. Part C collects details on various
services—such as inland freight (to help estimate
freight debits) and mail (postal and courier service
debits)—provided by nonresident transport opera-
tors to residents.

3.29 In practice, model forms could be modified
so that separate forms are designed for each mode of
transport (in the case of resident operators reporting
on form 8) and for each type of company being ap-
proached (in the case of form 9).

Passenger fares—travel revenue or ticket sales

3.30 The compiler has two broad options for mea-
suring passenger fares; he or she may collect informa-
tion on the basis of travel revenue or on the basis of
ticket sales. In international transport surveys, data
on both ticket sales and passenger fare revenue could
be collected. This approach is adopted in model forms
8 and 9. Judgments can then be made about adjust-
ments appropriate for deriving a reliable passenger
fare earnings estimate.

3.31 Data on passenger fare commissions paid by
nonresident operators are also collected via the model
forms.

International shipping surveys

3.32 As with all surveys, the compiler must first
determine the statistical unit for which data are to be
collected. For international shipping activity, this is
often more difficult than for other surveys. It is im-
portant that the place of registration not be assumed
to be the residence of the operator. Moreover, as ships
are often leased, it is important to know whether the
lease is an operational or finance lease.

3.33 Lloyd’s of London has developed an interna-
tional Register of Ships' that lists a reference number,
vessel name, country of registration (or national flag),
owner’s name and address, vessel description, type

""The Register of Ships is available through purchase.
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(tanker, passenger cruise vessel, bulk carrier, etc.), and
capacity for each vessel. A compiler could use register
data in surveying operations of individual vessels or
in linking individual vessels to owners or other prin-
cipals. In a shipping register, the name of the lessor
(typically a financial institution) is usually recorded
for a vessel operated under a financial lease. It is im-
portant to recall that for balance of payments pur-
poses, the operator (the lessee), not the legal owner,
determines the provider of the services. Other names
(and addresses) recorded as owners may, in fact, be
nominees rather than actual owners.

3.34 It should be possible to collect accurate and
relevant data from resident companies in respect of
international transport transactions. There may be
some complex operational arrangements, but, with
clear instructions to the reporting companies in-
volved, high-quality data can be obtained. Sometimes
it may be difficult to identify all resident operators: the
compiler may have to use an exploratory survey or at-
tempt to identify operators from owners listed on a
shipping register.

3.35 It may not be possible to obtain information
from nonresident principals because a statistical com-
piling agency is generally not in a position to require
nonresident companies to report. On the other hand,
a significant part of the shipping may be handled by
a small number of nonresident companies that have
local branches or agents with thorough knowledge
and records of nonresidents’ earnings and expenses;
such is most likely to be true for petroleum transport
and the transport of major export or import commod-
ities. Agents should be defined to include branches of
nonresident companies acting on behalf of their head
office principals, resident shipping operators who act
as agents for nonresident principals, and importers
and exporters who act as agents. Overlap may occur if
more than one collection approach is adopted. For ex-
ample, a petroleum importer may be both a branch of
a nonresident enterprise and an acting shipping agent
for its nonresident parent. Shipping agents could also
be asked to report details of agent fees earned from
nonresident principals.

3.36 Inrespect of inland freight charges earned by
nonresident operators, only a small number of opera-
tors with relatively few clients (who may also act as
agents for nonresident principals) may be involved.
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Therefore, collection of data may be a straightfor-
ward matter. If this activity is more widespread, an
exploratory survey may be needed to identify the
principals, their agents, or companies using the
freight services.

3.37 In respect of other transport services (such as
passenger services and mail) provided by nonresident
operators, it should not be difficult to identify resident
companies acquiring these services or arranging the
sale of such services on behalf of nonresident prin-
cipals. In many instances, the sales office may be a
branch of the nonresident operator.

3.38 Data on services (such as stevedoring and pro-
visioning) supplied to nonresident operators may be
obtained by approaching suppliers of these services—
if suppliers can distinguish between services provided
to resident operators and those provided to nonresi-
dent operators. Similarly, government authorities
could be approached to obtain details of fees charged.
Alternatively, agents for nonresident operators could
be asked to supply details of all expenses met by them
on behalf of their principals.

3.39 It can be difficult to determine whether cov-
erage of shipping operators is complete. In some
economies, all vessels that enter and leave ports can
be identified from lists supplied by port authorities
or other sources. Such lists could be used to ensure
that resident shipping companies and agents for non-
resident shipping companies supply data in respect
of each vessel entering and leaving a country’s wa-
ters. Resident shipping companies and agents could
report on the basis of each voyage, on the basis of a
consolidated period, or on a vessel at a single port.
When reporting is done on a consolidated basis, a list
of vessels and ports visited should also be provided to
ensure that there is no duplication or omission in re-
porting. It is not unusual for different agents to act for
one vessel in different ports. Account should be taken
of such arrangements when collection methodologies
are determined.

3.40 To obtain a list of vessels owned or operated
by residents and operating abroad during an entire
reference period, the compiler could approach resi-
dent companies directly, consult the Lloyd’s register,
or consult trade journals. A combination of such
methods is likely to give the best results and may
identify resident operators previously unknown to

the compiler. Lists of ships could also be employed to
facilitate sample surveys (at least for measurement of
nonresident earnings and expenses), and the use of
such lists could alleviate some of the reporting burden
on shipping agents. Insufficient resources may make
it difficult or impossible for the compiler to collect
information on individual vessels. In such cases, the
compiler must provide clear reporting rules for ship-
ping operators and agents to follow to ensure com-
plete coverage and avoid duplication.

3.41 Circumstances arising from flags of conve-
nience should also be noted. Most economies have
legislation on shipping registration. Some economies
frame their legislation (usually by imposing fewer
obligations and costs) to attract shipping company
registrations and thus generate fees for national au-
thorities. The general rules for determining a service
provider’s residence (see BPM6, Chapter 4) apply to
shipping transport, with the result that the country of
registration is not a criterion for determining the resi-
dence of the provider.

International airline surveys

3.42 The statistical unit in surveys of the interna-
tional airline industry is generally the airline operator,
and this fact presents no major problems. However,
there may be a number of financing and leasing ar-
rangements of which the compiler should be aware.

3.43 Financing of aircraft is often undertaken
under financial lease arrangements. The treatment of
financial leases is straightforward; therefore the com-
piler should have no difficulty in imputing a change of
ownership to the airline operator when necessary and
in measuring the transport activity appropriately. The
treatment of financial leases is discussed in Chapter
10, paragraph 10.80.

3.44 It is common for airlines to lease aircraft
without crews from one to another for several years
at a time. These charters are usually known as “dry
charters,” and the charterer is regarded as the opera-
tor. Under such arrangement, the owner of the aircraft
will be renting the plane to the dry charterer, and this
rental agreement should be recorded under “operat-
ing rentals” (as a service debit if the owner is a non-
resident). The dry charterer will earn transport credits
in the balance of payments to the extent it provides
transport services to nonresidents.



3.45 “Wet charters” are akin to “voyage charters,”
and the plane is hired with a crew. In this case, the
company responsible for the crew is regarded as the
operator, and charter payments are recorded as pay-
ments for transport services.

3.46 There are some complex joint venture ar-
rangements in the international airline industry.
Various treatment options are outlined in Chapter 12,
paragraph 12.34. Compilers in most economies where
surveys are used to collect data on international airline
operations normally approach resident airline carriers
and the resident offices of nonresident airline carri-
ers. Such collections tend to be relatively small and
are usually readily managed. Model forms 8 and 9 can
readily be tailored specifically to the airline industry.

3.47 While coverage of normal commercial opera-
tions should be easy to maintain, coverage of private
charters and foreign military flights may be less eas-
ily measured. If these are missed, balance of payments
service credits (such as airport fees in the compiling
economy) could be understated. Monitoring such ac-
tivity should be possible in conjunction with civil air-
line and defense authorities.

Rail transport

3.48 In Chapter 4 of the BPMS6, the criteria for de-
termining residence are set out. If these criteria are
met for a rail operator, the company is treated as a
resident of the economy. When a rail company oper-
ates outside its economy and meets the definition of a
branch in the economy of operation,” a separate insti-
tutional unit is recognized and the railway system in
the second economy would be regarded as a resident
direct investment enterprise in the host economy. If
the activity of the rail company does not allow for the
recognition of a branch in the economy of operation,
the rail company (in the home economy) is deemed to
be providing transport services in the host economy.
Obtaining these credits in the home economy should
be relatively straightforward as the unit is a resident
of that economy. For the travel debits, however, it is
less easy: in this situation, the railway company may
have an agent in the host economy that could be ap-
proached for the information.

>The factors used for identifying a branch are presented in the
BPMS6, paragraphs 4.26-4.28.

Balance of Payments and International Investment Position Compilation Guide

Other modes of transport

3.49 Other modes of transport include roads,
waterways, pipelines, electricity cables, and space.

3.50 When a company providing road transport
services operates in more than one economy, the
separate operations of the company in each economy
should be regarded as resident units of those econo-
mies if the criteria for recognizing a branch are gener-
ally met. Thus, it follows that it is the principal center
of economic activity that determines the residence of
the unit, not the location of the mobile equipment.

3.51 Unlike rail transport, road transport services
may be provided by many companies and, as in the
shipping industry, there may be many complex own-
ership and operation arrangements. Collection of
complete data may be difficult, in practice, because
of the large number of companies involved, the com-
plex ownership and operating arrangements, and the
necessity to split, for balance of payments purposes,
inland freight (the carriage of goods within an econ-
omy or to the border) and international transport
(the carriage of goods outside the exporting border).
In addition, it may be difficult to distinguish services
provided to nonresidents from those provided to resi-
dents. Although it may be difficult to obtain complete
coverage of these activities, larger trucking and bus
companies could be approached, and collection of the
necessary data negotiated—these companies may be
able to make a reasonably good estimate on the pro-
portion of their business that is provided to nonresi-
dents compared with residents. Such estimates may be
easier for these companies to make for goods trans-
port than for passenger transport. If the breakdown
between passenger services provided to nonresidents
compared residents is too difficult for these compa-
nies to make, it may be necessary for the compiler to
undertake various on-site surveys of the passengers
themselves. Data on freight rates and cost factors may
be obtained, and these could then be applied to some
benchmark data collected by national statistical au-
thorities on road transport activity.

3.52 Transport by inland waterways should have
many features in common with rail systems; relatively
few operators are involved in most economies. How-
ever, in some economies, there are many operators,
and in these economies the compiler could explore
the possibilities for developing collection strategies
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similar to those described for international shipping
or for road transport.

Postal and courier services

3.53 Under the BPM6, postal and courier services
are also included under transport. The data could be
collected through survey of post offices; model form 6
from Appendix 8 could be used for this purpose.

Travel services

3.54 Surveys of businesses can be used to mea-
sure expenditure by residents traveling abroad (travel
debits) or travel expenditure by nonresidents in the
host economy (travel credits). Companies engaged
in providing the means to pay for travel can provide
information on both travel credits and debits, while
companies that provide travel services to nonresidents
can provide information on travel credits. Model
form 10 in Appendix 8 requests the type of informa-
tion that could be collected in a survey of businesses
of international travel. It is important to distinguish
between payments for international passenger ser-
vices and international travel. The former are in the
balance of payments under passenger services (part of
transportation services), while the latter are included
in travel. Surveys of businesses for travel purposes are
often used to supplement or to provide indicator se-
ries where surveys of households may be too expen-
sive to conduct on a frequent basis.

3.55 Businesses that provide the means to pay for
travel include institutions involved in issuance of
credit, debit, and cash cards, and traveler’s checks, wire
transfers, and the sale or purchase of foreign exchange
(usually banks or similar financial institutions); travel
agents; tour wholesalers; and retailers providing pre-
paid or package tours. Hotels and car rental compa-
nies may also be able to provide the information for
(some) credits data. Surveys of such companies could
be supplemented by estimates of travel expenditures
paid with other instruments (e.g., cash expenditure).

3.56 Many travel charges are made through credit
and debit cards, or through the use of automatic teller
machines. Data on expenditures by nonresidents in
host economies and by residents who travel abroad
and use credit, debit, or cash cards are typically avail-
able from card-issuing companies. These businesses
should be able to distinguish foreign payments and

receipts from domestic payments and receipts. As rela-
tively few institutions issue credit and debit cards, this
would be a small collection sample. Part A of model
form 10 contains the type of questions that may be
asked. Data should be collected before fees payable by,
or to, nonresident companies are deducted.

3.57 Wire transfers may be used by individuals and
travel organizers to pay for certain travel expenses.
However, wire transfers are also used for other pur-
poses (such as remittances), so it is important that the
purpose of the transfer is clearly identified at the time
of the transaction so that it can be properly classified.

3.58 Caution must, however, be exercised when
credit or debit card information is used without sup-
porting information on the transactions covered.
Payments may relate to nontravel items (such as im-
ports of goods) in the balance of payments, and the
residence of cardholders (as perceived by the issu-
ing company) may differ from balance of payments
definitions. Equally, some travel debits that are paid
for on credit or debit cards may be to a resident orga-
nizer or wholesaler, so there may be a need to survey
these companies as well, and ensure there is no un-
dercounting. Moreover, if travel transactions for car
rental or accommodation, for example, are obtained
directly from these businesses, it is important that
such transactions be identified separately in data ob-
tained from the credit or debit card companies so that
these data can be adjusted to avoid double counting.
Moreover, as such data sources are based on the time
of the payment, and not necessarily the time of the
travel, it would be useful to obtain some indicator as
to when the travel took place or will take place. Nev-
ertheless, in the absence of comprehensive surveys of
individuals traveling abroad, data on credit or debit
card expenditures can often serve as the basis for a
useful estimate of part of travel expenditure.

3.59 To measure some prepayments, including pack-
age tour payments, it is necessary to identify wholesale
and retail travel businesses. An exploratory survey could
be used to identify companies receiving (or making)
payments from (or to) abroad. Companies involved in
this activity on a significant scale could be asked, sub-
sequently, to complete a more detailed questionnaire.
Gross amounts involved should be collected so that
travel expenditure and commissions can be separately
distinguished. The compiler, in establishing a survey of



wholesale and retail travel businesses, should pay par-
ticular attention to reporting rules so that no overlap or
duplication of reporting occurs. Part C of model form 10
requests the type of information that could be collected.

3.60 With the increased use of credit, debit, and
cash cards, traveler’s checks are less important than
they used to be. Nonetheless, they remain important
for some individuals traveling abroad. Part B of model
form 10 seeks data that could be collected on the value
of the following:

o Traveler’s checks (less refunds to original pur-
chasers) that are issued abroad by nonresident
companies on behalf of your enterprise and used
during the recording period (travel credits)

Traveler’s checks that are issued by resident com-
panies to residents and presented for collection
by nonresident banks (travel debits)

Traveler’s checks (less refunds) that are issued
to residents by resident companies on behalf of
nonresident banks (travel debits)

Traveler’s checks that are sent for collection to
nonresident banks—that is, traveler’s checks is-
sued abroad by nonresident institutions and pur-
chased by resident companies from nonresident
individuals traveling in the compiling economy
(travel credits).

3.61 Gross data should be collected for all payment
means, and fees and commissions should be col-
lected separately and treated as financial services for
traveler’s checks, wire transfers, credit, debit, and cash
card transactions.

3.62 Businesses that issue traveler’s checks can
identify the name of the bank or other agent—and
the economy—that sold the traveler’s checks (this in-
formation is encoded in the number printed on the
traveler’s check) and any refunds on unused checks.
These businesses are also able to identify (or estimate)
the value of traveler’s checks used in each economy.
Companies acting as traveler’s check sales agents for
issuing companies have information on locations at
which traveler’s checks are sold and on details about
refunds. Staff of banks accepting traveler’s checks
know the values of checks sent abroad for collec-
tion by the banks. Therefore, for balance of payments
compilation purposes, it should be possible to identify
flows associated with traveler’s checks.
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3.63 As relatively few institutions (mostly banks)
issue and redeem or buy and sell traveler’s checks, data
should be readily available. The compiler, in establish-
ing a survey of traveler’s check transactions, should
pay particular attention to inclusion and exclusion
rules so that all transactions are reported without du-
plications. The resident transactor undertaking the
settlement with the nonresident party is usually des-
ignated as the reporting company in model forms.

3.64 Business surveys may also be used to mea-
sure actual travel services provided. Some compil-
ers collect, from hotels and tourist resorts, data on
numbers of nonresident individuals staying at these
establishments, numbers of nights spent, and expen-
ditures on accommodations and food. If conducting
a regular survey to collect these data is not possible,
it may be possible to obtain the numbers of visitors,
hotel guests, and so forth and use an average from a
benchmark survey (conducted annually) to estimate
the subannual transactions. However, in economies
with large seasonal travel flows, or with changes in
the types of travelers in different seasons, an annual
survey may mask important seasonal differences. In
those instances, subannual surveys should be con-
ducted whenever possible, or, if regular subannual
surveys are not possible, it is preferable to conduct a
benchmark survey once every three to five years that
captures seasonal variations.

3.65 In economies where nonresident individuals
stay at relatively few such establishments, a survey of
hotels may be a good data source. A survey of busi-
nesses can also be used to obtain data from other es-
tablishments likely to provide significant services to
nonresident travelers. Such services may be provided
by restaurants, car rental companies, tour and trans-
port operators, casinos, entertainment centers, and
so forth. To obtain a profile of nonresident travel ex-
penditure, the survey could collect the total value of
services provided or partial information, which could
be combined with information from other sources to
measure travel credits. Part D of model form 10 con-
tains the types of questions that could be used. The
rules about which businesses should report must be
clearly understood so that no overlap or duplica-
tion occurs. In the model form, data are collected on
the basis of the institution that receives the payment
rather than the institution that provides the service.
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3.66 Expenditure by resident employees work-
ing abroad or nonresident employees working in the
compiling economy should be treated as travel. These
expenditures may best be obtained through surveys
of households (see this chapter, Collections from Per-
sons and Households).

Construction services

3.67 Construction covers the creation, manage-
ment, renovation, repair or extension of fixed as-
sets in the form of buildings, land improvements of
an engineering nature, and other constructions such
as roads, bridges, and dams. It also includes related
installation and assembly work, site preparation and
general construction, and specialized services such as
painting, plumbing, and demolition.

3.68 Model form 11 could be used for collecting
information on construction abroad and construc-
tion in the compiling economy. The former covers the
construction work for nonresidents by residents and
the goods and services acquired from the economy in
which the construction activity is being undertaken,
from the economy of the construction company, and
from a third economy. The latter includes construction
work for residents by nonresident construction compa-
nies, and goods and services acquired in the compiling
economy by the nonresident construction companies.

3.69 The form also collects data on both short-term
and long-term construction projects. However, only
the short-term projects should be included under ser-
vices, while long-term projects should be treated as
foreign direct investment.

Insurance services

3.70 International insurance transactions include
insurance placed abroad by agents and brokers, other
insurance placed directly abroad, insurance received
from abroad, reinsurance received from abroad, and
reinsurance placed abroad. Also, it may be desirable
to distinguish between insurance on goods, other ca-
sualty insurance, and life insurance. See Appendix 2,
“Insurance Transactions and Positions,” for a discus-
sion on how to classify a transaction in insurance into
the service, income, transfer, and financial account
components.

3.71 Model form 12 in Appendix 8 requests data
that could be collected from businesses and used for

compiling insurance services and related balance of
payments items. Part A of the form contains premium
and claim items that may be collected from resident
insurance companies.

3.72 In addition to the claims and premiums in-
formation that can be used to estimate the insur-
ance services, model form 12 provides examples of
the information that could be collected to assist the
compilation of claims on technical reserves, income
on technical reserves (and premium supplements),
current transfers (secondary income), and capital
transfers.

3.73 Alist of insurance companies conducting both
insurance and reinsurance business should be available
from the authority that issues the licenses for insur-
ance businesses to operate. Resident insurance com-
panies should report details of premiums and claims
in respect of business obtained from abroad and in
respect of international reinsurance flows. In addition,
these companies may be asked to report separate de-
tails of premiums and claims in respect of insurance
written by them on imports (see paragraph 3.79).

3.74 In regard to goods imports, data regarding
premiums on insurance placed directly abroad and
data on associated claims may be collected by ap-
proaching importers. However, if such data are not
available from importers, an alternative is to deduct
from the estimate of total insurance premiums on
imports those insurance premiums on goods imports
paid to resident insurance companies and collected
from these businesses. In other words, for goods im-
ports, insurance premiums paid to nonresidents can
be derived as a residual. To obtain data on claims re-
ceived by importers when data from importers are not
available, data on premiums received and claims paid
by resident insurance companies on goods imports
could be used to calculate a claims to premiums ratio
that can be applied to insurance placed with nonresi-
dents. Care needs to be taken to avoid sample bias—
that is, where the nature of the goods being insured is
related to whether the imports are insured with resi-
dent insurers or nonresident insurers.

3.75 Data on insurance that covers insured items
other than goods imports and is placed directly
abroad could be obtained from a broad survey of
businesses. Branches and subsidiaries of nonresi-
dent companies (direct investment enterprises) are



more likely to place insurance abroad than are other
companies—especially when the head office of a mul-
tinational enterprise group takes out a global policy
or self-insures and recoups premiums from subsidiar-
ies and branches. Similarly, resident companies with
foreign operations that do not meet the criteria for
recognition of a branch may insure in the economy
where the activity is taking place.

3.76 Care should be taken in the case where a mul-
tinational company self-insures. In this case, claims of
the insured companies on their insurer (and the re-
lated income flows) are treated as direct investment
debt instruments (asset/liability) (and direct invest-
ment income flows). Sometimes the direct investor—
that is, the insurer—will reinsure with an unaffiliated
reinsurer.

3.77 Insurance agents and brokers are usually re-
quired to register with insurance authorities; there-
fore, a list of these businesses should be readily
available from official sources. An exploratory form
could be used to identify agents and brokers placing
insurance abroad. These agents and brokers would
then be asked to complete a more detailed question-
naire. Data required on insurance transactions include
details of premiums paid abroad and claims received.
On model form 6, in the section to be completed by
agents and brokers, insurance on goods imports is re-
quired as a separate category to ensure that it is not
double counted. Insurance agents and brokers may
satisfactorily report data on premiums paid abroad,
but they may not be aware of claims received by resi-
dents. Therefore, the compiler may wish to adjust the
claims data accordingly. The adjustment should be
made in consultation with agents and brokers or by
using a claims-to-premiums ratio that domestic in-
surers think is appropriate. If such an adjustment is
made, the compiler should ensure that allowance is
made for any claims information collected directly
from the recipient—allowance should be made to
the extent that such claims relate to premiums paid
through resident agents.

3.78 Households may obtain insurance coverage
for both life and nonlife from insurance companies
abroad. Some may be obtained through agents or
brokers in the resident economy, and the data may
be obtained through a survey of businesses of these
companies. However, households may obtain such
coverage directly from nonresident providers. Such
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coverage may be increasing, especially through the
use of the Internet. Therefore, the compiler may need
to undertake periodic household surveys (see this
chapter, Collections from Persons and Households)
or use bilateral data, if available, from those econo-
mies where residents place most of their direct insur-
ance coverage.

Freight and insurance services on imports

3.79 Data for freight and insurance on imports
may be required for a number of balance of pay-
ments purposes. If imports are recorded on a c.i.f.
basis in merchandise trade statistics, data on freight
and insurance are necessary to adjust imports to an
f.0.b. basis. Data also are necessary to estimate freight
and insurance premiums paid to nonresident insur-
ers. A common practice is to collect data on resident
carrier earnings from freight services on imports and
data on insurance premiums paid to resident insur-
ance companies on imports; to deduct these amounts
from estimates of total freight services and insurance
on imports; and thereby derive the residual figure for
freight services and insurance premiums attributable
to nonresidents. See Appendix 2 for a further discus-
sion on how to classify a transaction in insurance into
the service, primary income, secondary income, and
financial account components.

3.80 This process requires information on the total
payments for freight services and insurance on im-
ports. It may be that customs documentation includes
both c.i.f. and f.o.b. valuations on imports, allowing
the calculation of total freight and insurance. Alterna-
tively, an across-the-board survey of importers can be
used to obtain the total value of freight and insurance.
Importers may be asked to supply data on imports on
an f.o.b. (or c.i.f.) basis and on freight and insurance
components separately. These data may be requested
for total imports or, preferably, for imports at each
commodity level. Part B on import of goods in model
form 4 in Appendix 8 includes questions on the value
of freight services and insurance. A survey of import-
ers could also seek information on how much of the
freight services and insurance was paid to resident
transport and insurance companies.

3.81 The survey of importers does not need to be
conducted every quarter or even every year. Ratios can
be calculated between the value of the goods being im-
ported (either on a c.i.f. or f.0.b. basis) and the charges
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for freight services and insurance. These ratios can
then be applied to the value of similar goods in sub-
sequent periods. A benchmark survey of importers
conducted every three to five years may be sufficient
if there is a relative degree of stability in the origin and
composition of the imports. A subsample may be con-
ducted on a more frequent basis in order to determine
whether the ratios have changed significantly from
those calculated from the benchmark survey.

3.82 If a comprehensive survey is not possible, the
compiler could still approach selected companies to
obtain data on freight and insurance for certain com-
modities, particularly those where charges may be a
considerable part of the c.if. value (e.g., insurance
charges on petroleum). Even though the compiler may
still have to estimate freight and insurance for some
commodities, the scope of estimation is reduced.

Pension services

3.83 International pension services include resi-
dents receiving pension services from nonresident
pension fund operators, and services provided by
domestic pension funds. Services are delivered con-
tinuously by pension funds (usually associated with
employment), contributions are received, benefits
are paid, and assets are invested and managed. As
the recipient of pension services is always an indi-
vidual, information will generally be difficult to col-
lect through a survey of businesses for services debits.
“Employment-Related Pension Schemes and Social
Security Schemes” of Appendix 2 contains a discus-
sion of the classification of the various transactions
associated with employment-related pensions and
social security.

3.84 Model form 13 in Appendix 8 requests data
that could be collected from businesses and used for
compiling pension service credits and related balance
of payments items. Parts A and B of the form contain
items for contributions to the fund and pensions paid
out of the fund. The model form can also be used to
collect data on secondary income, the technical re-
serves of the pension fund, and income on the techni-
cal reserves.

3.85 A list of pension fund operators should be
available from the authority responsible for licens-
ing pension funds to operate. Resident pension fund
companies should report details on contributions to
the fund, reserves held by the fund, and pensions paid

out of the fund to nonresidents. Fund operators may
be readily able to identify nonresident members of the
fund based on the addresses of the members.

3.86 There are some instances where there may be
domestic sources of information on pension service
debits. In some economies, it is possible for individu-
als to determine their own pension funding arrange-
ments. In these cases, agents and brokers may offer
services including the placement of funds abroad—
these agents do not take the liability onto their own
books, but rather arrange for the funds to be invested
by nonresident pension funds. In model form 6,
Part D requests information from brokers and agents
on the placement of monies in nonresident pension
funds. Regardless, the agents and brokers are unlikely
to be aware of the pension benefits being paid out of
the fund, so they are only a partial source of infor-
mation. Ratios from domestic funds or actuarial as-
sumptions can be used to estimate positions in the
fund and pensions paid from the fund based on the
partial information.

3.87 Branches and subsidiaries of nonresident
companies (direct investment enterprises) may require
their employees to participate in specific funds asso-
ciated with the multinational group. Information may
be available from the branches or subsidiaries on their
payments to the foreign pension funds. While infor-
mation on pensions paid out of the fund may not be
known by the local enterprise, the estimation of pen-
sions and positions in the fund may be based on local
ratios or actuarial assumptions.

3.88 Most individuals who have claims on nonresi-
dent pension funds will deal directly with the fund or
through a nonresident employer (in the case of some
payments into the fund). Information on payments into
the fund, claims on the fund, and pensions received may
be available only from the resident, who, in this case,
is an individual. Therefore, the compiler may need to
undertake periodic household surveys (see this chap-
ter, Collections from Persons and Households). Alter-
natively, the compiler may use bilateral data, if available,
from those economies where residents are employed.

Financial services

3.89 Financial services include explicit fees asso-
ciated with loans, deposits, asset management, bro-
kerage fees, and the implicit service charge on loans
and deposits reflected in the difference between the



interest charged (earned) on loans (deposits) and a
reference rate, such as interbank rate. This implicit
service charge is known as financial intermediation
services indirectly measured, or financial intermedia-
tion services indirectly measured (FISIM).

3.90 Explicit fees are generally associated with ex-
ternal financial assets or liabilities. Model form 17 in
Appendix 8 is an example of a comprehensive survey
of financial claims and liabilities to nonresidents. This
form also requests data on the explicit fees charged be-
tween residents and nonresidents on these positions.
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3.91 Appendix 3 provides a discussion of the esti-
mation of FISIM.

Other services

3.92 Collection of data on services such as communi-
cations, construction, certain financial services, computer
and information services, royalties and fees, other business
services, and other personal services are included under
other services. The classification of services according to
the BPM6 appendix is presented in Table 3.1, along with
the more detailed Extended Balance of Payments Services

Table 3.1 Classification of Services

Balance of Payments (BPM6)'

1.A.b.1 Manufacturing services on physical
inputs owned by others
1.A.b.1.1 Goods for processing in reporting
economy
1.A.b.1.2 Goods for processing abroad

1.A.b.2 Maintenance and repair services n.i.e.

1.A.b.3 Transport
1.A.b.3.1 Sea transport
1.A.b.3.1.1 Passenger
Of which 1.A.b.3.1.1.1 Payable by border,
seasonal, and other short-term workers
1.A.b.3.1.2 Freight
1.A.b.3.1.3 Other
1.A.b.3.2 Air transport
1.A.b.3.2.1 Passenger
Of which 1.A.b.3.2.1.1 Payable by border,
seasonal, and other short-term workers
1.A.b.3.2.2 Freight
1.A.b.3.2.3 Other
1.A.b.3.3 Other modes of transport
1.A.b.3.3.1 Passenger
Of which 1.A.b.3.3.1.1 Payable by border,
seasonal, and other short-term workers
1.A.b.3.3.2 Freight
1.A.b.3.3.3 Other
1.A.b.3.4 Postal and courier services
For all modes of transport:
1.A.b.3.0.1 Passenger
Of which 1.A.b.3.0.1.1 Payable by border,
seasonal, and other short-term workers
1.A.b.3.0.2 Freight
1.A.b.3.0.3 Other

Extended Balance of Payments Services Classification
(EBOPS—MSITS 2010)

1 Manufacturing services on physical inputs owned by others
1.1 Goods for processing in reporting economy
1.2 Goods for processing abroad

2 Maintenance and repair services n.i.e.

3 Transport
Alternative 1: Mode of transport
3.1 Sea transport
3.1.1 Passenger
Of which 3.1.1.1 Payable by border, seasonal, and other short-
term workers
3.1.2 Freight
3.1.3 Other
3.2 Air transport
3.2.1 Passenger
Of which 3.2.1.1 Payable by border, seasonal, and other short-
term workers
3.2.2 Freight
3.2.3 Other
3.3 Other modes of transport
3.3.1 Passenger
Of which 3.3.1.1 Payable by border, seasonal, and other short-
term workers
3.3.2 Freight
3.3.3 Other
3.4 Postal and courier services
3.5 Space transport
3.6 Rail transport
3.6.1 Passenger
3.6.2 Freight
3.6.3 Other
3.7 Road transport
3.7.1 Passenger
3.7.2 Freight
3.7.3 Other
3.8 Inland waterways transport
3.8.1 Passenger
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Table 3.1 Classification of Services (continued)

Balance of Payments (BPM6)'

1.A.b.4 Travel
1.A.b.4.1 Business
1.A.b.4.1.1 Acquisition of goods and
services by border, seasonal and
other short-term workers
1.A.b.4.1.2 Other
1.A.b.4.2 Personal
1.A.b.4.2.1 Health-related
1.A.b.4.2.2 Education-related
1.A.b.4.2.3 Other
For both business and personal travel:
1.A.b.4.0.1 Goods
1.A.b.4.0.2 Local transport services
1.A.b.4.0.3 Accommodation services
1.A.b.4.0.4 Food-serving services
1.A.b.4.0.5 Other services
Of which 1.A.b.4.0.5.1 Health services
Of which 1.A.b.4.0.5.2 Education services

1.A.b.5 Construction
1.A.b.5.1 Construction abroad
1.A.b.5.2 Construction in the reporting economy

1.A.b.6 Insurance and pension services
1.A.b.6.1 Direct insurance
1.A.b.6.2 Reinsurance
1.A.b.6.3 Auxiliary insurance services
1.A.b.6.4 Pension and standardized guarantee
services

Extended Balance of Payments Services Classification
(EBOPS—MSITS 2010)

3.8.2 Freight
3.8.3 Other
3.9 Pipeline transport
3.10 Electricity transmission
3.11 Other supporting and auxiliary transport services
For all modes of transport:
Alternative 2: What is carried
3a.1 Passenger
Of which 3a.1.1 Payable by border, seasonal, and other short-term
workers
3a.2 Freight
3a.3 Other
3a.31 Postal and courier services
3a.32 Other

4 Travel
4.1 Business
4.1.1 Acquisition of goods and services by border, seasonal and
other short-term workers
4.1.2 Other
4.2 Personal
4.2.1 Health-related
4.2.2 Education-related
4.2.3 Other
Alternative presentation for travel (for both business and
personal travel):
4a.1 Goods
4a.2 Local transport services
4a.3 Accommodation services
4a.4 Food-serving services
4a.5 Other services
Of which 4a.5.1 Health services
Of which 4a.5.2 Education services

5 Construction
5.1 Construction abroad
5.2 Construction in the reporting economy

6 Insurance and pension services
6.1 Direct insurance
6.1.1 Life insurance
6.1.1 a Gross life insurance premiums receivable (credits) and
payable (debits)
6.1.1 b Gross life insurance claims receivable (credits) and payable
(debits)
6.1.2 Freight insurance
6.1.2 a Gross freight insurance premiums receivable (credits) and
payable (debits)
6.1.2 b Gross freight insurance claims receivable (credits) and
payable (debits)
6.1.3 Other direct insurance
6.1.3 a Gross other direct insurance premiums receivable (credits)
and payable (debits)
6.1.3 b Gross other direct insurance claims receivable (credits)
and payable (debits)
6.2 Reinsurance
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Table 3.1 Classification of Services (continued)

Balance of Payments (BPM6)'

1.A.b.7 Financial services
1.A.b.7.1 Explicitly charged and other
financial services
1.A.b.7.2 Financial intermediation services
indirectly measured (FISIM)

1.A.b.8 Charges for the use of intellectual
property n.i.e.

1.A.b.9 Telecommunications, computer, and
information services
1.A.b.9.1 Telecommunications services
1.A.b.9.2 Computer services
1.A.b.9.3 Information services

1.A.b.10 Other business services

1.A.b.10.1 Research and development services

1.A.b.10.2 Professional and management
consulting services

1.A.b.10.3 Technical, trade-related, and other

business services

Extended Balance of Payments Services Classification
(EBOPS—MSITS 2010)

6.3 Auxiliary insurance services

6.4 Pension and standardized guarantee services
6.4.1 Pension services
6.4.2 Standardized guarantee services

7 Financial services
7.1 Explicitly charged and other financial services
7.2 Financial intermediation services indirectly measured (FISIM)

8 Charges for the use of intellectual property n.i.e.
8.1 Franchises and trademarks licensing fees
8.2 Licenses for the use of outcomes of research and
development
8.3 Licenses to reproduce and/or distribute computer software
8.4 Licenses to reproduce and/or distribute audio-visual and related
products
8.4.1 Licenses to reproduce and/or distribute audio-visual products
8.4.2 Licenses to reproduce and/or distribute other products

9 Telecommunications, computer, and information services
9.1 Telecommunications services
9.2 Computer services
9.2.1 Computer software
Of which 9.2.1 a Software originals
9.2.2 Other computer services
9.3 Information services
9.3.1 News agency services
9.3.2 Other information services

10 Other business services
10.1 Research and development services
10.1.1 Work undertaken on a systematic basis to increase the
stock of knowledge
10.1.1.1 Provision of customized and non-customized research
and development services
10.1.1.2 Sale of proprietary rights arising from research and
development
10.1.1.2.1 Patents
10.1.1.2.2 Copyrights arising from research and development
10.1.1.2.3 Industrial processes and designs
10.1.1.2.4 Other
10.1.2 Other
10.2 Professional and management consulting services
10.2.1 Legal, accounting, management consulting and public
relations services
10.2.1.1 Legal services
10.2.1.2 Accounting, auditing, bookkeeping, and tax consulting
services
10.2.1.3 Business and management consulting and public
relations services
10.2.2 Advertising, market research, and public opinion polling
services
Of which 10.2.2.1 Convention, trade-fair and exhibition
organization services
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Table 3.1 Classification of Services (concluded)

Extended Balance of Payments Services Classification
(EBOPS—MSITS 2010)

10.3 Technical, trade-related, and other business services
10.3.1 Architectural, engineering, scientific, and other technical
services
10.3.1.1 Architectural services
10.3.1.2 Engineering services
10.3.1.3 Scientific and other technical services
10.3.2 Waste treatment and de-pollution, agricultural and
mining services
10.3.2.1 Waste treatment and de-pollution
10.3.2.2 Services incidental to agriculture, forestry and fishing
10.3.2.3 Services incidental to mining, and oil and gas extraction
10.3.3 Operating leasing services
10.3.4 Trade-related services
10.3.5 Other business services
Of which 10.3.5.1 Employment services, i.e., search, placement,
and supply services of personnel

Balance of Payments (BPM6)'

11 Personal, cultural, and recreational services
11.1 Audio-visual and related services
11.1.1 Audio-visual services
Of which 11.1.1.a Audio-visual originals
11.1.2 Artistic related services
11.2 Other personal, cultural, and recreational services
11.2.1 Health services
11.2.2 Education services
11.2.3 Heritage and recreational services
11.2.4 Other personal services

1.A.b.11 Personal, cultural, and recreational
services
1.A.b.11.1 Audiovisual and related services
1.A.b.11.2 Other personal, cultural, and
recreational services

12 Government goods and services n.i.e.
12.1 Embassies and consulates
12.2 Military units and agencies
12.3 Other government goods and services n.i.e.

1.A.b.12 Government goods and services n.i.e.

1.A.b.0.1 Tourism-related services in travel and
passenger transport

4.0 Tourism-related services in travel and passenger transport

C.1 Audio-visual transactions
Of which C.1.1 Licenses to use audio-visual products
C.2 Cultural transactions
C.3 Computer software transactions
Of which C.3.1 Licenses to use computer software products
C.4 Call-centre services
C.5 Total services transactions between related companies
C.6 Total trade-related transactions
C.7 Environmental transactions
C.8 Total education services

"Italicized items are supplementary items.

classification described in the MSITS 2010. The transactions
in services that can be collected by survey of businesses
are listed in model form 6 in Appendix 8, and the notes in
that form describe the services that should be reported.

3.93 The design of surveys of services should fol-
low the description provided in Chapter 2. While a

thorough approach to population identification is
required, such as through a screening question in a
general questionnaire sent to all businesses on a busi-
ness register, or through taxation records (where such
data sharing agreements exist between the agency
in charge of compiling balance of payments and IIP
statistics and the tax authorities), a list of the types of



companies just mentioned is a useful starting point.
“Creating or Updating a Survey Frame” in Chapter 2
discusses population identification more thoroughly.
There are some areas in which the boundaries of in-
ternational service activity must be established. For
example, the boundary for construction services is a
complex issue, which is discussed in Chapter 12.

Foreign embassies

3.94 Transactions between foreign embassies and
their host economies are balance of payments trans-
actions. These transactions may take the form of em-
ployment of local workers and purchases of goods and
services. The purchases of goods and services by staff
of the embassy and assets and liabilities (e.g., bank ac-
counts) in the host economy will also generate bal-
ance of payments transactions and IIP.

3.95 Model form 14 in Appendix 8 requests data
that could be collected from embassies and used for
compiling the trade in goods and services, primary
income, secondary income (current transfers), capi-
tal transfers, and financial account transactions asso-
ciated with the presence of the embassy in the host
economy. Similar information should be available for
official expenditure of the embassies of the compiling
economy from official records of the external affairs
ministry.

3.96 Foreign embassies do not come under the
jurisdiction of the host economy, so that legislation
compelling businesses and individuals to respond to
statistical requests will not apply to the collection of
these data. Good response rates from embassies will
require the development of good relationships and
sound form design to ease the reporting burden. How-
ever, in practice often it is not feasible for the compiler
to establish open relationship with foreign embassies,
and the compiler should consider other approaches
for compiling data on the foreign embassies’ transac-
tions in the compiling economy (e.g., applying ratio of
costs per embassy staff).

3.97 Care needs to be taken to ensure that the dis-
tinction between employing local individuals as staff
and contracting local services is applied correctly.
Paragraphs 11.12-11.13 of the BPM6 list the criteria
for determining whether an individual is to be treated
as an employee or as a self-employed person provid-
ing services.
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Collections on Primary and Secondary
Income Statistics

3.98 The primary and secondary income com-
ponents cover a range of balance of payments
transactions. Some of these transactions may be
associated with other transactions in the balance of
payments (e.g., social contributions in the secondary
income account being associated with compensation
of employees in the primary income account, or in-
vestment income being associated with transactions
and positions in external assets and liabilities). These
relationships can assist in identifying the companies
that need to be covered by surveys on primary and
secondary income statistics, and can also guide the
information to be requested in the surveys.

Transactions Associated
with Foreign Workers

3.99 Business surveys of employers and employment
agencies engaging foreign workers, as well as data avail-
able from banks, may be used as sources to measure the
balance of payments transactions associated with for-
eign workers. Foreign workers include border workers
(those crossing a border from a residence in one econ-
omy to a place of employment in another economy on a
daily or other short-term regular basis), seasonal work-
ers (undertaking seasonal work often associated with
agriculture or tourism), and short-term migrants (e.g.,
on working holidays of less than one year’s duration).
They also include foreign workers that are employed
under long-term contracts (more than one year) and
are considered residents of host countries.

3.100 The residence of workers needs to be care-
fully ascertained, particularly given that these indi-
viduals may have close links to both the economy in
which they work and other economies where they
maintain residences. Paragraphs 4.116-4.120 of the
BPM6 discuss the criteria for identifying the resi-
dence of households, and paragraph 4.125 discusses
the residence of cross border workers in particular.

3.101 In designing a survey of employers, the com-
piler should take into account the scope and nature of
information known to employers. Total wages, sala-
ries, duration of the employment contracts, and sup-
plements should be known. Employers probably do
not know workers’ actual expenditures in the domes-
tic economy or amounts remitted to home economies.
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Some employers may be able to provide information
on actual cash remittances. Any approach to collect-
ing information from employers should request data
on values of wages, salaries, and supplements and on
numbers of foreign workers employed on a short- and
long-term basis. Such data may be used in the devel-
opment of a profile of foreign workers, which would
be helpful for estimating transactions that are of inter-
est to the compiler.

3.102 Employers should also be aware of pension
fund arrangements, where appropriate, for their for-
eign employees. Employers’ contributions to these
funds on behalf of short-term foreign workers together
with employees’ contributions should be included in
the compensation of employees. The contributions
paid by the employers and employees to both pension
schemes and social security schemes are recorded as
current transfers; however, for the former they are also
recorded in the financial account as pension entitle-
ments while for the latter no financial account entries
need to be registered (see BPMS6, paragraphs 12.37-
12.39). In both cases, the social security benefits are re-
corded in the secondary income account as payable (in
the economy of social security fund) and as receivable
(in the economy of employee). Taxes withheld from
the wages and salaries of foreign workers are recorded
as current taxes in the secondary income account.

3.103 Taxes withheld from the wages and salaries
of short-term foreign workers should be available to
be collected from the employers; however, the cross
border pension services are better captured from the
resident pension funds.

3.104 Care needs to be taken to ensure that the
distinction between employing short-term foreign
workers and contracting foreign services is applied
correctly. Paragraphs 11.12-11.13 of the BPM6 list the
criteria for determining whether an individual is to be
treated as an employee or as a self-employed person
providing services. In particular, responsibility for the
payment of social contributions is one indicator of
employment—if the resident business is responsible
for the social contributions, it is likely that the nonres-
ident is a foreign worker, whereas if the nonresident is
responsible for social contributions, it is more likely
that the nonresident is self-employed and the resident
business is contracting services (with payments to be
recorded as trade in services).

3.105 Domestic banks may, in special circumstances,
have information on foreign workers that could be used
in calculating compensation of employees and personal
transfers (e.g., workers’ remittances) and changes in
nonresident bank deposits. Another potential source of
information is employment agencies, which may be re-
sponsible for recruiting foreign workers to be employed
in the domestic economy. Any approach to collecting
information from employment agencies should request
data on values of wages and salaries, duration of the con-
tracts, remittances and the like, and numbers of foreign
workers employed. If employment agencies do not have
actual data, staff may know numbers of workers placed,
employment conditions, contractual arrangements, and
so forth, and such information may be useful for con-
structing a data model on foreign workers.

3.106 Business surveys may also be used to measure
the balance of payments transactions of residents work-
ing abroad. A number of sources could be approached
for information. The compiler could survey employ-
ment agencies that recruit residents to work abroad.
The amount of detail and the scope of information
possessed by such organizations may vary, but data on
wages and salaries paid in cash and in kind, duration
of the employment, living expenses, and remittances
to home economies could be available. Data may also
be available by industry and economy. Information
on the numbers of workers involved and, if possible,
data on their wages and salaries should be collected.
Adjustments may have to be made to ensure that, in
the overall measure of wages and salaries, employers’
contributions to insurance and pension schemes are
included. In some instances, industry associations may
have information on the numbers of employees work-
ing abroad and their approximate remuneration.

3.107 Such aforementioned surveys of businesses
may also need to be conducted in conjunction with pe-
riodic household surveys (see this chapter, Collections
from Persons and Households). Such household sur-
veys could capture not just the amounts of compensa-
tion of employment but also expenditures by resident
workers abroad (from resident households) or by non-
resident workers in the resident economy where the
employees have an abode without it becoming their
predominant center of economic interest. Such ex-
penditures should be classified as travel. The survey
should also cover remittances sent abroad by workers
that are not citizens of the compiling economy who



reside there for one year or more (residents of host
economy), or remittances received from nonresident
workers abroad (citizens of the compiling economy
who reside abroad for one year or more and are resi-
dents of their host economies).

3.108 Information on employees working abroad
and their compensation may also be available from tax
authorities, where such data sharing agreements exist
between the statistical agency and the tax authorities.

3.109 Special bank tabulations of data may be
available to measure components of compensation
of employees and personal transfers. In some econo-
mies, arrangements exist for banks to establish special
accounts for certain types of clients, such as foreign
nationals working in a host economy or citizens work-
ing abroad. These accounts may be a useful source of
information on such balance of payments items as
employee compensation and personal transfers. Moni-
toring of bank accounts held by embassies, by military
establishments of foreign governments, and by inter-
national institutions may be a useful way to measure
transactions with the compiling economy of certain
foreign governments and international institutions.

3.110 Domestic pension funds and social security
schemes may have information on the contributions
that they receive in regard to foreign workers (social
contribution credits) and the social benefits that they
pay out to beneficiaries (social benefit debits). In ad-
dition to actual contributions and payments, pension
funds will have access to information on the invest-
ment income due to the nonresident members of the
fund (investment income debits) and any explicit
fees and charges levied on members funds (netted
from social contribution credits). See Appendix 2,
“Employment-Related Pension Schemes and Social
Security Schemes,” for further discussion of pension
schemes and social security schemes, including the
calculation of the adjustment item.

3.111 Where individuals are classified as residents
in the economy in which they work, but they have
close economic ties to another economy (e.g., they
have family residing in another economy), they may
regularly remit payments to the other economy, or
have their salary paid directly into accounts in that
economy. In addition to collecting information on
border workers, information may be collected also on
the remittances by these workers.
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Investment Income

3.112 All of the instruments on which investment
income is earned or paid are recorded in the financial
account and IIP. The identification of companies earn-
ing or paying investment income will be an important
dimension of the survey of businesses to collect data
on transactions and positions in financial assets. Col-
lections covering external assets and liabilities are dis-
cussed ahead. Model form 17 in Appendix 8 requests
information for the compilation of investment income
in a comprehensive survey of transactions, positions,
and income accruing on external assets and liabilities.

Private Aid and Charitable Organizations

3.113 Religious organizations and other organi-
zations involved in collecting or distributing goods,
services, and funds to be used for development or
other assistance can be approached for information
on related balance of payments transactions. Some-
times the compiler may collect relevant data from an
umbrella organization formed for the purpose of co-
ordinating these types of activities.

3.114 Model form 15 in Appendix 8 requests in-
formation from private aid and charitable organiza-
tions for the compilation of current transfers in the
secondary income account. In addition to grants to
related institutions, disbursements of aid in cash or
kind, and investment grants, information is requested
on sources of income (including donations and gifts
from nonresidents and income from investment in
external assets) and on foreign staff employed within
the organization.

3.115 Lists of charitable organizations will usually
be available from the tax authorities where there are
special taxation arrangements for donations to the or-
ganizations. Not all charitable organizations will have
transactions of interest to the compiler, so exploratory
surveys can be used to identify those needing to be
surveyed on a regular basis.

Other Primary and Secondary Income Items

3.116 Exploratory surveys used to identify busi-
nesses with operations abroad may identify resident
companies with foreign operations that do not meet
the criteria for the identification of branches (e.g.,
small construction projects). These operations re-
main of interest to the compiler; in addition to provi-
sion and purchase of goods and services in the host
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economy, there may be primary and secondary in-
come transactions associated with the operations. The
number of companies operating in this way is usually
small, and so the population is manageable from a
survey perspective.

3.117 When companies have activities abroad that
do not constitute branches, there may still be land and
offices being rented. The rent paid for the use of land
without structures is a primary income transaction to
be recorded as rent debits.> Also, while not meeting
the criteria for a branch, the operations may still be
subject to taxation obligations in the economy where
they are taking place. To the extent that a tax obliga-
tion is accruing, data on primary income (taxes on
production or value-added taxes) and secondary in-
come (taxes on income) debits should be collected.

3.118 Data collected on credit transactions might
have a better coverage because the activities involved
are conducted offshore but not through a formally
organized branch. As the criteria for identifying
branches have not been met (e.g., the offshore activity
does not have its own balance sheet and it is not pos-
sible or meaningful to compile these data), the resi-
dent company would have the relevant information
that could be collected. As far as rent is concerned,
commercial real estate agents may have some infor-
mation that is able to be used to support the estima-
tion of credits.

3.119 Insurance net premijums and claims due
are generally recorded as secondary income transac-
tions, although in some circumstances, claims may be
treated as capital account transactions. Model form
12 in Appendix 8 requests data that can be used to
compile insurance premiums and claims items in ad-
dition to the services and financial accounts transac-
tions. Surveys of businesses concerning insurance are
described more fully in “Collections on Goods and
Services Statistics,” in this chapter, and in “Insurance
Transactions and Positions,” in Appendix 2.

3.120 Model form 16 requests information on cur-
rent transfers, grants, and technical assistance. Part
A of the form seeks information on transfers in cash
and in kind received by the government and the pri-

3The rent paid for the lease of structures and offices is classified as
operating leasing in services account. See also “Other Business Ser-
vices: Operating Leasing” in Chapter 12 and “Rent” in Chapter 13.

vate sector, including nongovernment organizations.
The information can be used for the compilation of
current transfers in the secondary income account and
capital transfers in the capital account. Part B of the
form pertains to technical assistance of project work/
staffed missions received by the economy.

Collections on External Assets
and Liabilities

3.121 Surveysofbusinesses may be used to measure
positions; financial transactions; investment income;
financial services; and withholding taxes associated
with liabilities to, and claims on, nonresidents. Data
on positions of external assets and liabilities are re-
quired for the IIP statement; data on financial trans-
actions are required for the financial account of the
balance of payments. Remaining items are required
for the current account: investment income (for inclu-
sion in the primary income item), financial services
(for inclusion in services), and withholding tax (for
inclusion in secondary income).

3.122 Companies may not always be aware that
some of their liabilities (which take the form of trad-
able securities issued in the domestic market) may
be managed by domestic financial intermediaries on
behalf of nonresidents. The measurement of these ex-
ternal liabilities is also complicated by the existence of
secondary markets. Collection issues associated with
international securities are examined further in the
section “Collections on International Activity Associ-
ated with Securities,” in this chapter.

3.123 The compiler often conducts survey of busi-
nesses to measure financial flows, positions, investment
income, associated financial services, and withhold-
ing taxes. Through these surveys, many different ap-
proaches are taken. The compiler may conduct an
across-the-board survey of external assets and liabili-
ties; or use surveys of businesses to measure certain
components, such as direct investment and loans
from nonresidents, and use other methods, such as an
ITRS, for the remainder.

Model Forms

3.124 Model form 17 in Appendix 8 seeks the type
of data on external assets and liabilities that the com-
piler could collect through a survey of businesses.
This comprehensive form could be sent to any type of



company (a direct investor, a direct investment enter-
prise (DIENT), a public company, or any other type of
company) for completion.

3.125 The form contains a classification framework
for financial flows, positions, reconciliation items,
investment income, and explicit fees and charges
on transactions. These classifications are consistent
with the standard components of the BPM6. Model
form 17 should be of assistance to the compiler who
must record wide-ranging international financial
transactions and wishes to compile comprehensive
data. Less detailed forms (covering only a subset of
information from the model form, or collecting data
on several instruments together) may be used by the
compiler for economies that have less developed fi-
nancial structures. As separate forms could, in prac-
tice, be used for different types of companies, model
form 17 could be divided into several forms; it also
could be used for collecting data for the IMF’s Coor-
dinated Portfolio Investment Survey (CPIS).

3.126 One specific example where a form can be
tailored for specific companies or instruments is the
collection of data on direct investment (DI). Model
form 18 in Appendix 8 is an example of a form tai-
lored in this way. Direct investment is of analytical
interest in its own right, and is the subject of separate
collection by the IMF in the Coordinated Direct In-
vestment Survey (CDIS).

3.127 In the model form 17, data are requested sepa-
rately on external assets and external liabilities. In turn,
there are separate items for positions (both opening and
closing), transactions (increases, decreases, and net),
other changes (exchange rate, price, and other), associ-
ated income, withholding taxes and explicit fees and
charges on transactions. The collection of additional
items on withholding taxes and explicit financial fees
within the same form as information on financial posi-
tions, transactions, and related income flows can empha-
size that reporting of these transactions is required on a
gross basis before fees and taxes are deducted.

3.128 Assets and liabilities are separately classi-
fied as representing claims by direct investors on DI-
ENTs, claims by DIENTs on direct investors, claims
on fellow enterprises, or claims on other nonresident
companies.

3.129 In collecting information on equity claims of
direct investors on DIENTS, sufficient information is
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requested to enable the calculation of reinvestment of
earnings and reinvested earnings in the direct invest-
ment relationship (see ahead).

3.130 Data are requested by the partner economy
to support the development of bilateral statistics.

Reconciliation of Positions and Flows Data

3.131 Model form 17 collects data in a reconcili-
ation statement—opening and closing positions and
the reasons for change between the two positions
(transactions, valuation changes due to exchange rate
and price changes, and other changes in volume). In
addition, the statement includes investment income
because it is important to link investment income
with corresponding position data. Any data collec-
tion of positions, financial flows, and investment
income should be built around these basic relation-
ships. By collecting data in the form of a reconcilia-
tion statement and linking it to related income items,
the compiler should ensure the consistency of data
collected.

3.132 Changes in positions will arise from trans-
actions such as the provision of financing (e.g., a new
equity investment, a loan drawing, or the purchase
of a security) less the repayment of financing (e.g.,
share buyback, repayment of a loan, or collection of
an account receivable). In model form 17, the pro-
vision of financing is referred to as an increase, and
repayment/withdrawal is called a decrease.

3.133 Other changes in the value of a financial
asset and liabilities may occur without any transac-
tion. For example, the value of an asset denominated
in one currency may change when the value is ex-
pressed in another currency and the relative values
of the two currencies change. A write-off of debt by
the creditor and a movement in the market price of a
tradable instrument are other examples.

Validation of the reconciliation statement

3.134 In a statistical collection, the nontransaction
components of changes in levels may also reflect errors,
other discrepancies, or changes in the treatment of
items. For example, in sample surveys, the rotation of
units in and out of collections may introduce sam-
pling errors if the sample is not an accurate represen-
tation of the universe. Also sometimes reporters who
discover that previously reported transactions and
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position data are incorrect do not provide revised
data. If such differences have significant impacts on
survey results for past periods, revised figures should
be produced. The compiler should attempt to measure
the causes of the other changes item and keep the sta-
tistical error component within acceptable bounds.

3.135 Asshown in model form 17, the collection of
investment income ensures that investment income,
financial flows, and position items are consistently
classified; in addition, the collection of investment
income facilitates income yield analysis, which en-
ables the compiler to verify the quality of data re-
ported on investment income and to identify possible
misreporting of income or positions. Published data
on income yields are useful for purposes of analysis.
Investment income on loans assets and deposits li-
abilities of deposit-taking corporations should be ad-
justed by the compiler for FISIM. (Further discussion
of FISIM is provided in Appendix 3.)

Reinvested Earnings and Reinvestment
of Earnings

3.136 In addition to the usual reconciliation for-
mat, model form 17 collects information on the total
equity value of DIENTS, their total operating profit,
tax payable on the income, and dividends or profits
remitted during the period. The difference between
the profits accruing and the dividends or profits re-
mitted to the direct investor is the reinvested earnings
(returned earnings) (primary income account) accru-
ing to the direct investor. An offsetting transaction,
reinvestment of earnings, is to be recorded in the fi-
nancial account.

3.137 For resident direct investors, model form 17
requests information on dividends or profits remitted
in the reference period and the before-tax operating
profit attributable to the equity holding in the non-
resident DIENT. The difference between these two
values is reinvested earnings credits accruing to the
resident direct investor. An offsetting transaction, re-
investment of earnings, is to be recorded in the finan-
cial account.

3.138 When collecting data in a reconciliation
statement, care must be taken with the treatment of re-
investment of earnings as a financial transaction, par-
ticularly for listed companies. These companies could
consider that the retention of earnings has impacted

on their valuation through a price change (as reflected
by an increase in their share price on equity markets)
rather than as a transaction. After the compiler has
calculated reinvested earnings and the offsetting rein-
vestment of earnings has been included as a financial
accounts transaction, a similar offsetting adjustment
will need to be made to price changes to retain the
consistency of the reconciliation statement. This ad-
justment may impact the validation of price changes
on equity reported by such companies (which should
be made prior to adjustment) mentioned earlier.

Classification of Positions, Financial
Transactions, and Investment Income

3.139 Itis important that forms used to obtain infor-
mation from businesses for classifying transactions and
positions are consistent with requirements of the BPM6.
As financial transactions, investment income, and the
IIP are classified in similar ways, the use of the reconcil-
iation statement to collect information on the external
assets and liabilities of a company facilitates consistent
classification of balance of payments and IIP items.

3.140 Model form 17 is designed to permit classi-
fication of transactions into the standard components
of the BPM6. In addition, the form also allows for
certain supplementary classifications, such as part-
ner economy data (see Appendix 5), currency de-
nomination of instrument, and sector of nonresident
counterparty.

Conversion of Foreign Currency Positions
and Transactions to the Unit of Account

3.141 In surveys of businesses, as in other bal-
ance of payments collections, instructions should be
given to reporters on how to convert positions and
transactions expressed in foreign currencies to the
unit of account (alternatively, some compilers may
prefer to collect data denominated in original curren-
cies and undertake the conversions themselves—in
which case, it is important that the reporter identi-
fies the different currencies, the amounts associated
with each, and when the transactions took place).
The instructions should follow the recommenda-
tions of paragraph 3.104 of the BPM6, which states
that: positions of external assets and liabilities should
be converted to the unit of account at the midpoint
market rate of exchange applicable to the date of mea-
surement of position data; and transactions should



be converted on the basis of the midpoint rate ap-
plicable to the transaction date. If the actual rate of
exchange is unavailable for transactions (e.g., the
compiler is performing the conversion and does not
have access to information on the date of the transac-
tion), an average for the period in which the trans-
action took place could be used, but the shorter the
period the better—therefore, an average of the rate for
the day on which the transaction took place is prefer-
able to an average for the week.

Surveys of Banks and Other Financial
Institutions

3.142 In some economies, data collected by com-
pilers of money and banking statistics, or by compilers
of other financial statistics, on surveys of businesses
(of banks and other financial institutions) are used to
compile some components of the balance of payments
and IIP statements.

3.143 Such surveys generally collect balance sheet
data and request classification by instrument and sec-
tor of creditor (in the case of banks’ liabilities) and
debtor (in the case of banks financial assets). The
sector classification enables the analyst to identify
financial flows between banks and the monetary au-
thorities and between banks and other sectors. Also,
these surveys typically identify claims on, and liabili-
ties to, residents and nonresidents; therefore, the data
may be used as a basis for compiling certain balance
of payments and IIP statistics.

3.144 While these surveys can be a good source of
data, for several reasons, the balance of payments com-
piler should take care in using data collected through
them. One reason for caution is that, while survey data
are collected on a balance sheet—or position—basis,
the balance of payments requires data on a transac-
tions basis (Box 10.2 describes a method for compiling
flow data from positions data). Using position data to
derive transactions is nearly always a second-best solu-
tion. It is usually preferable, if possible, to obtain trans-
actions data directly—for example, for loans to and
from nonresidents, data could be collected on drawings
and repayments—and to use changes in balance sheets
(even with adjustments) only when it is not possible
to obtain transactions data. However, obtaining trans-
actions on currency and deposits is usually not pos-
sible as the volumes are often very high. In that case,
changes in positions can be used, provided there are
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sufficient other data also available to make the appro-
priate adjustments.

3.145 A second reason for caution is that data pro-
vided on foreign and domestic currencies are some-
times used as proxies for residency. That is, foreign
currency denominated claims (and liabilities) are
regarded as claims (liabilities) on (to) nonresidents,
while domestic currency claims (and liabilities) are
regarded as claims (liabilities) on (to) residents. These
assumptions are often incorrect, and the compiler
should strive to collect data on a balance of payments
residence basis.

3.146 Furthermore, balance sheet information
may be provided on the basis of historical cost rather
than market value. The difference could have implica-
tions for compilation of both the balance of payments
and the IIP. This is important not only for the deter-
mination of the current market position of the asset or
liability, but also it is an important adjustment to the
data if transactions are being derived from changes
in positions. If historical cost data are provided, the
balance of payments compiler should approach banks
and/or other institutions for information to adjust
valuations to the preferred market value basis.

3.147 The reference period used in some econo-
mies may not be consistent with balance of payments
periodicity. For example, bank accounting periods
may end on a particular day of the week, such as the
last Wednesday of the month, rather than the last day
of the month. The occurrence of large daily fluctua-
tions in the external liabilities and assets of banks may
lead to significant timing discrepancies in the balance
of payments.

3.148 Some bank collections do not provide details
of either nonresident investment in the equity of the
bank or of the bank’s equity in companies abroad. This
omission may be important, especially when the bank
is partially owned by nonresidents or has branches
and subsidiaries located abroad. In these cases, the
balance of payments compiler may have to collect
data on equity separately.

3.149 The treatment of offshore banking units may
not be consistent with balance of payments require-
ments; therefore, the compiler may have to collect
information directly from offshore units. According
to the BPM6, offshore banking units are resident enti-
ties of the economies in which they are incorporated,
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registered, or have their legal domicile. The same data
collected from other resident banks on financial flows,
positions, income, services, and so forth should be
collected from them.

3.150 Some of the other classifications, such as
partner economy data or currency composition of fi-
nancial assets and liabilities, required by the balance
of payments compiler may not be available from these
surveys. Therefore, the compiler should approach
banks and other financial corporations separately for
this information.

3.151 The surveys for use in the compilation of
money and banking statistics may not be designed for
balance of payments purposes and therefore may not
satisfy the requirements of the balance of payments
compiler. A good approach (described previously in
this chapter) may be to include banks and other finan-
cial institutions in a survey of businesses of external
assets and liabilities. In such circumstances, balance
of payments and money and banking data compil-
ers should attempt to coordinate their requirements
so that the same definitions of instruments and of
residency are used. It is highly desirable that positions
reported in the balance of payments and money and
banking surveys should be compared on a bank-by-
bank basis to ensure consistent reporting and treat-
ment as far as possible. Differences existing between
the two data sources should be reconciled; if neces-
sary, any difference between treatments in the two
sets of statistics should be drawn to the attention of
users from time to time—special articles could be
published to call attention to and, if possible, quantify
the various differences between these data sources.

Collections on International Activity
Associated with Securities

3.152 Earlier in this chapter, “Collections on Exter-
nal Assets and Liabilities” discusses surveys of busi-
nesses that are used to approach principals to measure
liabilities to, and claims on, nonresidents. However,
additional collection arrangements may be required
in economies in which (1) securities are issued by
residents and acquired by nonresidents—particularly
if the securities are held by resident custodians on be-
half of the nonresident principals; (2) securities are
issued by nonresidents and acquired by residents; or
(3) portfolio managers place funds abroad on behalf of

clients. Similarly, an economy that uses an ITRS may
have to make special arrangements to collect data on
transactions that involve resident intermediaries act-
ing on behalf of nonresidents. This section examines
the role of financial intermediaries in transactions
(and positions) in securities with nonresidents and
their impact on the balance of payments, and outlines
ways in which the compiler may collect appropriate
balance of payments data on securities traded/held
between residents and nonresidents.

3.153 The term “intermediaries” is used broadly to
include deposit-taking corporations, security dealers,
and custodians—which may also be deposit-taking
corporations—as well as companies that manage large
share or bond registers in respect of their own shares
or bonds. The term “securities” includes shares in cor-
porations, bonds, notes, and money market instru-
ments (see BPM6, Chapter 5, for a fuller description
of securities). An important feature of a security is the
fact that it is designed to be traded.

3.154 International security markets are com-
plex, and the compiler may require a number of data
sources to compile the balance of payments statistics
related to these markets. Also, security transactions
between residents of securities issued by nonresi-
dents are not included in the balance of payments.
However, such changes in holdings should be cap-
tured in the other changes in financial assets and
liabilities account in order that the correct sector
holdings be recorded in the IIP and the CPIS, as
well as to ensure consistency with the national ac-
counts. In practice, however, it may not be possible
to identify such transactions between residents as
the parties involved may not know, and may have no
reason to know, which the counterparty is. Under
such a situation, it may be unavoidable that trans-
actions between residents in securities issued by a
nonresident are included in the balance of payments.
As such transactions should in theory often cancel
each other out, there is no net effect in the finan-
cial account of the balance of payments. Likewise,
in principle, the converse applies: that is, transac-
tions between nonresidents in a security issued by
a resident should not be included in the balance of
payments but should be included in bilateral posi-
tions data. However, the resident compiler often
is unaware of these transactions. Accordingly, the
compiler may wish to use counterpart asset data in
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the CPIS as a possible source of information to use
for estimating bilateral holdings.

Data Requirements
3.155 It is useful to think of data requirements in

terms of a data model. The data model should contain
information on positions, financial and income flows,
financial service flows, and withholding taxes. Also,
the data model should distinguish the following cat-
egories of information:

o The type of instrument

o The issuer of the instrument—that is, the com-

pany with the liability

o The economy of residence of the issuer

o The sector of issuer

o The owner of the instrument

o The sector and economy of residence of the owner

o The economy (market) in which the instrument
is issued

« The issue price

o The currency in which the instrument is
denominated

o The date of maturity (for a debt instrument)
« The coupon rate (if any)

o Whether the interest is fixed or floating rate, and
if the latter, what determines the change(s) in in-
terest rate

o The frequencyand date(s) of the coupon payments.

3.156 Other useful information that could be ob-
tained is as follows:

« Any embedded (put or call) options

 Any convertible features (such as from debt into
equity)

o Whether the instrument has a reducing balance
(such as with some asset-backed securities, such
as mortgages).

3.157 Additional information needs to be obtained
on securities involved in a repurchase agreement or
securities lending transaction—for example, if lend-
ing is with or without cash collateral.

3.158 The BPM6 classifies securities into equity
(such as ordinary shares and voting stock); long-term
debt securities (such as bonds, debentures, certifi-

cates of deposit and notes with original maturities of
more than one year, and nonparticipating preference
shares); and short-term debt securities (such as bills
and notes with original maturities of one year or less).

3.159 Ascertaining issuers and owners of secu-
rities is essential to identify external assets and li-
abilities. For the balance of payments, the compiler
should measure securities that are issued by residents
and acquired (and held) or relinquished by nonresi-
dents and, similarly, securities that are issued by non-
residents and acquired (and held) or relinquished by
residents.

3.160 The economy (market) in which a security is
issued (the domicile of the issue) can be an important
piece of information. It may be a decisive factor in
determining the appropriate collection mechanism,
and it may be of analytical interest. It should be re-
membered, however, that the domicile of the issue
does not determine the residence of either the issuer
or the holder of the security—the security may be is-
sued in an economy other than that of either the is-
suer or the holder. Securities that are issued abroad
by residents, and held by residents, are not within the
scope of the balance of payments or IIP as they are
resident-to-resident transactions despite being inter-
mediated through a foreign market. However, there
may be explicit fees and charges levied on either (or
both) the issuer or the purchaser by nonresidents as-
sociated with the security.

3.161 Depository receipts are securities that repre-
sent ownership of securities listed in other economies.
Depository receipts listed on one exchange represent
ownership of securities listed on another exchange,
and ownership of the depository receipts is treated
as if it represents direct ownership of the underlying
security. Generally, depository receipts are listed on
an exchange in an economy other than that in which
the underlying securities are listed. The treatment of
depository receipts is the same as where the issuer of
the security has listed directly onto the nonresident
exchange—Ilocal holders of the depository receipts
have a claim on the issuer that is within the scope of
the balance of payments and IIP.

3.162 Data on the currency in which the instru-
ment is denominated is important for analytical pur-
poses and may facilitate compilation if the compiler
must estimate certain data items (such as flows or
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income) from other data items (such as positions).
In particular, the interest or coupon rates on debt in-
struments are likely to be related to the currency of
denomination as well as the creditworthiness of the
issuer.

3.163 For certain types of securities, it may not be
possible to obtain data from a single source. Rather,
the compiler may have to use information from dif-
ferent sources and collate data to ensure consistency.
Anomalies appearing in collated data should be in-
vestigated and resolved. In fact, such anomalies may
point to important gaps in data. Therefore, the col-
lation process may be a useful tool for improving the
overall quality of the balance of payments.

3.164 To measure transactions in securities, it is
highly desirable to collect gross data on new issues
and redemptions, and on secondary market sales and
purchases. Such information is especially useful for
international debt analysis—as in the calculation of
debt service ratios.

3.165 Security transactions should be recorded
apart from related fees and commissions, which
should be included in financial service items (or sec-
ondary income, in the case of taxes) in the balance of
payments. Similarly, when data on interest receivable
and payable are collected, withholding taxes should
be included in the gross amounts of income recorded,
and offsetting entries should be included in withhold-
ing taxes in the secondary income account.

Identifying Security Issuers and Owners

3.166 Institutional arrangements for security trans-
actions vary from economy to economy. However,
some features seem to be generally applicable.

3.167 Prior to issuing a security, the issuing com-
pany—or a security broker acting on behalf of the is-
suing company—usually must approach a government
regulatory body or quasi-official body, such as a stock
exchange, to obtain certification that the security issue
meets certain statutory requirements. Each security is
usually assigned a unique reference number, and cer-
tain information about the security is published. This
information consists of the identity of the issuer, the
type of security, coupon payments, maturity, and cur-
rency of denomination. (In the case of equities, not all
of these categories apply.) It would therefore be possible
for the compiler to develop a database containing in-

formation about each security issued—or at least about
those issued in the home economy. This database could
be useful for checking information reported by respon-
dents or for estimating items that may not be directly
measurable. If, in some economies, a unique reference
number is unavailable, the compiler may wish to de-
vise a coding system. “Portfolio Investment” in Chap-
ter 10 provides more details on a security-by-security
database.

3.168 Security ownership may be documented. In
most cases, financial institutions (such as custodians
or other major financial intermediaries) will maintain
records of the security owners’ details. In some econo-
mies, primary registers of security owners are held by
companies issuing the securities or by security dealers
authorized by issuers. In many European economies,
banks maintain primary registers of security owners.
Security registers are usually in the form of electronic
files—paper records are increasingly rare. The regis-
ter may identify the owner as a resident individual or
company, a resident nominee holding a security on
behalf of a client, or a nonresident owner or nominee.
The resident nominee may be regarded as holding a
second register—which, in turn, records the names
and addresses of owners. From the second register,
one can determine whether the security owners are
resident individuals, resident companies, resident
nominees acting on behalf of clients, and/or non-
resident owners or nominees. (The word “nominee”
is used in a broad sense to cover portfolio managers,
trustees, custodians, fund managers, banks perform-
ing similar functions, etc.) It is possible for a security
to be recorded in a number of secondary registers that
are maintained by nominees; however, each security
must ultimately be attributable to a resident or non-
resident company or other entity. However, where a
security is a bearer instrument, such information is
usually not readily available and the balance of pay-
ments compiler will need to use alternative sources
of information to attribute such an instrument to its
owner.

3.169 It may be possible for resident organizations
managing primary or secondary registers to iden-
tify (for each security that they manage) the issuer,
the number of units held, and the value of a security
or securities on issue, and whether they are held on
behalf of residents or nonresidents. From these reg-
isters, it should also be possible to identify income
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transactions with nonresidents and financial fees and
withholding taxes paid by nonresidents.

3.170 Some purchasers of shares or other securi-
ties may not wish to have their names recorded on the
primary register of a company and therefore arrange
to have a nominee registered as the nominal owner.
Sometimes the purpose is to mask the identity of a
shareholder who is planning some takeover action, al-
though many economies have enacted legislation re-
quiring a shareowner with a beneficial interest greater
than a certain threshold, such as 10 percent, to declare
his or her ownership interest.

3.171 More often, the use of a nominee is a mat-
ter of administrative convenience. For example, if an
investor maintains a portfolio, it may be convenient
to have all holdings administered by a portfolio man-
ager (or bank) that may also perform the functions
of a nominee. The nominee receives annual reports,
ballot papers, income payments, and so forth from
the holder of the primary register. In turn, the nomi-
nee acts according to the general instructions of the
investor.

3.172 Often, nominees also act on their own behalf;
therefore, any approach to resident nominees should
capture both own-account and client claims that are
relevant to the balance of payments. However, under
“Know Your Customer” legislation in many econo-
mies, nominees are required to know for whom they
are acting. So, if the compiler approaches a nominee
(which may or may not be a custodian), it is impor-
tant to stress that the data on transactions and posi-
tions should be reported on the basis of the customer.

3.173 When securities issued by nonresidents are
owned by residents, it will generally be necessary to
approach either the owner of the security or a resi-
dent custodian to obtain data required to compile the
balance of payments and the IIP because the security
register will typically not be available to the balance
of payments compiler. However, for securities issued
by nonresidents in the compiling economy’s financial
markets, a register may be maintained in the compil-
ing economy. This register could provide information
such as the value of, and the income earned on, secu-
rities owned by residents.

3.174 It may not be necessary to approach resident
owners of nonresident securities when securities are
part of portfolios managed by resident fund manag-

ers, trustees, and so forth. In these cases, fund manag-
ers should be able to provide relevant information on
transactions, positions, and income, as well as related
information (such as withholding taxes collected by
foreign governments and any financial services pro-
vided by nonresidents). Such companies may use
local and foreign custodians.

Identifying the Transactors
Issuance and redemption of securities

3.175 Security issuance and redemption are fre-
quently managed by security brokers; in many Euro-
pean economies, this function is carried out by banks.
Intermediaries arranging a security issue act on be-
half of clients. Also, it is not uncommon for issuers
to bypass brokers and make direct placements with
investors.

3.176 From their computer-based records, security
brokers should be able to identify securities that they
have issued and redeemed and the acquirers and re-
linquishers of these securities. Security dealers may
also have own-account transactions that are relevant
to the balance of payments. In addition, security bro-
kers may deal with resident nominees acting for non-
resident principals. Therefore, it is important that any
collection of information from security brokers en-
compass all of the previously described transactions
and that care is taken when reporting rules are speci-
fied. For direct placements or direct redemptions of
securities by issuers, data should be reported by the
parties involved.

Secondary market transactions

3.177 In most markets, secondary market trans-
actions—that is, purchases and sales of existing
securities—are largely arranged by brokers. In many
European economies, this function is usually under-
taken by banks. In a typical transaction, one broker
acts for the buyer and another for the seller of a se-
curity. There may also be off-market transactions in
which buyer and seller come together directly without
a broker.

3.178 Security brokers should be able to identify
from their (largely computer-based) records the secu-
rities they have bought and sold and the residence of
clients on whose behalf they acted. In any collection
of data on security transactions, care should be taken
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to include own-account transactions of dealers and
off-market transactions.

3.179 When a resident enterprise buys or sells a
security through a nonresident broker, it is generally
the resident principal who should be approached for
balance of payments information as there often is no
other means presently available for collecting the data.
In the absence of any other information, it may be ap-
propriate to assume that all transactions by residents
through nonresident brokers are balance of payments
transactions.

Data Sources

3.180 For economies that do not have established
secondary security markets, the collection of security
data should be relatively simple. Should a company
issue securities abroad or acquire securities issued
abroad, relevant data can be collected from the com-
pany issuing or acquiring the security. Model form 19
in Appendix 8, discussed further in this part, is suit-
able for this purpose. However, additional collection
arrangements may be required in economies in which:

o Securities are issued by residents in domestic fi-
nancial markets and acquired by nonresidents—
particularly if the securities are held by resident
nominees on behalf of nonresident principals.

« Securities are issued by nonresidents in domestic
financial markets.

« Portfolio managers (banks or other fund manag-
ers) place funds abroad.

3.181 There are two primary approaches to ob-
tain data on cross border positions in securities. The
first method is to have an “end-investor” survey. Such
surveys approach resident enterprise that are likely
to be major holders of securities issued by nonresi-
dents (such as deposit-taking corporations, insurance
corporations and pension funds, mutual funds / unit
trusts, or similar entities) or who manage securities
portfolios on behalf of others. End-investors should
be requested to identify those securities that are man-
aged by resident portfolio managers to make sure that
there is no double counting.

3.182 The end-investor approach will ensure that
the respondent covers all its holdings, whether held
in the compiling economy or in another economy.
With this approach, securities in repurchase agree-
ments and securities lending would be attributed to

their economic owner (for the recommended treat-
ment of securities under repurchase agreements and
securities lending arrangements, see BPM6, para-
graphs 5.52-5.54). However, this approach is unlikely
to cover holdings by smaller investors, especially
households. This could become a major shortcoming
as households increase their cross border investment
in securities through the use of the Internet and other
changes in financial markets that make it easier for
households to buy securities directly, without using
the services of a local broker.

3.183 The alternative approach is to use a survey
of custodians. Such an approach has the advantage of
covering all residents, including households that use
the services of resident custodians. However, it will
not capture those resident holdings that are held in
custody abroad and it is often difficult for custodians
to identify a security that is under a repurchase agree-
ment or a securities lending arrangement.

3.184 A possible way around this problem is to
combine the two approaches: to survey custodians
and end-investors. To avoid double counting, end-
investors could be asked to report only their holdings
with nonresident custodians. End-investors could also
be asked to identify those securities that are under a
repurchase agreement or securities lending. If the se-
curities are reported on a security-by-security basis by
both the custodians and the end-investors, it may be
possible to run (electronic) checks to see that these
have been treated correctly by both respondents. In
using the combined approach, the compiler should
carefully define the boundary between the collections
to ensure that no duplication or omission of report-
ing occurs. Typically, a combined approach would be
successful only if security registers and intermediar-
ies can identify the types of owners. However, none of
these approaches will capture households’ holdings of
securities issued by nonresidents that are held directly
or held with nonresident custodians. These may be an
important, and probably growing, element in cross
border holdings.

3.185 The foregoing approaches may also be used
for transactions, which would produce better reconcil-
iation between transactions, other flows, and balances.
However, they may involve too much respondent bur-
den, as well as being somewhat resource-intensive for
the compiling agency, especially for subannual data



needs. Moreover, they may be too time-consuming
for data processing. An alternative is to approach bro-
kers for transactions data, as indicated earlier. They
should be able to provide data for many of these trans-
actions at a significantly lower resource cost and in a
much more timely fashion, especially for subannual
data. Even so, if data on transactions, other flows, and
balances can all be obtained from the same source
on an annual basis that would mean that the integra-
tion of the data would be maintained. Such annual
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reconciliation could then be used to improve the qual-
ity of the subannual data.

3.186 Table 3.2 illustrates a set of collection ar-
rangements. These suggest a particular approach, but
other approaches (such as the use of an ITRS for some
or all of the data) are possible. It is important for col-
lection rules to be clearly defined so that there are no
omissions or duplications in the recording of security
transactions.

Table 3.2 Sources of Data Associated with International Securities

Place of issuance
Securities issued by residents

1. In domestic capital markets

2. In foreign capital markets
through a nonresident
intermediary

3. In foreign capital markets
through a resident
intermediary or managed
(on behalf of the issuer)
by resident investment
managers

Securities issued by nonresidents

4. In domestic capital markets

Data item required

Nonresident holdings (position

of liabilities); income payable to
nonresidents (debit); fees and withholding
taxes payable by nonresidents (credit)

Issues to and purchases by nonresidents
(increase of liabilities); redemptions
from and sales by nonresidents (decrease
of liabilities); brokerage and other fees
payable by nonresidents (credit)

Nonresident holdings (position of
liabilities); issues (increase of liabilities)
and redemptions (decrease of liabilities);
income and fees payable to nonresidents
(debit); withholding taxes payable by
nonresidents (credit)

Net purchases or sales by residents

Nonresident holdings (position of
liabilities); issues (increase of liabilities)
and redemptions (decrease of liabilities);
income payable to nonresidents

(debit); withholding taxes payable by
nonresidents (credit)

Net purchases or sales by residents

Resident holdings (position of assets);
income receivable by residents (credit)

Issues to and purchases by residents
(increase of assets); redemptions from
and sales by residents (decrease of
assets)

Source

Primary and secondary registers of securities
(e.g., Central Securities Depository), or
custodians

Security brokers, investment dealers, domestic
stock exchange; adjustments to include off-
market transactions

Resident enterprise issuing securities,
domestic stock exchange or other official
bodies informed about new issues by quoted
companies, BIS international securities
database

Resident enterprise issuing securities (from
analysis of registers), resident companies
involved in transactions, or security
brokers

Resident enterprise issuing securities or
resident investment managers, resident
custodians

Resident companies issuing securities or
resident portfolio manager (from analysis
of registers); resident companies involved in
transactions

Resident owners of securities or primary and
secondary registers of securities, resident
custodians

Resident owners of securities or security
brokers, adjustments to include off-market
transactions
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Table 3.2 Sources of Data Associated with International Securities (concluded)

Place of issuance
Securities issued by residents

5. In foreign capital markets;
owned by residents; not
managed by resident
investment managers

Data item required

Resident holdings (position of assets);
issues to and purchases by residents
(increase of assets); redemptions from
and sales by residents (decrease of assets);

Source

Resident owners of securities or resident
nominees

income receivable by residents (credit);
brokerage, other fees, and withholding
taxes payable by residents (debit)

6. In foreign capital markets;
owned by residents;
managed by resident
investment managers

Resident holdings (position of assets);
issues to and purchases by residents
(increase of assets); redemptions from
and sales by residents (decrease of assets);

Resident investment managers, resident
owners of securities, or resident nominees

income receivable by residents (credit);
brokerage, other fees, and withholding
taxes payable by residents (debit)

Source: IMF staff.

3.187 Some comments on Table 3.2 are necessary.
Data on transactions in securities issued in domestic
financial markets both by residents (category 1) and
nonresidents (category 4) may best be collected in
surveys of security registers and intermediaries, such
as brokers. Alternatively, in the case of category 4,
resident owners of the securities could be surveyed as
sources of data. However, if there are numerous resi-
dent owners or if the owners are difficult to survey,
this approach may not produce the best results. These
problems are particularly likely to occur if resident
households have significant holdings of securities is-
sued domestically by nonresidents.

3.188 For securities issued abroad by resident
companies (categories 2 and 3), most of the neces-
sary information could be collected from the resident
companies issuing the securities. However, when a
resident intermediary is involved in the issue or when
aresident institution manages the register on behalf of
the issuer, it may be preferable to survey these organi-
zations for some or all of the data items. Also, it would
be important to define reporting rules clearly. There
may be an assumption that securities issued abroad
are wholly acquired by nonresidents or that any resi-
dent acquisition is small enough to ignore. However,
this assumption sometimes may not be valid, in which
case data on acquisitions by residents should be col-
lected so that nonbalance of payments transactions
can be deducted from the total reported by the issuing

company. Such information on resident ownership
of securities issued abroad by residents could be ob-
tained from issuing companies (or the security regis-
ter manager), residents involved in the transactions,
or resident security dealers. For bearer securities, the
first-mentioned approach would not be feasible.

3.189 Data on securities issued abroad by non-
residents and acquired by residents could be col-
lected using either the end-investor approach or the
custodian approach (or a combination of these) as
described earlier. Apart from any other reason, these
approaches are more cost-effective (the number of
companies to approach will probably be relatively
small, in comparison with the number of owners) and
the quality of the responses is likely to be much higher
(these companies will more likely have the informa-
tion required in a more readily accessible format).
These observations are particularly true for securities
owned by households that use resident custodians.
However, as noted earlier, such surveys cannot mea-
sure investments made directly abroad by the resident
household sector.

3.190 It may not be possible to collect the full range
of information outlined in the “Data item required”
column of Table 3.2. However, it may be possible to
estimate missing items by using other information.
For example, if it is not possible to collect data on fi-
nancial transactions, it may be possible to derive these
from positions information. On the other hand, it
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may also be possible to derive positions from transac-
tions. Techniques that can be used to make these deri-
vations are discussed in Chapter 10, though they must
be regarded as very much second-best alternatives.
Investment income may be derived from information
on the scheduling of coupon payments and current
market prices, or from known (or assumed) relation-
ships between positions and income. Techniques for
estimating income are described in Chapter 13.

3.191 All the collection approaches set out in
Table 3.2 are based upon the assumption that owners
and intermediaries can distinguish between resident
and nonresident issuers and holders. Many institu-
tions may not readily know which companies are
residents and which are nonresidents. To overcome
this problem, at least as far as the issuing company
is concerned, having the data reported on a security-
by-security basis will allow the compiler to determine
the residence of the issuer, especially if the compiler
maintains its own register of issues, or has access to
one in which it has confidence.

3.192 To determine the residence of the holders
of securities, companies and intermediaries could
be asked to enter codes or flags in their databases to
identify resident and nonresident clients. In many
cases, the distinction may be made with reference to
some type of legislation or official administrative ar-
rangement that “classifies” companies as residents or
nonresidents for particular purposes. For example,
companies that are exempt from value-added tax or
those that pay withholding taxes may be regarded as
nonresidents—although such “classifications” may
be made on the basis of address. Some cases may
not always be clear, and the compiler should provide
guidelines to owners and intermediaries, and advise
them of the residence status of particular companies.
It is important for the compiler to have a good under-
standing of institutional arrangements and the nature
of record-keeping practices in order to give the best
advice to companies.

3.193 Alternatively, the compiler may have to ex-
amine security registers directly. This task could be
immense and may be only a periodic option. The aim
should be to capture large transactions and holdings,
and this activity should be supplemented by properly
designed sample surveys to measure smaller holdings
and transactions.

Model Collection Form

3.194 Model form 19 could be used to collect data
on securities issued by resident companies and owned
by nonresidents and securities issued by nonresidents
and owned by resident companies. However, different
approaches may be preferred and additional collec-
tion forms may be necessary for some types of securi-
ties. Whichever methodology is adopted, instructions
should be added to model form 19 to specify clear
rules about what should be included and omitted from
the survey form. If resident companies hold bearer se-
curities that are issued internationally by other resi-
dent companies, model form 19 could be amended to
collect the necessary information for clarifying data
reported by the issuing company.

3.195 Similarly, ITRS forms may be used to collect
data on security transactions. However, in economies
where international intermediation is significant, the
rules of the ITRS must clearly define which institu-
tions should report which transactions. Also, it will
generally be necessary to supplement the ITRS with a
collection of data on positions.

3.196 Model form 19 has been designed to collect
data from intermediaries (such as brokers, nomi-
nees, custodians, and/or institutions responsible for
managing security registers) and is based on a num-
ber of assumptions. Via the form, intermediaries are
asked to report—for each combination of security
and owner—details of positions, transactions (issues,
redemptions, sales, and purchases), income, fees,
and withholding taxes. However, in practice, it may
not be possible to obtain the full range of informa-
tion about each combination from one respondent.
For example, for securities issued by resident com-
panies, nominees might have details on positions
but not on transactions—which, in turn, may have to
be reported by brokers. Other cases will arise as re-
flections of circumstances in the compiler’s economy,
and the compiler should take care to ensure that re-
porting instructions are clear and appropriate. It is
particularly important that duplication of reporting
be avoided or, if this is not possible, identified so that
any double counting can be eliminated.

3.197 For resident companies issuing securities,
reporters are asked to provide an identification or ref-
erence number and an owner code for each combina-
tion of security and owner. The reference code, when
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linked to a database on security issues, would establish
the type of security, the currency of denomination, the
redemption date, coupon payments, and so forth. The
owner code would identify the economy of residence
(and, perhaps, sector) of the nonresident party.

3.198 For nonresidents issuing securities, refer-
ence numbers of securities and resident owner codes
would be provided. Security reference numbers would
permit identification of sectors and economies of
residence of nonresident parties, and resident owner
codes would permit identification of sectors and in-
dustry codes of resident owners.

3.199 With regard to security reference numbers, it
is possible that these could be specially established by
the balance of payments compiler. The disadvantage
with this task, though, is that it would be onerous to
maintain the list and communicate the information to
respondents. A better alternative would be to use a do-
mestic, or preferably international, security reference
system that has been accepted by organizations most
likely to be approached in the collection of information.

3.200 Security reference numbers—when properly
utilized—allow the compiler to develop comprehen-
sive information about each security traded interna-
tionally. Such information would be of assistance in
identifying and rectifying any errors, duplications, or
omissions in reporting.

3.201 The categories of securities reported are broadly
consistent with Table 3.2. They include the following:

o Securities issued in the domestic economy by
residents and owned by nonresidents

o Securities issued in the domestic economy by
nonresidents and owned by residents

« Securities issued abroad by residents and owned
by nonresidents

» Securities issued abroad by nonresidents and
owned by residents

3.202 Model form 19 does not contain precise
rules (such as who should report what) about report-
ing arrangements or define the relationship between
model forms 17 and 19. The individual compiler is left
to determine these arrangements. The model form
also collects data on the intermediary’s own account.

3.203 It is assumed that intermediaries will report
data electronically. While not stated on the model

form, it should be possible to introduce, if the use of
such techniques reduces reporting and processing
costs, suitable thresholds or sampling techniques for
smaller holdings and transactions. These techniques
are discussed in further detail in Chapter 2.

Overcoming Possible Problems

3.204 It may appear that model form 19 represents
a highly ambitious approach. However, a number of
economies collect data on this basis.* Respondents,
whether end-investors, portfolio managers, or cus-
todians, could be asked to provide an electronic file
of all their holdings, which reduces the burden on
the respondents to sort the information requested.
However, it can place considerable burden on the
compiling agency, and for economies with relatively
small securities activity or with limited resources for
balance of payments / IIP purpose, this may not be
a viable option. That being the case, requesting data
on an aggregated basis may be sufficient, especially if
there are other data checks embedded in the informa-
tion (such as a reconciliation between opening and
closing balances, via financial transactions and other
changes, and income transactions). Failing that, cer-
tain assumptions about undercoverage, income, other
changes, and so forth may need to be made to develop
a complete set of financial and income transactions
and position data, but these assumptions should be
reviewed and verified from time to time (preferably
no less frequently than annually).

3.205 When data come from two or more sources,
such as both nominees and brokers, it may be difficult
to collate the information. By collecting the data on a
security reference number basis, it should be possible
to resolve most inconsistencies between positions and
transactions through accurate validation and careful
querying procedures. When data come from different
sources, it may be necessary to develop several types
of forms to collect appropriate information.

*One of the important developments in the collection of data on
cross border transactions and positions in securities has been the
CPIS. This survey prompted many economies to set up collec-
tion systems that would be a considerable improvement over
their previous approaches. Many of the participants in the CPIS
collect data on a security-by-security basis. These data, when
compared with databases on securities issued in and outside their
own economies, have resulted in major improvements in the data
quality of these economies’ balance of payments and IIP.



3.206 Some compilers may not have the necessary
authority to collect all data required or may prefer not
to collect detailed information. In these instances, an
intermediary (such as a securities exchange) could be
asked to prepare tabulations that the compiler would
otherwise prepare. At a minimum, the compiler
should attempt to obtain items that are classified by
sector of issuer and owner’s economy of residence (for
securities issued by residents) and issuer’s economy of
residence and sector of owner (for securities issued by
nonresidents and held by residents). The use of analy-
ses undertaken by intermediaries to provide the com-
piler with various tables is akin to the use of an ITRS
that does not give the compiler access to individual re-
cords. In these situations, the compiler should attempt
to ensure that those who undertake the basic compila-
tion (in the case of an ITRS, commercial banks, and,
in the case of securities, intermediaries) have a thor-
ough understanding of the requirements and the type
of approach that the compiler wishes to be taken.

3.207 There may be numerous problems in col-
lecting information on international security transac-
tions, which constitute one of the most complex areas
of the balance of payments. However, more accurate
data are likely to be collected if the compiler is very
familiar with institutional arrangements and record-
keeping practices, has the necessary legislative author-
ity to require that suitable information be reported,
can persuade the industry to provide necessary data,
and is in a position to analyze data closely to correct
any apparent anomalies. One should not underesti-
mate the research necessary to gain an understand-
ing of institutional arrangements in each economy.
Intermediary companies are often complex, and the
compiler may wish to review the activities of the in-
termediary in some detail, to determine whether it
performs one of the many functions that the compiler
should measure. Chapter 2, which examines the issue
of form design and testing, is particularly applicable
to collections from intermediaries.

3.208 One particular challenge for security-by-
security collections is the stapling of securities. In some
instances, different securities are “stapled” together so
that transactions can take place only in the combina-
tion of the securities—the individual securities cannot
be traded in isolation. The securities can be treated as
a single security when the issuers of the components
of the staple are resident in the same economy, are
classified to the same institutional sector, and the se-
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curities are classified as the same instrument (equity,
long-term debt securities, or short-term debt securi-
ties). Where any of these do not hold, the compiler
should attempt to “unstaple” the securities, in which
case estimates will need to be made of the value of each
of the components as there is no observable market
valuation.

Collections of Data on
Financial Derivatives

3.209 A financial derivative contract is a financial
instrument that is linked to another specific financial
instrument or indicator or commodity and through
which specific financial risks (such as interest rate
risk, foreign exchange risk, equity and commodity
price risks, credit risk, and so on) can be traded in
their own right in financial markets.

3.210 Transactions of resident companies that
have derivative contracts with nonresidents can be
covered through a survey. Respondents will include
mostly banks and other financial corporations, and
some large nonfinancial corporations.

3.211 Model form 20 could be used to collect in-
formation on holdings of and transactions in financial
derivatives contracts with nonresidents. The data are
collected by types of derivative instruments (options,
futures and forwards, and swaps). The reporting in-
structions explain how the forms are to be completed.

Collections from Persons
and Households

3.212 This section discusses collections of data
from individuals and households, which are groups of
persons with common economic interests, for mea-
surement of various household sector transactions in
the balance of payments. It describes migration sta-
tistics and similar statistics on movements of persons
across national borders, surveys collecting data on
travel expenditure, and other household surveys. The
household sector transactions included in the balance
of payments and the categories where they typically
fall are presented in Table 3.3.

3.213 Sources described elsewhere in this Guide
could be used to collect data for the household sector.
For example, many household transactions should
be included in a well-designed ITRS. However, the
ITRS must be designed to capture and classify small
value transactions that are typical of households.
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Table 3.3 Recording of Household Transactions in Balance of Payments

Category

Import of goods and services by households
(e.g., via Internet)

Expenditure on goods and services by
persons traveling abroad

Expenditure by students studying in
economies other than their home

Health care services provided to
nonresident patients

Employment earnings of residents who
work abroad for nonresident employers for
less than 12 months

Expenditures made by these workers on
goods and services in host economies

Employment earnings by persons who work
for a nonresident entity such as a foreign
embassy

Remittances, by residents, of funds to
households abroad (e.g., by foreign
workers living in an economy for 12 months
or more)

Pensions and social security contributions
by residents to nonresident governments or
pension funds

Pensions and social security payments
received by residents from nonresident
governments or pension funds

External financial investments by
households

Migrants’ financial assets and liabilities that
remain in the economy of origin

Migrants’ personal effects that are
imported

Source: IMF staff.

Recording

Is recorded in the current account under the respective category of goods
and services

Is recorded in the current account under passenger fare and travel items

Is recorded in the current account under travel services, and, if the student
is financed under a foreign aid program, an offset entry is included in the
secondary income account as miscellaneous current transfers

Are recorded in the current account, under travel

Are included in the primary income account, under compensation of
employees

Are included in the current account, under travel

Are included in the primary income account, under compensation of
employees

Are included in the secondary income account, under personal transfers

Are included in the secondary income account, under social contributions

Are included in the secondary income account, under social benefits

Are included in the financial account and the IIP

Are not included in the balance of payments but should be included in
the other changes in financial assets and liabilities account, under other
volume changes for the relevant functional category and instrument (and,
by extension, be included in the relevant category of the IIP), until such
time as these assets are liquidated (and the proceeds sent to the migrants’
new economy of residence) or the liabilities are redeemed. When that
happens, these transactions should be included in the financial account of
the balance of payments.

Are excluded from goods in the current account (as no change of
ownership took place and, consequently, no transaction has occurred)

Surveys of businesses of transportation companies
could be used to measure passenger fares; survey of
businesses of the travel industry to measure travel;
official sources or surveys of businesses of health and
education institutions to measure health and educa-
tion services provided to nonresidents; surveys of
employersand employment agencies to measure com-
pensation of employees and possible personal trans-
fers (such as workers’ remittances); various official

sources and surveys of pension funds to measure
pensions and social security transactions; and fund
managers to measure financial investment abroad by
households. In addition, the compiler may be able
to approach some partner economies to collect re-
quired data. However, such sources may not always
be adequate for the compiler’s purposes, and con-
ducting personal and household collections may be
necessary. In addition, household collections may be



a useful check on the validity of data collected from
other sources.

3.214 The remainder of this section reviews the
primary types of household collections (migration
statistics, alternative statistics on across-the-border
movements, surveys of individuals traveling, and
other household collections) that could be available
to the balance of payments compiler.

Migration Statistics

3.215 Migration statistics are designed to measure
the number of persons crossing an economy’s frontier;
these statistics usually distinguish between visitors, other
short-term individuals traveling abroad, and migrants.
A visitor is defined as person staying, or intending to
stay, in an economy other the one in which the person
is normally a resident for less than 12 months for pur-
poses other than to be employed by a resident employer.”
Other short-term individuals traveling abroad include
border, seasonal, and other short-term workers and
nomads. Migrants are persons moving permanently or
for periods of 12 months or longer; the persons do not
need to be resident for 12 months before being classi-
fied as residents (exceptions to the 12-month rule are
made for students and medical patients who may be in
an economy for longer than 12 months and not change
residency if they intend to return to their home economy
at the completion of their studies/treatment). The inten-
tion of doing so at the time of entry into the economy is
usually sufficient. Migration statistics should not include
movements of military personnel or civilian government
employees and their dependents living abroad because
they are considered residents of their home economies.

3.216 Visitors, other short-term individuals travel-
ing abroad, and migrants are all of interest for balance
of payments purposes. For visitors and other short-
term individuals traveling abroad, the objective is to
measure their earnings and expenditures abroad (for
residents) or in host economies (for nonresidents). For
balance of payments purposes, migrants are regarded
as having changed residence. Migrants are of interest
because they are likely to move financial assets (and lia-
bilities) when they move from one economy to another,
or they may maintain financial assets and liabilities in
their former economies of residence. These aspects of
migration do not represent transactions (until such
time as the assets/liabilities are liquidated / paid off,

* See Tourism Satellite Account: Recommended Methodological
Framework 2008.
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when they should be recorded in the financial account
of the balance of payments), but they should be mea-
sured for inclusion in the other changes in financial as-
sets and liabilities account, and by extension, in the IIP.

3.217 Data on the number and characteristics of
migrants and visitors and other short-term individu-
als traveling abroad are usually obtainable from in-
ternational migration statistics, guidelines for which
may be found in Recommendations on Statistics on In-
ternational Migration, Revision 1, 1998, in the United
Nations Statistical Papers.

3.218 International migration statistics may be
based on measurements of persons as they cross na-
tional borders or arrive at airports, population regis-
ters, or field surveys. Recording of persons at border
crossings and at airports is likely to provide better data
on visitors and other short-term individuals traveling
abroad than population registers and field surveys.
Whatever the data source used, the compiler should
be aware of its limitations.

International guidelines on migration statistics

3.219 The Recommendations on Statistics on Inter-
national Migration represent an update on the 1976
recommendations. These guidelines define catego-
ries of arrivals and departures that migration statis-
tics should measure. In the guidelines, emphasis is
placed on measuring the length of stay and on using
12 months as the dividing line between short-term
and long-term migrants.

3.220 The guidelines identify four broad methods
for measuring migration—administrative registers,
other administrative sources, border collection, and
household-based field inquiries. The guidelines also
contain discussion of the relative merits and chal-
lenges of each approach to measuring migration.

Measuring the number and characteristics
of arrivals and departures

3.221 Data on border crossings are typically pro-
duced as a by-product of an administrative process
designed to identify and control persons entering and
leaving an economy. The essential procedure requires
such persons to complete and submit a migration card
or form. Data collected may include the person’s name,
sex, nationality, date and country of birth, passport
number, marital status, intended address in host econ-
omy, flight number or other transport details, intended



Specific Surveys for Balance of Payments and International Investment Position

or actual length of stay, and purpose of visit. These data
are required for migration officials to check the identity
of the person traveling, as well as to administer migra-
tion policy. The information may also be used for sta-
tistical purposes; for this reason, requests for additional
data may be added to migration cards or forms. The
compiler may, from time to time, have the opportunity
to influence the design of these documents and should
take advantage of these opportunities to facilitate data
collection for balance of payments purposes. Data
from these cards or from population registers or field
inquiries are the basis of migration statistics.

3.222 From the compiler’s viewpoint, the infor-
mation shown in Table 3.4 is generally required to
compile various balance of payments transactions
data. For each category shown in the table, data may
also be required on economy of destination or origin,
purpose of journey, and so forth. Also, supplemen-
tary data may be required on nonresident students
or patients who stay in host economies for periods
of 12 months or longer, or on national students or
patients who leave for a month or longer, in order to
treat these cases correctly in the balance of payments.

Table 3.4 Number and Surveys of Travelers

Nonresidents

Residents visiting visiting compiling

abroad economy
Arrivals Number of Number of arrivals
arrivals and and expected
actual length of duration of visit
stay abroad from from migration
migration records  records
Actual Anticipated
expenditure expenditure while
while abroad visiting compiling
from survey economy from
survey
Departures Number of Number of
departures and departures and
expected length actual length
of stay abroad of stay from
from migration migration records
records Actual
Anticipated expenditure while
expenditure visiting compiling
while abroad economy from
from survey survey
Field Actual Not applicable
inquiries expenditure

while abroad

3.223 Model forms 21 (returning residents) and
22 (departing nonresidents) request information that
can be useful for compiling estimates of travel expen-
diture. Further information on the use of surveys of
individuals traveling abroad is provided ahead.

3.224 These data, together with data on patterns of
expenditure and compensation of employees, could
form the basis for a data model to estimate various
balance of payments items. In particular, travel ser-
vices can be estimated by multiplying the actual
number of visitors and other short-term individuals
traveling abroad (residents visiting abroad) by the es-
timate of per capita expenditure from surveys of ac-
tual expenditure. Preliminary estimates for a period
can make use of data on the expected length of stay
and anticipated expenditure.

Alternative Statistics
on Across-the-Border Movements

3.225 An economy’s official migration statistics are
usually compiled, in conjunction with the migration
authorities, by the central statistical agency. However,
these statistics—especially in relation to visitors and
other short-term individuals traveling abroad—may
not always be available, so the compiler may require
another source of data on short-term movements.
As an alternative to migration statistics, the compiler
could investigate using data, to be provided by trans-
port companies, on the number of passengers mov-
ing across an economy’s borders by means of various
transport modes (such as aircraft, ship, train, or bus).
Data on passengers traveling by road may also be avail-
able from official sources. For island economies and
economies where the majority of across-the-border
movement of persons is via organized transport, data
from transport companies can be an effective source
for measuring such movements. Data on the number of
nonresidents registering at hotels may also be available
as a source of information on some visitors and other
short-term individuals traveling abroad (although hotel
registrations will double count such travelers staying at
more than one hotel and miss those who do not stay
at hotels). The compiler should become aware of these
sources and seek to influence their development when
they prove useful in balance of payments compilation.

Surveys of Individuals Traveling Abroad

3.226 Surveys in various forms are conducted by
many economies to measure activities of individu-



als traveling abroad. Some surveys may be designed
purely to meet balance of payments requirements for
measuring travel and possible other forms of expen-
diture and income. Other surveys with broader pur-
poses may contain information on travel expenditure
and therefore be of interest to the compiler. Individ-
uals traveling may be surveyed when they arrive or
depart or sometime after they have returned to their
home economies. Table 3.4 sets out various categories
of surveys and whether these surveys measure antici-
pated or actual expenditure (and receipts).

3.227 Surveys of arrivals measure actual expendi-
tures abroad of residents returning home and antici-
pated expenditures of nonresident visitors and other
short-term individuals traveling in the economy.
Conversely, surveys of departures measure actual
expenditures of departing nonresident visitors and
other short-term traveling individuals and anticipated
expenditures of departing resident visitors and other
short-term traveling individuals. Surveys of returned
individuals from travel abroad collect data from
residents sometime after they return home. In some
economies, these surveys include questions on em-
ployment income (compensation of employees) and
other possible balance of payments transactions, such
as transfers and financial account transactions.

3.228 Survey methodology may take a number of
forms. If a survey is made in respect of arrivals or de-
partures, it may take place on board aircraft or in pas-
senger terminals. If conducted in passenger terminals,
access to passengers in airline lounges will need to be
negotiated as these passengers are likely to have differ-
ent characteristics to those not located in lounges—
for example, a higher proportion of individuals in
lounges may be business travelers. The survey may be
conducted by distributing and collecting forms or by
personal interview. Surveys of returned visitors and
other short-term traveling individuals may be con-
ducted by mail or by personal or telephone interview.
In these surveys, returned visitors and other short-
term traveling individuals can be identified from
migration cards or similar sources. Surveys may be
carried out by an official statistical organization, an-
other government agency, or a private agency work-
ing on behalf of an official agency.

3.229 A number of economies, particularly those
whose primary territory consists of one or more islands,
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conduct surveys based on interviews of departing
nonresident visitors and other short-term traveling
individuals. In some economies, this approach is also
used to measure expenditure by returning residents.
These surveys are often conducted on behalf of the na-
tional tourist authority by a private survey company.
The primary purpose of the survey is to gather infor-
mation on travel activities and attitudes of departing
(or returning) visitors and other short-term traveling
individuals to facilitate tourism analysis and policy
development. Interviews include many questions;
those of particular interest to the balance of payments
compiler concern travel expenditure by, and earn-
ings of, nonresident visitors and other short-term
traveling individuals in the host economy and simi-
lar information for residents returning from abroad.
Travel expenditure may be broken down into a num-
ber of categories, including expenditure at hotels and
restaurants and on transportation, entertainment,
shopping, and other services. Additionally, travel ex-
penditure may be classified by type of payment used
(e.g., package tour, credit cards, cash, wire transfers,
and traveler’s checks) to reconcile such data with data
from other sources.

3.230 Some economies use surveys of interna-
tional air passengers to provide information on travel
and passenger fare receipts and payments. Cooper-
ating airlines distribute questionnaires (to be com-
pleted on a voluntary basis) to all passengers on
selected flights, collect completed forms, and return
the forms to the balance of payments compiler. Like
surveys based on interviews, these typically serve the
interests of the tourism industry as well as those of
the balance of payments compiler. Key items for the
compiler include destination or origin, expenditures
in host economies, length of stay, and passenger fares.
Information is combined with migration statistics to
produce final results. However, where the data are
obtained on a voluntary basis, such as surveys con-
ducted on aircraft, the compiler should be conscious
of potential bias in the results. These can be addressed
through the use of estimation techniques.

3.231 As surveys of visitors are typically sample
surveys, results should be expanded to determine ag-
gregate results for the population of visitors and other
short-term individuals traveling abroad. Aggregates
can be obtained by number raising (i.e., results for
each person sampled are expanded by the inverse of
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their chance of selection adjusted for nonresponse)
or by using a poststratified estimator (the results are
expanded by the ratio of the number of persons in
the population in a particular category—as identified
from migration statistics—to the number of persons
in the sample in the category). A poststratified estima-
tion procedure should produce more accurate results
but can be subject to bias. Less rigorous sampling tech-
niques may be acceptable if the survey is simply de-
signed to derive per capita estimates for input into data
models rather than actual aggregate travel expendi-
ture. In any case, the compiler should either gain some
familiarity with statistical theory and mathematical as-
pects of sample design and selection and/or seek pro-
fessional assistance from mathematical statisticians.
Sample surveys are discussed further in Chapter 2.

3.232 In surveys of visitors, group travel, which is
largely associated with families, requires particular at-
tention. It is important to determine whether a visitor
or other short-term individuals traveling abroad is a
member of a traveling group. As sample expansion
procedures usually are based on the individual as the
statistical unit, it is necessary to assign group travel
expenditure to individuals. It is possible to adopt a
variety of procedures, but the procedures must be
consistent. One procedure is to prorate all group ex-
penditure to adults in the group (an adult could be de-
fined as a person of more than a certain age). A related
issue is the expenditure of children. In many surveys
of visitors, children are not included in the sample. As
children (other than students) often travel in groups
with adults, their omission should not be a concern,
especially if there are alternative methodologies for
measuring students’ expenditures when amounts are
significant. Procedures should be developed, however,
for assigning the expenditure of nonstudent children
traveling in a group. For example, all expenditure of
children could be assigned to the head of the house-
hold or to another adult. Also, it is important that the
absence of children be taken into consideration in any
sample estimation.

3.233 One problem with surveys of visitors is
memory recall. This difficulty can be partly over-
come in interview surveys by encouraging the inter-
viewee to consult records and/or by providing suitable
prompts. During the interview, the interviewer may
encourage the interviewee to consult credit card slips,
traveler’s checks records, and so forth. Economies

that conduct surveys of individuals traveling abroad
sometime after their return almost always collect ex-
penditure information classified by type of payment,
rather than by types of goods and services acquired,
because the financial records required to support this
approach are more likely to be retained by individuals
traveling abroad than the recollection of which items
were acquired.

3.234 Another problem, particularly for package
tours, is the splitting of expenditures into passenger
fare (included in transport, except for any transport
provided internally to the economy visited) and travel
components such as accommodation and meal costs,
transfers between airport and hotel, or site entry
charges. To overcome this problem, survey question-
naires may seek the total value of a trip—that is, pas-
senger fares plus those travel costs that are covered by
the package cost. The balance of payments compiler
could then estimate the travel expenditures by de-
ducting from the total value of the trip an estimate of
international passenger fares obtained from another
source, such as a survey of businesses of transporta-
tion companies (described in Collections of Goods
and Services Statistics, this chapter). Alternatively,
the balance of payments compiler could consult with
travel industry representatives to break down trip ex-
penditure into the two components. If the package
tours have been arranged by nonresident organizers,
the balance of payments compiler may explore the
likely breakdown between transport and travel costs
with resident organizers.

3.235 In collecting the information from individu-
als traveling abroad (regardless of whether for pack-
age tours), it is important that the compiler ascertain
the residence of the transport company to determine
whether the services provided would be included in
the compiler’s economy’s balance of payments. For
example, if a resident airline is providing transport
services to residents, this is not a balance of pay-
ments transaction. Similarly, if a nonresident airline
is providing transport services to nonresidents; these
services are not included in the compiling economy’s
balance of payments. On the other hand, where a resi-
dent airline is providing transport services to non-
residents, this is a transport credit for the resident
economy. Where a nonresident airline is providing
transport services to residents, this is a transport debit
for the resident economy.



3.236 The compiler should play an active role in
the development and monitoring of survey of visi-
tors conducted by other agencies. Particular attention
should be paid to the wording of questions, the loca-
tion of questions on forms or the sequence of ques-
tions in interviews, the training of interviewers, and
data validation and sampling techniques. It is desir-
able that individual records (or completed forms)
from surveys be given to the compiling authority for
validation checks of data, examination of collection
procedures, review of possible sample problems (such
as outliers), and expansion of sample results via, for
example, a poststratified estimation procedure used
in conjunction with international migration statistics.

Other Collections

3.237 Many economies conduct household ex-
penditure surveys (e.g., to arrive at weights for con-
sumer price indexes). These surveys could be used to
estimate travel expenditure abroad, which is a com-
ponent of household expenditure. Experience with
this approach is not particularly encouraging as the
sample of persons who travel abroad is usually not
large enough to provide robust estimates for balance
of payments purposes. This problem with sampling
sparse populations can be addressed if there is a spe-
cial supplementary survey to expand the number of
responding households. However, in the absence of
alternative data sources or a larger sample, this ap-
proach could be used to generate broad estimates of
travel and also to provide estimates of remittances to
persons abroad (the survey could include a supple-
mentary question on this issue).

3.238 Another strategy to improve the proportion
of the sample that provides information of interest to
the compiler is to limit the sample in some way. For
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example, it may be limited to areas close to borders (for
border workers and seasonal workers); to workers em-
ployed in particular industries (for seasonal workers
and short-term workers—for example, on fly-in-fly-out
contracts); or to lists of immigrants available from the
relevant authority. The survey could target transactions
of particular interest to the compiler, including income
from employment, taxes paid in the economy of em-
ployment, social contributions paid, social benefits re-
ceived, travel expenditure, or financial transactions and
positions (for border workers, etc.). In addition or in-
stead, transport and travel associated with visits to the
economy of former residence, remittances, financial
assets and liabilities, and social benefits received (for
immigrants) could be covered. Model form 23 in Ap-
pendix 8 requests data that would be of specific interest
for these populations.

3.239 A further population of particular interest
is that of nonresident students, who can be identified
from the visa-issuing authority or from education in-
stitutions. Surveys can be used to seek information on
where the students source their funds and to identify
their expenditure patterns.

3.240 Closely related to household expenditure
surveys are household income surveys, which obtain
information on household sources of income. The
balance of payments compiler could investigate the
possibility of using (particularly in the absence of al-
ternative data sources) these surveys to measure per-
sonal transfers received from relatives working abroad
and employment income earned from household in-
vestments made abroad. As the number of households
may not be sufficiently large to provide robust esti-
mates of balance of payments data, a supplementary
survey may be conducted to endeavor to address the
sparseness of the population of interest.



4.1 The international transactions reporting sys-
tem (ITRS)' is part of the broader institutional data
collection framework of many economies. It differs
from economy to economy, drawing from econo-
mies’ legal framework, accounting systems, and for-
eign exchange regulations; however, virtually all such
systems have certain features in common. Most ITRS
(formerly known as foreign exchange record systems)
evolved as by-products of foreign exchange control
systems. However, as foreign exchange restrictions
were eased or lifted, many systems were extended be-
yond their original purpose of measuring foreign ex-
change transactions; hence, a broader designation is
necessary to describe them. This chapter outlines fea-
tures of an ITRS and also discusses the use of an ITRS
in compiling balance of payments and IIP statistics.

4.2 As a general rule, an ITRS is a data collection
system that obtains data from banks and companies at
the level of individual transactions. The most compre-
hensive “traditional” ITRS measures: (1) cash transac-
tions with nonresidents that pass through domestic
banks; (2) cash transactions that pass through enter-
prise accounts with banks abroad; (3) transactions on
intercompany accounts with nonresident companies;
(4) positions; and (5) noncash transactions. Statistics
are compiled from forms submitted to/by domestic
banks and from forms submitted by companies.

ITRS Reporters

4.3 AnITRS typically collects data from reporters in
the banking sector including the central bank, and se-
lected companies called direct reporters that report di-
rectly to the balance of payments compiling institution.

'TTRS sometimes refers to an international transaction reporting
system (singular), and sometimes refers to international transac-
tions reporting systems (plural).

International Transactions
Reporting System

4.4 Thebanking sector is central to the ITRS. Banks
report all operations that are carried out between resi-
dents and nonresidents through their books on their
own account and on the account of their clients. In
economies with foreign exchange restrictions that do
not allow residents to hold foreign exchange accounts
with resident banks, clients’ foreign exchange pur-
chases and sales transactions with nonresidents can
be captured. Also, nonresidents’ accounts in domestic
currency with resident banks should be monitored, if
nonresidents are allowed to hold such accounts.

4.5 In economies where residents can hold foreign
exchange accounts, the ITRS is focused on collecting
transactions going through banks’ correspondent ac-
counts. Such accounts include (1) nostro accounts—
correspondent accounts of resident banks with banks
abroad? and (2) vostro accounts that are nonresident
banks’ accounts with resident banks.? In addition, the
ITRS includes resident companies’ accounts with non-
resident banks and nonresidents’ accounts (other than
banks) with resident banks. Regarding the banks’ own
transactions, banks should account for foreign currency
(banknotes) accounts, their correspondent and deposit
accounts with nonresident banks, nonresident banks ac-
counts in domestic banks, and other security and loan
accounts that involve transactions with nonresidents.

4.6 Other ITRS reporters are companies called di-
rect reporters. Two types of direct reporters could be
identified:

(1) Full direct reporters (FDR) are companies with
a high degree of cross border transactions that

2In some cases, ITRS also includes nostro accounts with resident
banks, for banks that are not licensed to have correspondent ac-
counts with nonresident banks.

? A vostro (your) account is another bank’s account with the re-
porting bank, while a nostro (our) account is the reporting bank’s
account with another bank.
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conduct their transactions through accounts
with domestic banks and, in some cases,
through accounts with banks abroad and in-
tercompany accounts. FDRs report to balance
of payments compilers all transactions and po-
sitions with nonresidents conducted through
all mentioned accounts. In a closed system,
domestic banks will also report FDR transac-
tions conducted through domestic accounts;
however, they will classify these transactions
as neutral, to avoid duplication.

(2) Partial direct reporters (PDR) are companies
that have accounts with nonresident banks
and are not FDRs. PDRs report directly to the
compiler only transactions through accounts
abroad.

Comprehensiveness of ITRS

4.7 The comprehensiveness of I'TRS may vary, and
it in general determines to which extent the compi-
lation of the balance of payments depends on other
sources. A fully comprehensive ITRS must include
banks and direct reporters’ transactions, which are
reconciled with resident banks foreign currency
positions or with external assets and liabilities posi-
tions of direct reporters. In terms of comprehensive-
ness, the ITRS can be closed, partial (semiclosed),
or open. A closed ITRS accounts for all transac-
tions and reconciles all transactions going through
targeted accounts with corresponding changes in
positions. An open ITRS does not allow such com-
plete accounting and reconciliation. In a partial
ITRS, certain balance of payments transactions are
not recorded or the system allows for reconciliation
of flows and positions only for some accounts. For
example, the system may not include transactions
involving exports and imports of goods, although
it may provide for reconciliation of data on certain
flows and positions.

Data Items Collected

4.8 The report form is completed by the bank cli-
ent and/or by the bank staff based on information/
documents provided by the client. The report form
includes the reference number of the transaction, the
reference period, the identity of the transactor, the
identity of the bank accepting the form, the currency
used in the transaction, the value of the transaction

(either in terms of the currency used, the unit of ac-
count, or both), the classification and description of
the purpose of the transaction (i.e., payment/receipts
for import/export of goods), and the economy of the
nonresident party. Banks record also their own trans-
actions and details of their foreign currency (and
other external asset and liability) positions for pur-
poses of providing IIP data and for reconciling trans-
actions and positions.

4.9 Appendix 8 presents model ITRS collection
forms, as well as their outline. The model collection
forms are designed for a closed ITRS and include the
following:

» Form 3-1 ITRS-Payments and Receipts—Single
transactions reported to the banking system
by banks’ clients or by banks on behalf of their
clients

o Form 3-2 ITRS-Imports and Exports—
Demonstrates how an ITRS could be used to cap-
ture data on goods transactions; although it is not
recommended to compile goods statistics based on
ITRS due to limitations described in Chapter 11

o Form 3-3 ITRS-Companies—For FDRs it covers
transactions passing through company foreign
currency accounts at domestic banks, bank ac-
counts with nonresident banks, noncash transac-
tions, and external asset and liability positions. For
PDRs, it includes transactions passing through
company bank accounts with nonresident banks,
including positions

 Forms 3-4 ITRS-Banks and 3-5 ITRS-Banks’ Re-
cord of Transactions—Includes the reporting of
banks’ own transactions and positions and data
reconciling positions and flows.

4.10 The presented forms could be used for collect-
ing data with or without a threshold. If a threshold
is established, it is beneficial if transactions below the
threshold level, if material, are reported in an aggre-
gated amount classified using the appropriate code.

4.11 A list of model classification codes for trans-
actions (and positions) is presented in the Annex to
Forms 3-3-3-5 for ITRS-Classifications. In the list,
infrequently used codes are not shown. (In some
economies, individual codes are added to the classi-
fication framework after compilers consult with par-
ticular companies engaged in specialized activities
and with the central bank in respect of government



activities and of reserve assets transactions.) Exclud-
ing specialized codes on the general forms avoids the
problem of overburdening respondents with instruc-
tions and classifications. The list includes codes for
selected neutral transactions such as transfer of funds
between accounts or transactions of FDR included
in the banks report. These transactions should be
reported to allow for reconciliation of flows and po-
sitions, although they are not included in balance of
payments statement.

Reporting Threshold

4.12 In many ITRS, thresholds are established for
reporting transactions. Large numbers of transac-
tions are of small value and, in aggregate, also may
account for insignificant values. The use of thresh-
olds prevents undue reporting burdens and process-
ing costs. The thresholds can be simplification or
exemption. With an exemption threshold, the small
value transactions that fall below the predetermined
amount are not reported. The simplification thresh-
old requires reporting of small value transactions in
an aggregate amount or without being classified by
the purpose of transaction. The collection of small
value transactions allows for the reconciliation of
flows and positions and also assures a full cover-
age of ITRS in aggregate transactions in balance of
payments statistics. It is important that judgment be
applied in adopting thresholds so that overall data
quality remains acceptable.

4.13 When a simplification threshold is applied, the
collected information on transactions falling below
the threshold should be attributed to the balance of
payments accounts. Different approaches could be
applied. Particularly, the information on purpose of
small value transactions may be collected from pe-
riodic sample surveys (which could be small, ad hoc
surveys carried out via special arrangement with one
or more commercial banks). The examination of sur-
vey results will help in determining appropriate classi-
fications for transactions so that data on transactions
occurring above the threshold may be supplemented
with data on small transactions that are appropriately
classified. Also, information on data below the thresh-
old can be gathered from an analysis of small trans-
actions before the threshold is raised. If one of these
methods is utilized, relatively high thresholds can be
used without jeopardizing quality.

4.14 In some cases, when the small value transac-
tions are collected but without their classification by
purpose, the compiler can attribute them to balance
of payments accounts by analyzing the description of
transaction purpose or the information on resident
transactor, if such information is available. In some
cases, the compiler could classify only transactions
that prevail by purpose (e. g., transfers by individu-
als that could be attributed to remittances measures)
and the remaining small value transactions could be
attributed to accounts applying the same approach as
described in the previous paragraph.
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Classification of Transactions

4.15 To compile a balance of payments statement,
it is necessary to ensure that the classification of trans-
actions used in the ITRS conforms, as closely as pos-
sible, to the classification required for the balance of
payments statement. The coding system should be in-
tuitive and could be customized for different report-
ers. For example, the list of codes for banks and PDRs
may include only cash transactions, while the list of
codes for FDRs could include also codes for noncash
transactions (examples of noncash transactions are
provided in paragraphs 4.43-4.44). This would reduce
the number of codes and lessen the reporting burden.

4.16 The list of codes should include codes for all
balance of payments components; however, transac-
tions that occur rarely (e.g., some types of services)
could be classified as “other n.i.e” Special codes (also
called neutral codes) should be identified for trans-
actions that are not included in balance of payments
statement but are recorded in the ITRS to improve the
efficiency of the system and for cross-checking pur-
poses. For example, neutral codes should be included
for FDR’s transactions reported by the bank or for
cross border transactions carried out by one resident
bank on behalf of another resident bank, if the former
is also an ITRS reporter. A model list of codes of trans-
action purposes is presented in the Annex to Forms
3-3-3-5 for ITRS-Classifications in Appendix 8; it ad-
dresses main balance of payments items. The list of
codes should be accompanied by a detailed description/
explanation of transactions classified under each code.

4.17 An important and often difficult part of data
collection is the classification of transactions. It can
be executed by the transactor (bank’s client) while



ordering a payment, by the bank staff based on the
information from the client, or by balance of payments
compilers. The reporter should provide information
that is sufficient to ensure correct coding and coding
cross-checks. A system in which the reporter both
describes and codes the transaction usually produces
the best results, especially if the codes are checked
by the compiler. It is important that the compiler re-
view the codes for accuracy, because accurate balance
of payments classifications require the input of spe-
cialists with knowledge both of commercial practices
and balance of payments classifications.

Currency Conversion

4.18 The balance of payments methodology gener-
ally recommends that transactions expressed in one
currency be converted into domestic currency or in
other currency in which the balance of payments is
compiled (unit of account) by using the daily average
midpoint exchange rate for transactions aggregated
for a day. If data are collected in currency of trans-
action but aggregated for a longer period (e.g., week,
month) the average midpoint exchange rate for the
given period is used for converting into the unit of
account. Corresponding position data should be con-
verted by use of a midpoint market rate applicable to
the date on which the position is measured.

4.19 Systems that record the value of each transac-
tion in the unit of account, rather than in the transac-
tion currency, are consistent with recommendations
of the balance of payments methodology, assuming
that prevailing market exchange rates are used by re-
porters for the conversion. In these systems, the rec-
onciliation of settlement transactions to changes in
positions must be undertaken in the unit of account.
In this circumstance, it may be difficult for the com-
piler to discern whether the nontransaction changes
in positions, which are derived as residuals, are due to
errors in the recording of transactions and positions,
or to use of inexact exchange rates.

4.20 In systems in which the values of transac-
tions are recorded in the currencies in which they are
denominated, data are aggregated by currency, and
reconciliations are performed in each individual cur-
rency. The advantage of this approach is that it avoids
errors arising from use of inexact exchange rates. Ex-
change rates prevailing at the time of the transaction
should be used for matching transactions involving
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different currencies. However, for practical reasons,
period average exchange rates are often used for this
process. After reconciling and matching processes
are completed, data are converted—typically by use
of period average exchange rates—to the common
unit of account and aggregated. The disadvantage of
this method is lack of consistency with recommenda-
tions in the balance of payments methodology, which
recommends the use of the exchange rate prevailing
when a flow takes place or over a very short period
of time, not an average rate over a prolonged period.

4.21 In practice, particularly when exchange rates
are not volatile, the use of the second methodology
may yield results similar to those of the recommended
balance of payments methodology. One possible ap-
proach (although burdensome) is to collect (by using
the midpoint rate applicable to the transactions) data
on the value of each transaction in the unit of account
and in the currency used in the transaction. If transac-
tions were initially recorded in both the common unit
of account and the foreign currency denomination, it
would be possible to compile results by using both of
the alternative methodologies described earlier. Re-
sults from use of the two methods could be compiled
from a sample of transactions and compared. While
this procedure adds an additional cost to the ITRS,
collection of data in both relevant currencies provides
a potential cross-check that transactions are correctly
recorded; a set of conversion ratio checks could be
developed to validate reported data. Any ratio falling
outside predetermined limits could be investigated.

Time of Recording

4.22 Tt is important that banks and FDRs record
transactions in an ITRS at the same time. Simultane-
ous recording should be achieved by individual bank
reporters within a closed system because a uniform
time of recording can be maintained by matching
entries that pass through a bank’s nostro and vostro
accounts against collection forms completed by FDR.
A record should be created for any nostro and vostro
account entries for which no corresponding collec-
tion forms exist. Similarly, collection forms for which
no nostro or vostro account entries can be identified
should be investigated and cancelled if underlying
transactions are cancelled or otherwise not completed.

4.23 Another example could be when a bank re-
ceives a draft to be sent for collection—the draft may



be recorded when it is purchased from the client,
when it is sent for collection, or when it is recorded by
the correspondent bank.

4.24 However, all banks in the system will not keep
books in the same manner unless required to do so
by law. Different banks may have different views re-
garding when to record foreign exchange assets. As
mentioned earlier, ideally, banks should account for
foreign currency, foreign exchange bank balances, bills
and notes of other banks sent for collection or held for
investment purposes, and other foreign securities and
loans. Also, banks should account for any foreign lia-
bilities. If these items are not included in an ITRS, data
covering transactions in excluded assets and liabilities
and corresponding positions should be collected sep-
arately and included in balance of payments and IIP
compilations. Banks may choose to record transactions
in some of these assets and liabilities when claims are
created, when claims are sent for collection, or when
amounts are recorded in nostro accounts.

4.25 Even if all banks included all the transac-
tions covered by the assets and liabilities mentioned
previously, and chose similar reporting procedures,
there nonetheless may be timing discrepancies; for
example, two domestic banks involved in a foreign
exchange settlement may not record the settlement in
the same accounting period. This circumstance could
give rise to a discrepancy in the total settlements item;
hence, the compiler should check each large settle-
ment transaction between domestic banks and ensure
that both sides of the transaction have been recorded
in the same period. If both parties have not recorded
the transaction in the same period, it is necessary to
have the reporting banks correct their data, or, if dif-
ferent accounting practices make that inappropriate,
the compiler should make an adjustment.

4.26 It is important for the compiler to investigate
and obtain an understanding of the accounting prac-
tices used by banks and to determine the impact of
these accounting procedures on both the scope and
timing of ITRS statistics.

Valuation, Bundling, and Netting Practices

4.27 An ITRS may not achieve uniform valua-
tions. For example, goods may be recorded, depend-
ing on the contract price in individual transactions,
on an f.0.b., c.i.f., or some other basis. The balance
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of payments methodology requires the compiler to
record goods on a uniform—namely, the f.0.b.—basis.
Therefore, the compiler may have to make certain
valuation adjustments to ITRS statistics to compile a
balance of payments statement.

4.28 Bundling of transactions occurs when several
transactions relating to more than one classification
category are covered by a single payment. For exam-
ple, a payment on a loan may include the loan repay-
ment, an interest payment, and some fees for financial
services. It is necessary for transactors to report the
separate components, or for estimates to be made if
the amounts involved are significant.

4.29 Another example of bundling is the record-
ing of transactions on a net, rather than a gross, basis.
Some foreign exchange payments may cover a number
of offsetting gross credit and debit transactions; this
may often be the case with transactions undertaken
by transportation, travel, communication, money
transfer operators, financial companies, and compa-
nies in a direct investment relationship. Therefore, it
may be necessary to collect additional information in
respect of certain types of transactions or from certain
types of companies, or it may be necessary to split cer-
tain transactions into component parts.

Scope of a Simple ITRS

4.30 A model of a simple closed ITRS is used to
illustrate operation of this type of collection sys-
tem. The model is based on the assumptions that:
(1) residents can hold foreign exchange accounts with
resident banks; these accounts can be used only for
payments to nonresidents; (2) payments in foreign
currency between two residents are not allowed;
(3) residents cannot hold accounts with nonresident
banks; and (4) ITRS is focused on collecting transac-
tions going through banks’ correspondent accounts
(nostro / vostro). These assumptions, which would be
valid in an economy with foreign exchange controls,
are dispensed with later in the chapter. Under these
assumptions, four types of foreign exchange transac-
tions may be recorded by resident Bank A:

(1) A bank client makes a payment for improved
goods in foreign exchange to a nonresident,
and receives payment for reselling the goods
to another nonresident. Both payment and re-
ceipt will be made on the client’s foreign ex-
change account with Bank A.



(2) To travel abroad, a resident individual acquires
foreign currency traveler’s checks from Bank A.
Bank A purchases travelers checks issued by a
nonresident bank from a nonresident individual.

(3) Bank A undertakes a foreign exchange trans-
action with a correspondent nonresident bank
abroad. These may be foreign exchange trans-
actions or other transactions settled in foreign
currency.

(4) Bank A undertakes a foreign exchange trans-
action with resident Bank B. This transaction
may be undertaken to settle balances in vari-
ous currencies or to sell (or buy) foreign ex-
change to (from) the central bank.

4.31 Under a closed ITRS, the payments/receipts
of foreign exchange by the client will be recorded
by the bank on behalf of its client using model form
3-1 and the corresponding reduction/increase in the
bank’s foreign exchange position will be recorded in
the bank’s transactions through model forms 3-4 and
3-5. The payments and receipts are recorded accord-
ing to the purpose(s) of the transactions.

4.32 For example, in case (1), if Bank As client
pays 100 units of foreign exchange (currency y) to
purchase goods from abroad and receives 120 units of
currency y from selling goods abroad, the following
entries would be recorded in a closed ITRS:

Current account Receipts Payments
(Credit) (Debit)
Goods 120 100
Financial account  Net acquisition Net
of financial incurrence of

assets liabilities
Bank, deposits— -100
currencyy +120

4.33 In case (2), a transaction arises as a result of
a domestic bank selling traveler’s checks to a resident
traveler. Under the assumption that I'TRS is collect-
ing transactions through bank nostro accounts, the
purchase of traveler’s checks will be recorded at the
time of settlement with the correspondent bank.*

*If ITRS captures transactions of foreign exchange purchase and
sale, this transaction is recorded at the time of the purchase of the
traveler’s checks.
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For example, Bank A conducts the following trans-
actions in currency y: purchases 50 units of trav-
eler’s checks (issued by a nonresident bank) from
the nonresident travelers and sells 60 units of trav-
eler’s checks issued by the bank to resident traveler.
Further, Bank A claims 50 units settlement for the
purchased traveler’s checks and pays 60 units as
settlement claimed by nonresident banks that pur-
chased traveler’s checks issued by the bank. The
appropriate ITRS entries for the settlement transac-
tions are as follows:

Current account Receipts Payments
(Credit) (Debit)
Services—travel 50 60
Financial account Net acquisition Net
of financial incurrence of

assets liabilities
Bank, deposits— —60
currency y +50

4.34 An example for case (3) would be a foreign
currency exchange transaction in which Bank A sells
20 units of currency y for 24 units of currency z to
a nonresident bank (one unit of currency y equals
1.2 units of currency z). The appropriate ITRS entries
would be:

Financial account  Net acquisition Net
of financial  incurrence of
assets liabilities
Bank, deposits— -20
currency y
Bank, deposits— +20
currency z

(amount is presented
in currencyy)

4.35 Case (3) also covers transactions other than
those of a foreign currency exchange nature. For ex-
ample, Bank A may acquire (at a cost of 5 units of
currency y) the services of a nonresident accountant;
receive a commission of 6 units on the sale of trav-
eler’s checks issued on behalf of a nonresident bank;
and make payments of principal and interest of 37
units and 8 units, respectively, on a loan. Payments
for all of these items would be made through Bank
As foreign exchange account (nostro) with a nonres-



ident bank. The following entries should be recorded
in ITRS:

Current account Receipts Payments
(Credit) (Debit)
Services—other 5
business services
(accounting)
Services—financial 6
Primary income— 8
interest
Financial account  Net acquisition Net
of financial incurrence of

assets liabilities
Bank—loans -37
Bank, deposits— -5-8-37
currency y +6

4.36 Entries for case (4) are similar to entries for
foreign currency exchange transactions recorded in
case (3). For example, Bank A sells 25 units of cur-
rency y to another domestic Bank B and 33 units of
currency y to the central bank. Settlement is under-
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taken in domestic currency (one unit of currency y
equals one unit of domestic currency). The following
entries should be recorded in ITRS:

Financial account Net acquisition Net
of financial incurrence of
assets liabilities
Bank, deposits
bank A—currencyy —25-33
bank B—currency y +25
central bank— +33

currency y

4.37 In all cases described earlier, domestic banks
will reduce or increase their holdings of foreign ex-
change in nostro accounts with nonresident banks.

Aggregation of Results

4.38 Using the examples from the foregoing para-
graphs, Table 4.1 illustrates aggregation of the results
of an ITRS collection. Initially, results should be com-
piled by bank and by currency. In aggregation of re-
sults, it is important that all significant transactions

Table 4.1 Summary of ITRS Transactions from Previous Examples (in currency y)

Summary, bank A, currency y
Current account
Goods
Services—
Travel
Other

Primary income

Financial account
Bank—Iloans

Bank foreign currency

Summary, bank A, currency z
Financial account—
Bank foreign currency

Summary, bank A domestic currency

Credit (receipts) Debit (payments)
120 100
50 60
6 5
8
Net acquisition of financial Net incurrence of liabilities
assets
-37
-100-60-20-5-8-37-25-33
+120+50+6
Net acquisition of financial Net incurrence of liabilities
assets
+20

Net acquisition of financial ~ Net incurrence of liabilities
assets

+25+33
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Table 4.1 Summary of ITRS Transactions from Previous Examples (in currency y) (concluded)

Summary, bank B, currency y
Financial account—
Bank foreign currency

Summary, bank B domestic currency

Summary, central bank, currency y
Financial account—
Reserve assets

Summary, central bank domestic currency

Source: IMF staff.

Credit (receipts) Debit (payments)

Net acquisition of financial Net incurrence of liabilities

assets

+25

Net acquisition of financial Net incurrence of liabilities

assets
-25

Net acquisition of financial Net incurrence of liabilities

assets

+33

Net acquisition of financial Net incurrence of liabilities

assets

-33

Note: ITRS = international transactions reporting system. The conversion rate of y to z is 1 to 1.2, and of y to domestic currency is 1 to 1.

Entries in domestic currency are between two residents and are not reported in ITRS; however they are shown for balancing purposes.

be recorded; results should be balanced by bank and
by currency.

4.39 The next step in the aggregation process is to
reconcile flows and positions. Reconciliation can be
achieved by comparing opening and closing foreign
currency positions (by bank and by currency) with
total increase and decrease entries. The opening and
closing positions are reported by banks for each mon-
itored account (including nostro and vostro accounts)
or aggregated by currency. Table 4.2 shows such rec-
onciliation where the opening position plus increase
entries less decrease entries should equal the banks’
closing foreign currency positions (assuming no price
or other changes). Any discrepancy discovered in this
reconciliation process would be shown in the other
changes column. In a closed ITRS, the balance of pay-
ments compiler should obtain a full reconciliation;
any discrepancy indicates errors or omissions in data.
Table 4.2 shows that the sum of increase entries less
the sum of decrease entries accounts for the changes
in foreign currency positions of the banks shown in
Table 4.1; therefore, a full reconciliation has been
achieved.

Modifying the Model
of the Simple ITRS

4.40 The model of a simple ITRS presented in pre-
vious paragraphs is based on assumptions suitable
for economies with foreign exchange restrictions. In
economies with relaxed or abolished foreign exchange
regulations, the system should be modified so that:

» Residents who have accounts with nonresident
banks report details of account transactions and
balances.

« Transactions performed through nonresident ac-
counts with resident banks are monitored. Under
a closed ITRS, transactions going through these
accounts with both resident and nonresident
counterparts will be recorded; however those
with a resident counterpart will be classified as
neutral.

o FDRs report details of their noncash transac-
tions, such as the granting of trade credit or
loans, with nonresidents and the corresponding
positions.

4.41 Oneimportant data collection issue for an ITRS
is the inclusion of offshore banking units established in
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Table 4.2 Reconciliation of Opening and Closing Positions with Transactions

(in currency y)

Opening foreign

currency position Increase

Bank A 1.120 +196

Currency y 1,000 +176
[+120+50+6]

Currency z 120 +20

Bank B

Currency y 1,022 +25

Central bank

Currency y 999 +33

Total 3,141 +254

Source: IMF staff.

Other Closing foreign
Decrease changes  currency position

-288 1,028

-288 888
[-100-60-20-5
-8-37-25-33]

140

1,047

1,032

-288 3,107

Note: Values for opening positions are given, not derived from calculations. The conversion ratio of y to zis 1 to 1.2.

an economy. Often the existing regulation in economies
classifies offshore companies (banks and nonbanks)
as nonresidents. Moreover, offshore banks are usually
permitted to accept deposits from, and make loans to,
nonresidents only. Offshore banking units should be
treated—for purposes of the balance of payments and
IIP statistics—as residents of the economies in which
they are incorporated. The same treatment should pre-
vail for the nonbank offshore companies incorporated
into the economy (see BPM6, paragraphs 4.134 and
4.135, regarding the residence of corporations with
little or no physical presence). Consequently, transac-
tions and positions between these companies and non-
residents should be included in an ITRS, and offshore
banks should report transactions and corresponding
positions with nonresident clients following the same
rules as for resident nonoffshore banks. If resident com-
panies have accounts with offshore banks, the accounts
may be used to settle transactions with nonresidents;
these transactions should be measured in an ITRS. It is
important for the compiler to ensure that reporting ar-
rangements cover all balance of payments requirements
and that omission or duplication of data is avoided.

Measurement of Noncash Transactions

4.42 A closed ITRS can provide a complete state-
ment of transactions that take place between resi-
dents and nonresidents and involve cross border cash
payments. This system collects also some noncash

transactions that occur between residents and non-
residents and do not involve cash payments. Such
transactions are reported by FDRs using the model
form 3-3 presented in Appendix 8.

4.43 Examples of noncash transactions that can be
recorded by FDRs include exports and imports financed
by loans that may not involve cash payments. For exam-
ple, an exporter may arrange for a financial institution
to provide financing to a nonresident importer, and
the exporter may be paid in domestic currency by the
lender. Consequently, there may be no entry in a bank
nostro (or vostro) account until the loan is repaid, and
then the transaction may be recorded (correctly) as a
loan repayment rather than as an export. Similarly, an
importer may borrow funds to purchase goods abroad.
In most circumstances, the borrowed funds would pass
directly from the financier to the nonresident exporter
and, therefore, no cash payment would be involved.

4.44 Examples of other noncash transactions cover
debt rescheduling, debt cancellation (with the con-
currence of both parties), reinvested earnings, divi-
dend to equity conversion, interest and debt to equity
conversion, and so forth.

Preparation of a Balance of Payments
Statement

4.45 This part presents general issues in com-
piling a balance of payments statement based on



data collected through ITRS. More details on using
ITRS data in compiling balance of payments com-
ponents are described in the subsequent chapters
of the Guide dedicated to balance of payments
components.

4.46 While most compilers prefer to use interna-
tional merchandise trade statistics for compiling the
goods item in the balance of payments, compilers
in some economies use ITRS for the compilation of
goods account that may have to be adjusted in a num-
ber of ways.

4.47 In respect of coverage, goods financed via
loans, goods that form part of foreign aid programs,
and goods traded between direct investment enter-
prises (DIENT) are examples of goods transactions
that may not be captured in an ITRS and should be
identified and included. Any adjustment made to
the goods item in an ITRS represents one side of the
transaction. Data sources should be checked for cov-
erage of the counterpart entries, and a corresponding
adjustment should be made to the other item in the
account if appropriate.

4.48 The value of goods for which prepayment
was made or the value of goods sold on short-term
credit is recorded in many ITRS when payment
is made. Therefore, the period in which payment
is recorded may be different from that in which
change of ownership of the goods occurs. It is pos-
sible to record goods and associated finance flows
if supplementary data are collected to indicate the
period in which the goods changed ownership or
were shipped. Also, such reconciliation can be con-
ducted by cross-checking ITRS data on payments
for goods with customs declarations data on import
and export of goods. Such a reconciliation can be
conducted at least for important high-value transac-
tions. For example, in a specific period, an ITRS may
be used to identify export receipts of 240 units, 20
of which represent prepayments for goods to be de-
livered in a future period and 21 of which represent
goods delivered in a previous period. Supplemen-
tary sources identify prepaid delivery of 23 units of
goods and delivery of 27 units of goods for which
payment will be made at a future date. The results
would be as follows:
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Current account Receipts Payments
(credit) (debit)
Goods 240-20-21+23+27
Financial account Net acquisition Net
of financial  incurrence of

assets liabilities
Trade credit and -21 +20
advances +27 -23
Bank, deposits, foreign +240

currency

4.49 When a change of ownership for goods and
payment for these goods are recorded in different
periods, a timing adjustment may be required. Such
adjustments would be necessary for goods transac-
tions involving prepayments or other trade credits.
Corresponding adjustments would be required in the
financial account to record transactions arising from
the creation and extinguishment of these short-term
assets and liabilities.

4.50 Certain goods and services that are provided
under foreign aid programs (and for which payment
is made by the donor to the supplier) would not be re-
corded as cash transactions in an ITRS. The compiler
should identify these transactions and record them
in the balance of payments. In the following example,
an aid donor provides food aid to another economy
and pays a food producer in the home economy. The
resulting balance of payments entries are as follows:

Current account Receipts

(credit)

Payments
(debit)

For the exporting

economy

Export of goods 73

Secondary income— 73

transfers (foreign aid)

For the importing

economy

Import of goods 73

Secondary income— 73

transfers (foreign aid)

4.51 In respect of valuation, it is important to
identify the basis on which goods are imported or
exported. For imports and exports recorded on an
f.0.b. basis, no adjustment is necessary. For goods trade



recorded on some other basis, adjustments are neces-
sary. For example, for goods traded on a c.if. basis, the
insurance and freight elements should be identified to
enable the valuations to be brought onto an f.o.b. basis.

4.52 In respect of transportation and travel, it is
usually necessary to supplement ITRS data on trans-
port and travel companies to ensure that sufficient
data are collected and that data are correctly classi-
fied. The ITRS measurement of travel may have to be
augmented to take account of transactions involving
foreign currency notes and coins that do not pass
through the domestic banking system.

4.53 Reasonably good-quality statistics on other
services can be obtained from an ITRS. These statis-
tics reflect the time at which payment for the services
is made rather than when services are rendered. Most
compilers who use an ITRS consider payments data
to closely approximate data on the time when services
were rendered. However, it may be useful for the com-
piler to obtain information on these relationships to
ensure that this view is correct.

4.54 Income should be recorded when it is accrued
rather than when it is actually received or paid. Most
compilers who use ITRS view payments data as appro-
priate approximations, in many cases, for time when
income is accrued. However, the compiler should ad-
just ITRS data for reinvested earnings on direct in-
vestment and for significant cases in which interest
income is accrued and not paid (e.g., deep discounted
and zero coupon bonds, discounted bills, and interest
in arrears). In these cases, the compiler should keep
a special tabulation, or collect supplementary infor-
mation, to make the necessary adjustments. Further,
it is important to ensure that income and financial
account transactions are clearly separated in ITRS
statistics. For example, in some systems, loan repay-
ments and interest payments are reported as a single
item by transactors. This type of reporting is likely to
occur, for example, when financial leases are involved,
and in these instances the compiler should distin-
guish between income and loan repayment elements.

4.55 Transfers recorded in ITRS statistics are usu-
ally reported at time of payment. Most compilers who
use ITRS consider payments data to be reasonable
approximations for times when change of ownership
occurs in underlying resources. In addition, it is nec-
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essary to record any transfers in kind (particularly
those that form part of foreign development assis-
tance and military aid) that are not encompassed in
ITRS statistics.

4.56 Financial account transactions measured by
ITRS statistics tend to coincide with the balance of
payments requirement on time of recording of fi-
nancial flows—namely, when investment takes place
and when drawings and repayments on loans occur.
However, the financial account should also include
financial transactions that are not captured in an
ITRS, such as increases in claims or liabilities due to
dividends that are declared payable but not yet paid,
orgoodsorservicesprovided on credit. The compiler
may have to supplement ITRS statistics with data
on financial transactions that may not be mea-
sured by an ITRS (e.g., loans involving trade fi-
nance, debt rescheduling, debt cancellation, and
debt to equity conversions). Also, adjustments that
are made to other items in ITRS statistics and that
involve financial items (e.g., goods involving trade
credit and prepayments, interest accrued but not
paid) would have offsets recorded in the financial
account.

4.57 Reserve asset transactions would be included
in I'TRS statistics if the central bank (or other institu-
tion in charge of managing the reserve assets) is one
of the ITRS reporters. The reporting by the central
bank will be following the same reporting rules as for
commercial banks; however, the list of codes for the
central bank should include specific codes for trans-
actions on reserve assets (e.g., SDRs holdings, and re-
serve position with the Fund). However, due to the
unique characteristics of reserve assets and the im-
portance of a correct attribution of assets to official
reserves, the detailed information on transactions in
reserve assets should be collected from the central
bank unit in charge of managing the reserve assets.

4.58 To assure the coverage in balance of payments
and IIP statistics of transactions that are not covered
in ITRS, additional collections should be developed
through supplementary forms and added to the basic
ITRS. For example, supplementary forms must be
developed to measure reinvested earnings on direct
investment, transportation, travel, insurance, and so
forth. The compiler should cross-check the data



collected through additional forms with ITRS data in
order to avoid duplication.

Collecting and Processing Data

4.59 This section contains a summary of collection
features applicable to ITRS. More details are presented
in Chapter 2. Figure 4.1 shows the primary processing
activities in a typical ITRS. It depicts a representative
system; actual systems may use somewhat different ap-
proaches. The figure shows three types of basic input:
bank client forms (completed by bank clients or by bank
officer based on information provided by client), bank
reports (completed by banks), and companies reports
(completed by FDRs and PDRs in respect of accounts
with nonresident banks, noncash transactions, and
positions of external assets and liabilities). Bank cli-
ent forms are checked by banks that receive the forms
and submitted to the balance of payments compiler or
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introduced in the clients’ report database. Ideally, the
client forms for ordering payments should include
fields related to balance of payments reporting; that
information is stored in the bank’s system. The banks
have applications that retrieve those data and provide
them to the balance of payments compiler under an
agreed format.

4.60 Forms not coded by the client are coded at this
stage by the bank officer. The clients’ report database,
as well as reports completed by banks, is submitted to
the balance of payments compiler. It is very important
that the submission be done by electronic means; this
reduces the burden on processing data by the com-
piler. Data are then entered in the compiler’s database
and subjected to initial validation—an important step
to identify any obvious errors, such as noncompleted
fields or inaccurate coding. Also various other quality
control procedures are conducted.

Figure 4.1 Processing System in a International Transactions Reporting System (ITRS)
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4.61 Quality control procedures may include: (1)
checking the conversion rate between the foreign cur-
rency value and the domestic currency value if both
amounts are reported; (2) checking the comparabil-
ity of patterns of transactions reported by companies
from period to period; and (3) listing large transac-
tions likely to affect overall results. Reporting banks or
companies may be queried about large transactions;
responses may result in amendments to the database.
Another quality control procedure consists of rec-
onciling reported positions and flows for individual
reporting banks and for individual companies. This
procedure involves collating data from all sources and
examining residuals—activities that may, in turn, lead
to data queries and amendments. Transaction values
may then be converted to the domestic currency if the
value in domestic currency was not collected.

4.62 Because of the complexity of an ITRS and
the volume of transactions covered, a large computer
processing system is usually required. To calculate
resource requirements in this area, it is important to
quantify: (1) the volume of records to be processed;
(2) the average number of characters per record to be
entered and stored; (3) the numbers of interrogations
and tabulations to be submitted and the frequency of
submission; and (4) the number of staff necessary to
organize the system efficiently.

4.63 Many international transactions reporting
systems require large numbers of processing staff to
check, code, and enter data. Staff numbers can be re-
duced significantly if computer processes are used—
in particular, electronic transmission of data from
provider to compiler. The work of processing staff
should be monitored to identify and correct any er-
rors. In some systems, every coder’s work is checked
by another. This procedure may be expensive, and the
mere checking of one’s work by another may not iden-
tify all errors.

4.64 More effective are quality control procedures
that tolerate a minor level of error while identifying
significant errors and underlying reasons. Procedures
for checking all large transactions and a sample of
smaller transactions should be developed. The check-
ers should be highly skilled staff. If the error rate on a
sample of checked records exceeds the acceptable level
for an individual coder, an additional, larger sample of
the coder’s work should be checked. If the error rate

on that sample is also found to be beyond tolerance,
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remedial action should be taken—including, in the ex-
treme case, the recoding of entire batches. This type of
quality control procedure is more likely to detect indi-
vidual weaknesses, improve coder skills, and enhance
data quality than complete checking procedures.

4.65 Compiler’s requirements for detailed, timely,
and accurate statistics should be emphasized when an
ITRS is being developed. The compiler should estab-
lish priorities in these areas and the collection strategy
should be chosen in accordance with these priorities.
For example, the requirement for timely statistics may
be best satisfied through judicious use of estimation
techniques, which will obviously have an impact on
collection strategy.

4.66 An important component of a good ITRS is
contact (e. g., through regular meetings) between the
compiler and the data providers—particularly banks’
officers and those companies engaging in interna-
tional transactions of large value. The interaction with
data providers can be conducted through small group
meetings or through larger seminars for respondents.
These seminars could review the report forms and the
coding system, and could serve as venue for training
respondents on main balance of payments concepts
(such as the concept of residence or center of pre-
dominant economic interest, functional categories, or
financial instruments). The seminars could also dis-
cuss the main errors and inconsistencies identified in
reported data and adjustments that need to be intro-
duced to the classification system and report forms for
improving the reporting. Such interaction facilitates
correct classification of transactions and monitoring
of individual banks or companies so that data can be
checked and verified and the compiler kept abreast of
developments affecting the balance of payments.

4.67 The process of summarizing records and ana-
lyzing aggregates should include estimation for
nonresponse and any ratio expansion used to take
thresholds into account. The analysis may reactivate
some quality control procedures, which may—in
turn—generate new queries and amendments. New
aggregates may have to be generated; this is an itera-
tive process. Results are released after the compiler is
satisfied with the quality of the data.

4.68 Figure 4.1 shows a link between the balance
of payments company register and the unit record



database. Data from the register may be used to clas-
sify transactions by sector and industry. Company
reports may provide additional information, such as
name changes, for the balance of payments company
register. Also shown in the diagram is the important
link between bank client forms and the balance of
payments register. This link demonstrates the match-
ing of transactions data to companies and the identifi-
cation of new companies for inclusion on the register.

ITRS as a Data Source
Advantages

4.69 The most significant advantage of the ITRS
may be its capability to deliver information to the
compiler in a very timely and frequent manner,
since data are generally registered at the moment of
settlement of the transactions. The use of electronic
transmission of reports by the financial system also
functions towards the timeliness and frequency of
data availability.

4.70 For economies that have an ITRS derived
from exchange controls, it is a cost-effective source
of data as it uses the well-defined regulatory, institu-
tional, and data reporting framework developed for
the exchange control purpose. It is likely to remain
cost-effective for the compiling agency even when this
control is lifted, assuming that the processing proce-
dures in place remain effective after the abolition of
the exchange control.

4.71 Well-structured ITRS in an exchange con-
trol regime tend to be accurate, since they are gen-
erally based on highly comprehensive data reporting
guidelines originally designed for surveillance and
thus highly detailed. The compiler’s access to data
is usually facilitated by the fact that data providers
(generally banks) are under the compiling author-
ity’s (central bank) supervision and therefore subject
to legislation regarding data collection and reporting
procedures. In case the compiling authority is other
than the central bank, the regulatory acts should be in
place that would allow the compiler access to primary
data provided by banks.

4.72 TTRS that do not have reporting thresholds are,
in general, very adequate for compilation of transactions
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of small amounts, such as income, services, and personal
transfers.

Disadvantages

4.73 Misclassification is a frequently identified
problem in an ITRS because the biggest part of trans-
actions is classified by intermediaries—banks—on
behalf of their clients. However, in a system using di-
rect reporting, the reporters have greater knowledge
of their transactions and are able to convey more ac-
curate information regarding foreign counterparts
and level of detail.

4.74 The adoption of thresholds, common in most
ITRS, represents a high risk of data omission. The
higher the thresholds, the more likely it is to incur omis-
sions. Exemption threshold may result in the omission
of small value transactions, such as personal transfers.
Also, for the compilation of personal transfers, an ITRS,
which relies exclusively on remittances sent through
formal channels, may present significant omissions as
many of these flows go through informal channels.

4.75 ITRS might be a burden on data reporters
and banks, especially when it is not a by-product of
exchange transactions. Structuring an ITRS for the
collection of individual transactions is highly costly.
Notwithstanding, after the initial costs of the imple-
mentation of the system, its maintenance costs are
usually low for both reporters and compilers.

4.76 An ITRS accounts for potential gaps in cover-
age when exchange controls are loosened and residents
transact directly abroad or through companies other
than domestic banks. Another example of coverage gap
is related to transactions that do not involve payments,
such as accumulation of trade credits when the pay-
ment is made after the delivery of goods and services.

4.77 In some cases, ITRS register only net amounts
instead of gross flows required for the compilation
of balance of payments. This arises, for instance, for
some transport services, money transfers transac-
tions, and postal network activity.

4.78 Another limitation is that all transactions cap-
tured in ITRS (except for data from FDRs) are on a
cash basis while the balance of payments methodol-
ogy recommends the accrual basis of recording.



Introduction

5.1 International merchandise trade statistics
(IMTS) measure quantities and values of goods that,
by moving into or out of an economy, add to or sub-
tract from a nation’s material stock of goods. IMTS
are compiled from report forms or from electronic
transmissions sent by importers and exporters (or
their agents) to the customs and excise agency or to
the IMTS compiler, which in many cases would be the
statistical agency. Balance of payments compilers in
most economies rely on IMTS to compile the goods
item in the balance of payments, and in some econo-
mies it is used in compiling other items in balance of

payments accounts as well.

5.2 The balance of payments compiler should read
and use this chapter in conjunction with Chapter 11.

International Guidelines on IMTS

Relevance of the International
Guidelines on IMTS to Balance
of Payments Compilation

5.3 International guidelines on concepts and defi-
nitions used in the compilation of IMTS are outlined
in International Merchandise Trade Statistics: Concepts
and Definitions 2010 (IMTS 2010)." The balance of
payments compiler should be aware of these guide-
lines of the IMTS 2010 and the extent to which they
are, or are not, implemented by customs and national
statistical authorities in the compiler’s economy. The
guidelines of the IMTS 2010 do not fully conform to
the principles of the System of National Accounts 2008
(2008 SNA) and the BPM6. Customs records essentially
reflect the physical movement of goods across borders,

!International Merchandise Trade Statistics: Concepts and
Definitions 2010 (New York: United Nations, 2010).

International Merchandise
Trade Statistics

whereas the BPM6 requires the balance of payments
compiler to measure goods on a change of ownership
basis. Subsequent sections of this chapter elaborate on
differences between the IMTS 2010 and the BPM6.

Coverage of IMTS

5.4 The IMTS 2010 recommends that interna-
tional merchandise trade statistics should record all
goods that add to or subtract from the stock of ma-
terial resources of an economy by entering (imports)
or leaving (exports) its economic territory. The ma-
terial resources of an economy are those located on
its economic territory whether owned by residents or
by nonresidents. The IMTS 2010 follows the BPM6
and 2008 SNA in defining economic territory as the
area under the effective economic control of a single
government. It follows therefore that the coverage
of imports and exports as defined in the IMTS 2010
would differ from the coverage of merchandise cred-
its and debits in the BPM6, as the former would in-
clude goods not owned by residents and exclude some
goods owned by residents. The following table sum-
marizes the main areas of divergence between the
IMTS 2010 and BPM6 and the corresponding adjust-
ments that should be made.

5.5 On the other hand, it is noted that the IMTS
2010 and BPM6 now have consistent treatment of
the following items where conceptual differences pre-
viously existed. Mobile equipment that changes own-
ership while outside the economy of residence of its
original owner is now recommended to be included
in IMTS, parallel to the treatment in the BPM6. Fish
catch, minerals from the seabed, and salvage sold
from national vessels in foreign ports or from national
vessels on the high seas to foreign vessels are also now
included in IMTS, similar to the BPM6. Goods pro-
cured in port by carriers are also included both in
IMTS and the BPM6.



Balance of Payments and International Investment Position Compilation Guide

Table 5.1 Reconciliation between the IMTS 2070 and BPM6

Item

Goods for processing

Migrants’ personal
effects

Returned goods

Goods imported for
projects by nonresident
construction company

Goods that cross borders
as a result of shipments
to a related party

Goods transferred from
or to a buffer stock
organization

Goods lost or destroyed
in transit

IMTS 2010

All goods for processing are recorded
when they enter or leave the economic
territory, irrespective of whether a
change in ownership takes place.

The IMTS 2010 includes a new
encouragement to identify goods for
processing where there is no change of
ownership to assist balance of payments
compilers.

Physical movements of migrants’ effects
are recommended to be included in IMTS.

Exported/imported goods that are
subsequently returned are included

in imports/exports and identified as
re-imports/ re-exports at the time when
they are returned.

IMTS records all goods imported for
construction projects by nonresident
companies.

These are included in IMTS, irrespective
of whether a change of ownership
occurs.

These are included in IMTS.

Goods lost or destroyed after leaving the
exporting economy but before entering
the importing economy and after the
ownership has been acquired by the
importer are encouraged to be excluded
from IMTS of the importing economy,
but separate recording is encouraged.
When goods are lost or destroyed after
leaving the exporting economy but
before entering the importing economy
when ownership has not been acquired,
an export would be recorded in IMTS.

BPM6

Goods for processing without change in
ownership are excluded.

If the goods are sold to a third economy

after the processing, the value of the goods
(including the value of processing) is recorded
in the BPM6 as an export of the economy

of the owner and an import of the third
economy.

In order to determine subsequent exports,
companies involved in inward and outward
processing need to be identified, possibly
through customs declarations, and surveyed
for the required information.

The value of processing is recorded as an
export of services of the processing economy
and an import of services of the economy

of the owner (see also Chapter 12 on
manufacturing services on physical inputs
owned by others).

These are excluded from balance of payments
because there is no change in ownership.

Revised entries should be made to exports
and imports, and the transactions should be
voided, preferably for the period when the
goods were initially recorded.

Where construction projects are not sufficiently
substantial to constitute a branch of the
enterprise, goods imported for construction
projects by nonresident companies are
excluded from trade in goods in the balance of
payments. (They are a component of the value
of construction services.)

The BPM6 records a trade in goods
transactions only if it can be determined that
there is a change of ownership between a
resident and a nonresident.

The BPM6 excludes goods temporarily
exported or imported, such as goods for
storage, if no change of ownership takes place.

When ownership has already been
transferred, the goods transactions are to
be included in the balance of payments.
No goods transaction will be recorded if
ownership of the goods did not change.
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Table 5.1 Reconciliation between the IMTS 2070 and BPM6 (concluded)

Item

Goods under
merchanting

Goods entering/leaving
the economic territory
illegally

Nonmonetary gold

Media

IMTS 2010

These are excluded from IMTS.

These are recommended to be excluded
from IMTS but encouraged to be
recorded separately.

Transactions in nonmonetary gold
between residents and nonresidents that
enter or leave the economic territory are
included in IMTS.

Recorded and nonrecorded media are
included in IMTS. The exceptions are
media used for carrying customized
software or software written for a
specific client or originals of any nature.

BPM6

The BPM6 records goods under merchanting
separately as a negative export when
acquired by a resident from a nonresident,
and as a positive export when sold by a
resident to a nonresident.

These are included in general merchandise (as
well as smuggled goods that are otherwise
legal).

All transactions in nonmonetary gold
between residents and nonresidents are
recorded even when there is no physical
delivery to the new owner—for example,
when the nonmonetary gold is held at a gold
exchange.

The BPM6 includes in general merchandise
only noncustomized packaged software

and video and audio recordings, on physical
media such as disks and other devices, with a
license for perpetual use.

In practice, however, the exclusion of
the latter may not be possible since
they fall under the same classification

heading.
High-value capital goods

territory of an economy.

Valuation of imports

Source: IMF staff.

General Trade and Special Trade Systems

5.6 The IMTS 2010 outlines the measurement of
trade flows on the basis of (1) the general trade system
and (2) the special trade system. Under the general
trade system the statistical territory coincides with the
economic territory.? Under this system the time of re-
cording should be the time when goods enter or leave
the economic territory of the compiling economy.
For merchandise trade statistics collected through a
customs-based data collection system, the time of re-
cording is approximated by the date of lodgment of

*The IMTS 2010 defines statistical territory of an economy as the
territory with respect to which trade data are being compiled.

Goods are recorded at the time when
they enter or leave the economic

The IMTS recommends a cost, insurance,
freight (c.i.f.)-type valuation for imports.

Goods are recorded according to the time
that the economic ownership is conveyed
from the seller to the buyer. The time of
ownership change could be a progressive
change based on stage payments or in full on
delivery.

The BPM6 requires a free on board (f.o.b.)-
type valuation for imports.

the customs declaration (i.e., the date when customs
accepts the declaration for processing). If such dates
differ considerably from the date when goods actu-
ally cross the border of the economic territory (e.g., if
goods are cleared well in advance or after their arrival)
or noncustoms data sources are used (e.g., enterprise
surveys) more appropriate dates should be identified
and used (e.g., the date of arrival/departure of the
goods carrier as indicated in the transportation docu-
ments). It is the responsibility of economies’ statisti-
cal authorities to identify (or estimate) the best proxy
date of the general guideline for the time of record-
ing by taking into account the peculiarity of national
rules on administrative procedures and the need for
consistency in the application of the selected method.



5.7 The special trade system is in use when the sta-
tistical territory does not coincide with the economic
territory; thus, some goods that enter or leave the eco-
nomic territory are not covered in imports or exports
statistics, and, on the other hand, other goods that are
traded within the economic territory are covered in
imports or exports statistics. There are various defini-
tions of special trade that economies may apply, but
traditionally the strict and the relaxed definitions are
differentiated.

5.8 The strict definition of the special trade system
is in use when the statistical territory comprises only
the area within which goods “may be disposed of
without customs restriction” Consequently, in such
a case, imports include only goods entering the free
circulation area’ of a compiling economy and exports
include only goods leaving the free circulation area
of a compiling economy. Under the strict definition,
goods imported for inward processing and goods that
enter or leave an industrial or commercial free zone*
or customs warehouses and have not been cleared
through customs for the free circulation area would
not be recorded in imports statistics. Also, under this
definition goods that leave the free circulation area
and enter one of the aforementioned zones will be in-
cluded in exports of goods.

5.9 Under the relaxed definition of the special trade
system goods that enter or leave a commercial free
zone and goods that enter or leave the customs ware-
houses and have not been cleared through customs
for the free circulation area would not be included
in import/export statistics. Consequently, under this
system the international merchandise trade statistics
would include only (1) goods entering and leaving the
free circulation area, (2) goods that enter an economy
for or leave it after inward processing, and (3) goods
that enter or leave an industrial free zone.

3The free circulation area is the part within which goods may be
disposed of without customs restrictions.

*A “free zone” (or “customs free zone”) means a part of the
territory of the state where any goods introduced are generally re-
garded, insofar as import duty and taxes are concerned, as being
outside the customs territory. In a commercial free zone, the
permitted operations are generally limited to those necessary for
the preservation of the goods and the usual forms of handling to
improve their packaging or marketable quality or to prepare them
for shipment such as breaking bulk, grouping of packages, sorting
and grading and repacking. In an industrial free zone, processing
or manufacturing operations are allowed.
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5.10 Figure 5.1 illustrates the import and export
flows entering and leaving different zones of an eco-
nomic territory.

5.11 Goods entering the port (imports) can be
categorized into the following groups: goods that are
cleared through the customs into the free circulation
area (M1), goods that enter the industrial free zones
(A1), goods that enter the premises for inward pro-
cessing (B1),” goods that enter the commercial free
zones (C1), and goods that enter the customs ware-
houses (D1). The last group of flows (E1) relates to
direct transit trade that is not included in goods
statistics.

5.12 The red arrows in the figure indicate the pos-
sible flows of goods between different zones of eco-
nomic territory, including (1) flows of goods from
industrial and commercial free zones, as well as from
premises for inward processing and customs ware-
houses (A3, B3, C3, and D3) that are cleared through
customs for free circulation area, and (2) flows of
goods from free circulation areas that are cleared
through customs for industrial and commercial free
zones, premises for inward processing, and customs
warehouses (A4, B4, C4, and D4).

5.13 Under the general trade system, the imports
will be equal to M1 + Al + Bl + C1 + D1. Under the
strict definition of special trade system, imports will
equal to M1 + A3 + B3 + C3 + D3, while under the re-
laxed definition of special trade, imports will be equal
to M1 + Al +B1+C3 + D35

5.14 Goods leaving the port (exports) include the
following groups: goods exported from the free circu-

*These can be any premises where goods can be conditionally
relieved from payment of import duties and taxes (under the
customs procedure known as inward processing). Such goods
must be intended for reexportation within a specific period after
having undergone manufacturing or processing. Depending on
the customs regulation, premises for inward processing may be
specially designated areas or any premises, provided that other
conditions for inward processing are complied with IMTS 2010
[as submitted for reproduction and translation in March 2011],
paragraph 26.

“When goods from industrial or commercial free zones or from
inward processing zones and customs warehouses are cleared
through customs for free circulation area, the trader files the ap-
propriate documentation at customs changing from one customs
regime (e.g., inward processing) to another customs regime (e.g.,
direct importation).
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Figure 5.1 Import and Export Flows
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lation area (X1),” goods exported from industrial free
zones (A2), goods exported from premises for inward
processing (B2), goods exported from commercial
free zones (C2), and goods exported from customs
warehouses (D2). Group E2 represents goods leaving
the economic territory under the direct transit.

5.15 Under the general trade system, total exports
will be equal to X1 + A2 + B2 + C2 + D2, while under

7This export includes domestically produced goods with or
without imported inputs and goods previously imported that are
reexported.

the strict definition of special trade system, exports
will be equal to X1 + A4 + B4 + C4 + D4 and under
the relaxed definition of special trade system exports
will be equal to X1 + A2 + B2 + C4 + D4. As in im-
ports, exports will not include goods in transit (E2)
under both the general trade system and the special
trade system.

5.16 The IMTS 2010 recommends that the general
trade system be used for compilation of both import
and export statistics. The BPME6 stresses that the basis
for the balance of payments compilation should be the
change of economic ownership rather than the general
trade system (goods entering or leaving an economy)



or the special trade system (goods cleared by customs).
The general trade system is the better proxy for measur-
ing change of ownership because it provides broader
coverage and the date of change of ownership may
be closer to the date goods cross the national frontier
(shipment date) than when the lodgment of the cus-
toms declaration takes place. Some economies that use
the special trade system should make coverage adjust-
ments in the balance of payments for goods that cross
the border and are not included in IMTS or goods that
do not cross the border but are included in IMTS. The
balance of payments compiler should attempt to ascer-
tain the impact on the balance of payments of the time
of measurement used in IMTS. In some economies
where it is known that the clearance or shipment date
for certain significant goods does not coincide with
change of ownership, the balance of payments compiler
selectively substitutes data from other sources.

5.17 Under the strict definition of special trade
system, two main limitations in imports statistics
are observed compared to the BPM6 requirements:
(1) omission of goods that enter the four zones other
than a free circulation area and are reexported with-
out passing through the free circulation area; and
(2) inconsistency in the timing of recording when
goods enter the free circulation area from other
zones. The timing difference occurs since the own-
ership has already changed when goods entered the
zones, while their recording in goods statistics will
be only when they enter the free circulation area. The
same limitations apply under the relaxed definition,
except that the omissions and inconsistencies in tim-
ing will involve only goods going to commercial free
zones and customs warehouses.

5.18 In the case of exports, the main limitation of
the special trade system is that it may cover goods
that do not leave the economic territory. Particularly,
under the strict definition, it may cover goods going
out of the free circulation area into the other four
zones, and under the relaxed definition, it may cover
goods going out of the free circulation area into com-
mercial free zones and customs warehouses.

Commodity Classification
5.19 The IMTS 2010 outlines the various classi-
fications that are used to classify international trade

and goods. These include the Standard International
Trade Classification (SITC) and the Harmonized

Balance of Payments and International Investment Position Compilation Guide

Commodity Description and Coding System (HS).
The IMTS 2010 also presents the relationships of these
classifications to other classifications such as classifi-
cation by Broad Economic Category (BEC).

5.20 The SITC is mainly used for trade analysis.
Its commodity groupings reflect the materials used
in production, the processing stage, market practices
and uses of the products, the importance of the com-
modities in terms of world trade, and technological
changes. The HS is an international nomenclature for
the classification of products that allows classifica-
tion of traded goods on a common basis for customs
purposes. It is recommended that economies use HS
for the collection, compilation, and dissemination of
IMTS. The BEC is intended to categorize trade statis-
tics into large economic classes of commodities and to
supplement the summary data compiled on the basis
of the sections of the SITC. An understanding of these
classifications is important for balance of payments
compilation, publication, analysis, and projection.

Valuation

5.21 IMTS guidelines provide an explanation of
the difference between the transactions value, which is
the price actually paid by the importer, and the value
declared for customs purposes, which is typically the
value recorded in IMTS. The guidelines also trace the
development of customs valuations. Most economies
have adopted, for purposes of valuing imports, the rec-
ommendations in the Agreement on Implementation of
Article VII of the General Agreement on Tariffs and Trade
1994 (GATT) (World Trade Organization (WTO) Cus-
toms Valuation Agreement).® This agreement essentially
accepts the importer transactions values. However, cus-
toms officials can, under certain conditions, adjust such
values if they think importer valuation is based on avoid-
ance (e.g., by false invoicing or use of artificial transfer
prices) of some part of the import duty. The recom-
mendations in the agreement also define the valuation
to be adopted for imports for which no accompanying
movements of cash or credit take place. From examina-
tion of available evidence, it appears that, in practice, the

8The Legal Texts: The Results of the Uruguay Round of Multilateral
Trade Negotiations (Geneva: World Trade Organization, 1995):
Agreement on Implementation of Article VII of the General
Agreement on Tariffs and Trade 1994, Part I, Rules on Customs
Valuation.



customs valuation for total recorded imports exceeds,
under Article VII of GAT'T, the transactions valuation
by a small margin. As such, the customs value may be
considered a reasonable proxy for the transactions value
when the WTO basis of valuation is used. However, the
balance of payments statistics compiler may have to
investigate the actual situation to determine whether a
valuation adjustment should and can be made.

5.22 A specific valuation issue concerns the point
of valuation—namely, whether goods are valued at
the importer’s border—that is, at the cost, insurance,
and freight (c.i.f.) value at the importer’s border—or
at the free on board (f.0.b.)° value at the exporter’s
border. The IMTS 2010 recommends the adoption of
the c.i.f. valuation for imports, whereas for balance of
payments compilation purposes, the f.o.b. valuation
is required. In view of this requirement, the IMTS
2010 recommends that supplementary data be col-
lected for imports valued on an f.o.b. basis. Sampling
import entries is suggested as a possible means by
which this data could be gathered. The guidelines rec-
ommend that exports be recorded on an f.o.b. basis,
a practice that is consistent with balance of payments
requirements.

5.23 Neither the f.0.b. nor the c.i.f. basis may repre-
sent the contract price, which depends upon delivery
arrangements made by the importer and the exporter.
Therefore, many bases of valuation are possible in
practice, and the f.o.b./c.i.f. bases may require some
degree of estimation by the compiler. Some economies
do not adhere strictly to the f.o.b. or the c.i.f. basis. In
the IMTS procedures adopted by the European Union
for the measurement of intra-union trade flows, in-
formation is collected on the basis of contract price,
and adjustments are made to place the statistics on the
valuation basis required by international standards.

5.24 An additional valuation issue concerns cur-
rency conversion. The IMTS 2010 states, “(a) where
the conversion of currency is necessary for the deter-
mination of the customs value, the rate of exchange to

The f.o.b. applies only when goods are dispatched from the ex-
porting economy by sea or inland waterway. When other means
of transport are used for exports and f.o.b. is not applicable,

“free carrier” (f.c.a.) at port of export can substitute for it. If
neither f.o.b. nor f.c.a. are applicable (e.g., exports by railroad or
pipeline), “delivered at frontier” (d.a.f.) of the exporting economy
may be used.
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be used shall be that duly published by the competent
authorities of the economy of importation concerned
and shall reflect as effectively as possible, in respect
of the period covered by each such document of pub-
lication, the current value of such currency in com-
mercial transactions in terms of the currency of the
economy of importation; (b) the conversion rate to
be used shall be that in effect at the time of exporta-
tion or the time of importation, as provided by each
Member”

5.25 An equivalent approach to conversion should
apply for both imports and exports. In cases when
both buying and selling (official/market) rates are
available, the rate to be used is the midpoint between
the two, so that any service charge (i.e., the spread
between the midpoint and those rates) is excluded. If
a rate is not available for the date of exportation or
importation, it is recommended that the average rate
for the shortest period applicable be used. An assess-
ment of the exchange rates prescribed by customs
law or regulation and their conformity to balance of
payments recording principles should be made by the
balance of payments compiler. This assessment should
be accompanied by an investigation of actual practice.
Adjustments should be made if inappropriate conver-
sion of import and export values from foreign curren-
cies to the unit of account causes significant errors in
balance of payments accounts.

5.26 How do these valuation principles compare
with balance of payments compilation requirements?
For balance of payments purposes, the point of valu-
ation required for both exports and imports is f.o0.b.
When a c.if. or other valuation is provided, the bal-
ance of payments compiler should estimate the freight
and insurance components separately to arrive at an
f.o.b. valuation. The balance of payments compiler
essentially requires a market price for valuing trade.
The transactions price is usually a good proxy for
market price; in exceptional cases of transfer pricing
for transactions between affiliated companies, other
market-equivalent values could be substituted. An
exchange of information with counterpart economies
may be useful in this respect.

Quantity Measurement

5.27 The guidelines explain various quantity mea-
sures required for IMTS. While the balance of pay-
ments compiler essentially compiles data in current



values, quantity measures should be of interest and
should be considered for inclusion in any analysis
accompanying balance of payments statistics. Some
quantity measures of goods will also be essential for
the balance of payments compiler charged with mak-
ing projections of balance of payments goods series.

Partner Economy Classification

5.28 Trade in goods classified by partner economy
provides the basis for compilation of a regional bal-
ance of payments statement with respect to goods.
The guidelines present various concepts that could
be used to determine partner economy classification
and provide a useful discussion of each. For a more
extensive discussion of this issue, refer to Appendix 5
of this Guide.

Compilation of IMTS

5.29 Source documents for IMTS are, in most
economies, customs declaration forms (or electronic
transmissions sent by traders or their agents to cus-
toms officials in lieu of customs declaration forms).
These forms are designed to reflect the various trade
flows identified in Figure 5.1.

5.30 Individuals arriving in, and sometimes de-
parting from, an economy are generally required to
complete declaration forms. Data (on the value of
goods declared) from such documents may be used
to estimate expenditure on travel if the value does not
exceed a given customs threshold. However, goods for
resale are included in general merchandise. There is
usually a form for goods sent by parcel post, and the
declared value of such goods should, in principle, be
recorded in IMTS.

5.31 Under the procedures developed for measur-
ing IMTS in the European Union, companies report
directly to the IMTS compiler, rather than customs, in
respect of intra-union trade.

5.32 Customs procedures may have an impact on
the recording, and hence on the quality of IMTS.
A customs procedure is a treatment applied by the
customs to goods which are subject to customs con-
trol, and serves as the basis for the identification of the
flow of goods. Examples of customs procedure cov-
ering imports are: clearance for home use, customs
warehousing procedure, free zones, inward process-
ing, and processing of goods for home use.
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5.33 Finalized customs documents are usually sent
to the national statistical office where staft process the
documents and compile the IMTS. In many econo-
mies, the timeliness of IMTS is very good; both broad
aggregate and detailed statistics become available
within a month after the reference period.

5.34 Some factors leading to IMTS of good quality
are as follows:

o IMTS compilers should be well versed in inter-
national statistical guidelines and should follow
them closely by encouraging customs officials to
collect relevant data or by making supplemen-
tary inquiries of importers and exporters.

IMTS compilers should maintain close contact
with users, such as balance of payments and
national accounts compilers, to resolve difficult
conceptual and treatment issues and to harmo-
nize whatever treatments are adopted.

IMTS compilers should undertake independent
coverage checks and introduce appropriate cov-
erage procedures.

IMTS compilers should undertake a number of
validation checks, such as price to quantity (unit
value) checks on data, and query cases that lie
outside the norm.

Uses of IMTS in International Accounts

5.35 IMTS serve many purposes. In most econo-
mies, IMTS provide basic data for compilation of the
goods item in the balance of payments. IMTS may be
used, either directly or indirectly, in the compilation
of transportation services; services associated with
technology transfer, entertainment, and the renting
of equipment; and goods provided under foreign aid
programs. IMTS may also provide listings of compa-
nies that are engaged in goods transactions and/or
important recipients of international finance, provid-
ers of trade credit, and acquirers or providers of other
services. An IMTS system could therefore be used
in creating a population listing for a balance of pay-
ments company register, a subject that is discussed in
Chapter 2.

5.36 Widely ranging data are collected on IMTS
forms. Of most interest to the balance of payments
compiler are the value of goods, the commodity clas-
sification, the quantity, the shipment date (the date
the goods arrive in port for imports or leave port



for exports), the mode of transport and residency of
transport operator, the currency of the transaction,
and the method of payment.

5.37 The balance of payments compiler should be
familiar with the actual practices adopted in compil-
ing IMTS in order to identify the strengths and weak-
nesses of IMTS. Of particular concern are: (1) lags
between the dates of shipment or clearance and the
processing of documents (such lags may cause timing
problems when IMTS are used in balance of payments
compilation.); (2) the valuation of certain exports for
which final prices may not be known at the times of
export (particular problems could be the valuation of
agricultural and mining products); and (3) duty-free
goods that are subject to less attention by customs
officials (often, duty-free goods—especially exports
and government and defense imports—may not have
documents created for them).

5.38 The balance of payments compiler should also
be aware of the undercoverage by IMTS of smuggled
goods often imported/exported informally by indi-
viduals living near the border points.

5.39 International guidelines for IMTS are not
fully implemented in all economies. Also, the guide-
lines do not provide definitive directions in all cases,
and IMTS compilers must make some choices. As
mentioned earlier, the guidelines in the IMTS 2010
are not fully consistent with balance of payments ac-
counting principles specified by the BPM6. Therefore,
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working with the IMTS compiler, the balance of pay-
ments compiler should first review national IMTS
to identify differences between IMTS and balance
of payments requirements. Then, an attempt should
be made to quantify such differences. If possible,
the balance of payments and IMTS compiler should
arrange for adoption of suitable procedures to cor-
rect significant differences. Corrective activities may
include encouraging customs authorities to modify
procedures, collection (by the IMTS or balance of
payments compiler) of additional data directly from
companies, or provision of additional disaggrega-
tions via the IMTS. Sometimes it may be more appro-
priate for special adjustments to be included in the
balance of payments compilation process because,
from a balance of payments viewpoint, some per-
ceived inadequacies of IMTS may arise merely from
the different conceptual basis of IMTS and balance of
payments statistics.

5.40 IMTS also provide input to the rest of the
world account of the national accounts. (Ideally,
the link should be through the balance of payments
compilation system.) IMTS can be used directly and
indirectly to compile goods statistics in current and
constant price terms that are seasonally adjusted or
unadjusted and accompanied with relevant implicit
price deflators. For many analyses, goods should be
classified according to various broad commodity
groups. At a more detailed level, IMTS are an impor-
tant input into the compilation of input/output tables.



Overview

6.1 This chapter covers sources of data on trans-
actions and positions in external financial assets and
liabilities of the general government and the central
bank sectors.! These transactions and positions can
have a significant impact on the balance of payments;
therefore, their measurement requires careful atten-
tion. The chapter also examines data (which may
be relevant to the balance of payments) gathered by
government sector institutions as a by-product of car-
rying out their various functions. Examples are data
from applications to invest, to acquire foreign ex-
change, and to export, and data from taxation, educa-
tion, and health authorities.

6.2 Data sources described in this chapter may be
the sole sources for various balance of payments and
international investment position (IIP) items. These
sources also may be used to supplement sources such
as an international transactions reporting system
(ITRS) or enterprise survey, or the sources may be
used to validate data collected elsewhere.

6.3 It is useful to consider alternative sources of
data on the general government and central bank
sectors. Data on international activities of the central
bank may be obtained directly from the bank or from
an ITRS—if the central bank is included as reporter.
While many agencies of general government may be
involved in international activities, payments or re-
ceipts associated with most of these activities would
be recorded, in the government ledger, by the central
accounting unit of the government. These transac-
tions and positions are often settled through the cen-
tral bank, when it acts as banker to the government.

"Monetary authorities sector has to be identified when institu-
tions other than the central bank carry out certain operations
usually attributed to the central bank (see BPM6, paragraph 6.66).
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6.4 Government debt management functions are
likely to be organized separately in a debt control or
management office, and the central bank is likely to
be the banker. Therefore, to collect data on interna-
tional transactions and positions of the general gov-
ernment sector, as well as of nonfinancial or financial
corporations debt guaranteed by the government, the
compiler may need to approach either the central ac-
counting office or the debt office (through a specific
collection) of the government or the central bank.

6.5 It may be necessary to approach other units
of government to obtain complete information on
some general government international activities. Tax
authorities may be an appropriate source of data on
withholding taxes and other taxes payable by non-
residents. Port and transport authorities may be good
sources of various transport fees payable to the gov-
ernment. Certain government entities that take deliv-
ery of goods and services from abroad may have the
responsibility for making payments, and it may be
necessary to approach these entities directly to acquire
information required for balance of payments and IIP
purposes. These entities may include the ministry of
defense, the ministry of foreign affairs, the ministry
of public works (particularly if the ministry is respon-
sible for organizing projects funded from foreign aid),
the foreign aid office, the ministry of education, and
the ministry of health. It may also be necessary to ap-
proach government agencies providing technical staff
or employing staff on secondment from abroad in re-
spect of these activities.

6.6 Furthermore, in addition to the central govern-
ment, there may be other levels of government, such as
state, provincial, and local, that are involved in interna-
tional transactions and positions. If so, the compiler may
have to approach the appropriate institution(s) within
each level of government in order to measure particular
types of international transactions and positions.



6.7 While many government-owned companies
may be involved in international activities, these cor-
porations are considered companies and, as such,
are not considered to be part of the general govern-
ment sector. Government-controlled companies that
(1) produce market output (i.e., charge prices that are
economically significant), and (2) have complete sets
of accounts are excluded from general government
and are included as public companies in the appro-
priate nonfinancial or financial corporations sector
(BPMS6, paragraph 4.92).

Data on the General Government
and the Central Bank

6.8 The compiler should develop a good under-
standing of expenditure, revenue, and finance pat-
terns of general government and the central bank. It
is especially important, as well, for the compiler to
understand how data are recorded in government ac-
counts at different (central, regional (state, province),
and local) levels. Government institutions that have a
significant impact on the balance of payments should
be accorded high priority for the purpose of data
collection.

6.9 For the central government, there is often a
central accounting unit—typically within the minis-
try of finance—that is responsible for collecting infor-
mation on most, if not all, receipts and expenditures.
While there may be some delegation of authority to
make payments, the central accounting unit should
have reliable accounting data on the majority of inter-
national transactions and positions undertaken by the
central government. Therefore, it should be possible
to use these central accounts—often called “the gen-
eral ledger”—to extract the balance of payments and
ITP data required. In some economies, all government
payments made abroad are identified and extracted
each month from the central government ledger for
the purpose of compiling balance of payments items
relating to government transactions, and IIP items
relating to government positions. As the government
accounting system is generally computerized, re-
quired data may be available a day or two after the end
of the month (though there is sometimes a longer lag
than this).

6.10 However, as these centralized accounting units
are usually concerned with receipts and expenditures,

they may not be a good source for all data items.
For example, to measure trade credit on imports, it
is necessary to establish actual change of ownership
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(delivery) dates for goods and services, as well as dates
when payments are made. For information on deliv-
ery dates, a government accounting unit at a lower
level may be a more satisfactory source of information
because central government accounting units often
rely on lower levels of government to organize con-
tractual arrangements, ensure that goods have been
delivered, and so forth. Similarly, for data on foreign
military and development assistance, government au-
thorities directly concerned with these activities may
be the most appropriate source as many of the trans-
actions may not involve cash payments. It may even
be desirable and necessary to collect such data on a
project-by-project basis.

6.11 Once appropriate source(s) of data have been
identified, the compiler should negotiate with rele-
vant authorities to achieve any modifications required
to extract required data and classifications from the
government accounting system and to arrange a suit-
able and timely reporting mechanism. It is desirable
for the balance of payments compiler to coordinate
requirements with the compiler of government fi-
nance statistics (GFS). The linkages between balance
of payments and GFS are presented in Appendix 6,
“Linkages of the International Accounts with the
Government Finance Statistics.”

Embassy and Defense Transactions

6.12 Direct expenditures made abroad for goods
and services used by embassies, consulates, military
installations, aid missions, information agencies, and
other government institutions located abroad are in-
cluded in government goods and services n.i.e. in the
balance of payments. Wages and salaries payable to
host economy residents who work for embassies and
the like should also be measured and included in the
balance of payments as compensation of employees.
Wages and salaries paid to diplomats and other staff
posted to these institutions do not represent balance
of payments transactions. However, the compiler may

*Moreover, in some economies, there may be a more decentral-
ized system of accounting. All units involved in general govern-
ment transactions and positions with nonresidents need to be
covered in any process for compiling data involving nonresidents.



assume that all or a certain percentage’ of salaries paid
to such personnel will be spent in the host economy
and, as such, included in government goods and ser-
vices n.i.e. Expenditures associated with provision of
joint military arrangements and peace-keeping forces
should also be included in this item (BPMS6, para-
graphs 10.174-10.178).

6.13 Information on transactions related to em-
bassies, defense, and other government establish-
ments located abroad will typically be available from
the government ledger or from agencies such as the
ministries of foreign affairs and defense. For balance
of payments purposes, the times at which these trans-
actions are recorded (usually on a cash basis) in gov-
ernment records are normally considered to provide
reasonable approximations of changes of ownership.
However, if significant discrepancies arise between
provision of a service and payment for it, an account
payable (receivable) should be created in the balance
of payments and in the IIP.

6.14 While classification of embassy, defense ser-
vice, and similar transactions into income (compen-
sation of employees) and service components are all
that is required for balance of payments purposes, it
may be advantageous if the compiler examines the
various cost factors involved and classifies the data
by partner economy. Subdividing payments into rent,
services, entertainment, salaries, and other compo-
nents and comparing these with the number of staff
employed by economy may be useful for balance of
payments extrapolation purposes and for estimat-
ing foreign government expenditure in the home
economy.

Other Current Expenditures and Revenues
of the Government

6.15 Other current expenditure of the government
includes payments for government imports, travel
abroad by government employees, in some instances
tuition and scholarship, other services acquired by
government, and pensions paid to former nonresi-

*It is reccommended that the basis for making such assumptions
be based on a survey or some other source of information that
may provide a means for estimating the amounts diplomatic,
military, and similar personnel spend while abroad on official
government business.
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dent employees and to former residents who have
emigrated. These data should be available from gov-
ernment accounts and be appropriately classified for
balance of payments compilation purposes. On the
revenue side, data should be available on various fees,
taxes, and charges payable to government. These may
include the following:

« Withholding and income taxes collected from
nonresidents

o Airportdeparturetax collected from nonresidents

« Offshore fishing and other license fees for use of
natural resources or other types of activity col-
lected from nonresidents

« Transport fees and service payments, such as air-
port landing fees and stevedoring charges, col-
lected by government authorities

Public Sector External Debt?

6.16 An economy’s debt management office may be
responsible for managing or monitoring government
debt, and, sometimes, for monitoring government-
guaranteed debt. This office could be approached
for data on the external liabilities and assets (other
than reserves) of the general government sector,
and for data on external debt of sectors that issued
government-guaranteed debt (such as other deposit-
taking corporations, except the central bank and
other sectors). Data on government-guaranteed debt
should not be included in government sector debt
unless actually acquired by the government, but it is
very useful additional information for understanding
potential government exposure. These data should be
included in the sector that incurred the debt; however,
the compiler should assure that the double counting
is avoided if data on external assets and liabilities are
collected also through enterprise surveys.

6.17 Basic information on each debt instru-
ment should normally be available from the loan or
credit agreement or related documentation, a copy
of which should be deposited—preferably under
legal statute—with the debt office for all govern-

*The public sector includes the general government, the central
bank, and those in the deposit-taking corporations, except the
central bank, and other sectors that are public corporations
(see External Debt Statistics: Guide for Compilers and Users,
paragraph 5.5).



ment or government-guaranteed debt instruments.
If the debt management office has data on other
sectors—for example, government-owned companies
or government-guaranteed debt of other companies—
these data may also be collected but should be com-
piled separately. The compiler of these data should
consult the External Debt Statistics: Guide for Compil-
ers and Users.

6.18 Some economies collect external debt data on
a loan-by-loan basis, maintaining a comprehensive
inventory of loans. However, not all debt components
required for balance of payments may be available to
the debt management office (e.g., trade credit and ad-
vances or other accounts receivable/payable).

6.19 In most of the economies, data on credit
and loans with the IMF are readily available from
the central bank or debt management office. Close
consultation between the compiler and the central
bank’s accounting office or the debt management of-
fice should guarantee that the compiler gathers all the
required data. It is recommended that the compiler
of external debt statistics, if outside the debt office,
utilize these data rather than develop alternative
sources.

6.20 Table 6.1 sets out the standard components
the compiler should collect from the government and
central bank with respect to external financial assets
and liabilities, excluding reserve assets.® Details for
central bank and general government sectors should
be compiled separately (and monetary authorities
where relevant).

6.21 The information shown in Table 6.1 may be
classified by economy of creditor (liabilities) or debtor
(assets). In the economy classification, a separate cat-
egory should be shown for international organiza-
tions (as these are not considered to be residents of
the economies in which they are physically located).
It may also be desirable to classify data by sector of
nonresident party. That is, each cell in Table 6.1 would
be further subdivided by sector of the nonresident
counterpart (e.g., multilateral organizations (broken
down by central bank of currency union, other inter-
national financial organizations, and other multilat-

*www.tffs.org/edsguide.htm.
Table 10.2 in Chapter 10 includes reserve assets components.

eral international organizations), general government
(excluding multilateral organizations), central bank,
deposit-taking corporations, except the central bank,
and other sectors).
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6.22 Data collected on the currency composi-
tion (currency of denomination) of external assets
and liabilities are particularly important in order to
monitor currency risks facing the economy. For bal-
ance of payments compilation, the currency com-
position is important when the financial flows are
calculated as differences in positions at the end and at
the beginning of the reporting period (e.g., based on
monetary and financial statistics that are compiled
in domestic currency). The currency composition
would be used to split the position data by currency
of denomination and to calculate transactions as dif-
ferences in positions for each currency of denomina-
tion. This would allow for the exclusion of changes
due to exchange rate changes in calculating estimates
of transactions.

6.23 In the case of debt instruments, a split of the
data according to original maturity (short-term or
long-term) is shown in the standard components of
the external accounts. The compiler is encouraged to
also obtain data on remaining maturity and on the
interest rate structure (variable- or fixed-rate) of ex-
ternal assets and liabilities; these breakdowns are re-
quested as supplementary items in the IIP.

6.24 Securities issued in the domestic market and
purchased by nonresidents can pose special collection
problems, and these are discussed in Chapters 3 and
10. For securities issued abroad, the government or
central bank should have the required data or may
be able to obtain data from security brokers located
abroad. Caution should be used before assuming that
all the issue has been taken up by nonresidents. Dis-
cussions with the issuing agent(s) could be under-
taken to provide an indication of the amounts that
may have been purchased by residents.

Reserve Assets

6.25 Data on reserve assets should be available
from the relevant department of the central bank.
Ideally, the data set out in Table 10.2 will be available.

6.26 Table 10.2 emphasizes that transactions should
be measured separately from other flows that affect
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Table 6.1 Standard Components for the General Government and the Central Bank' on External

Financial Assets and Liabilities, Excluding Reserve Assets

Other changes in financial assets and
liabilities account

Changes in position due to:

Financial

account Other Exchange Other
Beginning  transactions changes rate price End of
of period (net) in volume changes changes period

Assets
Direct investment
Equity and investment fund shares?

Direct investor in direct investment
enterprise

Debt instruments

Direct investor in direct investment
enterprise

Portfolio investment
Equity and investment fund shares
Debt securities
Short-term
Long-term

Financial derivatives (other than
reserves) and employee stock options

Other investment
Other equity
Currency and deposits

Short-term
Long-term
Loans

Credit and loans with the IMF (other
than reserves)

Other short-term
Other long-term

Insurance, pension, and standardized
guarantee schemes

Trade credit and advances
Short-term
Long-term

Other accounts receivable—other
Short-term
Long-term

Liabilities
Portfolio investment

Debt securities
Short-term
Long-term

! The same breakdown is required for monetary authorities, where relevant.
2Applies only to general government.
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Table 6.1 Standard Components for the General Government and the Central Bank on External

Financial Assets and Liabilities, Excluding Reserve Assets (concluded)

Beginning
of period

Financial derivatives (other than
reserves) and employee stock options

Other investment

Currency and deposits
Short-term
Long-term

Loans
Credit and loans with the IMF
Other short-term
Other long-term

Insurance, pension, and standardized
guarantee schemes

Trade credit and advances
Short-term
Long-term

Other accounts payable—other
Short-term
Long-term

Special drawing rights (allocations)

Source: IMF staff.

the positions to obtain reliable data on reserve asset
transactions. The monetization and demonetization
of gold bullion should be included in other changes in
the volume (BPM6, paragraph 3.21). Allocations and
holdings of special drawing rights should be reported
as other investment liabilities and reserve assets, re-
spectively. It is important to obtain, if possible, the
complete instrument breakdown shown in the table.
It is preferable if data are classified by economy of the
nonresident party.

6.27 The compiler may have access only to data on
the position of reserve assets. The method for con-
verting such data to a transactions basis is outlined
in Chapter 10, Box 10.2. To apply this methodol-
ogy properly, the compiler must know the currency

Other changes in financial assets and
liabilities account

Changes in position due to:

Financial
account Other Exchange Other
transactions changes rate price End of
(net) in volume changes changes period

composition of reserves (as well as any price changes
that may have occurred during the period).

Measurement of Development Assistance
in Donor Economies’

6.28 The development assistance agency in donor
economies is a very valuable source for measuring
development assistance because this agency is usu-
ally responsible for disbursement of the major part
of development assistance grants and loans and for
overseeing and monitoring the foreign development

’See also Development Assistance Data in Chapter 7.



assistance program. While development assistance
is not a standard component item in the balance of
payments, the compiler may wish to compile the item
separately for analytic reasons. The components of
development assistance will generally be reflected in
several items in the balance of payments.

6.29 In developing statistics on development as-
sistance for balance of payments purposes, the com-
piler should distinguish clearly between current
grants (which are included in the secondary income
account), capital grants (which are included in the
capital account),® and loans (which are recorded in
the financial account and in the IIP). For grants, it
is necessary that counter entries (such as exports of
goods, provision of education services, other techni-
cal assistance, and provision of cash) be identified and
included appropriately in the balance of payments.
Chapters 14 and 15 provide further information on
recording grants in the balance of payments.

Measurement of Development Assistance
in Recipient Economies®

6.30 Data on international development assistance
in recipient economies are often poorly measured;
also in some economies a large portion of develop-
ment assistance may be channeled through nongov-
ernment organizations. As a result, the value of foreign
assistance is understated. Because of this understate-
ment, the impact of such assistance on other major
economic variables is difficult to measure. Measure-
ment problems in recipient economies have also led
to balance of payments global asymmetries for data
on transfers. The following paragraphs provide pos-
sible sources that the compiler could use to measure
the receipt of development assistance.

6.31 Most compilers in recipient economies can
easily identify cash grants or payments received in
development assistance because the information is
often readily available from government records on
revenue.

6.32 Many economies have established various ad-
ministrative units to administer program or project

8For the distinctions between current and capital transfers see the
BPMS, paragraph 12.12.

’Measurement of development assistance in donor economies is
described in Chapter 7.
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aid. Complete accounts are often established to ana-
lyze costs, monitor progress, make reports to donors,
and prepare invoices to claim cash payments from
donors. These project accounts should include the
value of materials and services supplied by donors.
The compiler should encourage good record-keeping
practices in this area. In addition, administrators of
such aid projects should (if they are not already doing
s0) be encouraged to obtain, from donors with whom
they maintain contact, data on the valuation of assis-
tance received in kind.

6.33 It is necessary that offsetting entries to the
aid be recorded in balance of payments accounts. To
ensure proper recording, the compiler could, for ex-
ample, undertake audit checks to verify that goods
received under project aid are recorded in international
merchandise trade statistics at correct valuations. If
project accounts are the only source of data for certain
noncash items in the balance of payments, the com-
piler would use information from such accounts to re-
cord corresponding items in the balance of payments.
For example, if a foreign technical assistance expert sta-
tioned in the host economy for less than one year and
funded under an official aid program is employed by a
local project, income earned by the expert should be in-
cluded in the balance of payments of the host economy
as a compensation of employees debit in the primary
income account and a transfer credit in the secondary
income account. The balance of payments treatment of
technical assistance and other forms of project aid is
further discussed in Chapters 13, 14, and 15.

6.34 Many economies receiving food and other hu-
manitarian aid have a centralized government agency
responsible for distributing the food, and such agen-
cies are generally a good source of information on this
type of aid. When approaching distribution agencies
for information, the compiler should ensure that both
food imports and offsetting transfer entries are mea-
sured in accordance with balance of payments princi-
ples. Chapter 14 should be consulted for a discussion
of the balance of payments treatment of food aid.

6.35 In economies where residents receive edu-
cational assistance from foreign governments, there
may be a government agency responsible for ad-
ministering the program on behalf of nonresident
donors. This agency could be a useful source of data
for the balance of payments. The value of educational



assistance should be measured at the cost to the donor.
If such details are not readily available, balance of pay-
ments estimates could be based on the number of stu-
dents studying abroad, classified by various types of
educational institutions and length of stay. These data
could then be used—in conjunction with per capita
data (either actual or estimated) of the cost of tuition
fees, accommodation, passenger fares, and other ex-
penses paid by donor economies for each category of
student—to estimate the transfer credit item. Having
compiled these estimates, the compiler should ensure
that relevant offsets are included in the current ac-
count. Typically, offsets (other than those for interna-
tional passenger fares that are included in transport)
will be shown in the travel item as debits.

Administrative By-Product Data

6.36 While conducting various functions, official
institutions frequently obtain data useful for compil-
ing the balance of payments. Often these functions
require applicants, or persons who must pay fees or
taxes, to complete forms that could be relevant to the
balance of payments. The compiler might be able to
influence the design of collection forms or admin-
istrative procedures to maximize, from a balance of
payments viewpoint, the usefulness of the data. The
international merchandise trade statistics (IMTS),
migration statistics, and in some instances ITRS data
are examples of information collected as a by-product
of administrative functions and essential to balance
of payments statistics. These particular collections are
discussed in Chapters 3, 4, and 5. This chapter exam-
ines lesser-known by-product collections.

6.37 Administrative by-product data may be avail-
able at different levels of processing, including indi-
vidual collection forms, semiprocessed data (which
may consist of records of individual collection forms,
special tables, or reports), or statistical aggregates. The
appropriate level, from the compiler’s viewpoint, will
depend upon a number of factors. If sufficient details
and cross-classifications are available, statistical ag-
gregates may be sufficient for the compiler’s purpose.
Nevertheless, it is often desirable for the compiler to
have access to completed collection forms or records
of collection forms. Even data that cannot be used di-
rectly by the compiler may still be useful for balance
of payments purposes. Subsequent paragraphs note
some examples.

Data from Official and Administrative Sources

Foreign investment approvals

6.38 Many economies have foreign investment
boards or similar institutions that promote, place
conditions on, or monitor various forms of foreign
investment. To make certain types of investments or
to expand existing investments, investors may be re-
quired to submit application forms to the investment
board, which may be required to give approval of the
investment before it can proceed, which may also assist
investors in establishing companies and may ensure
that investments comply with government guidelines.
These application forms may contain useful informa-
tion, and in a number of economies detailed statistics
are published on foreign investment approvals.

6.39 These statistics are generally not directly us-
able for balance of payments compilation purposes
as they relate to intended investments rather than
actual investments and reporters sometimes record
the expected value of the investment, including total
financing and not just the external investment. How-
ever, they may be useful for some balance of payments
estimation purposes.

6.40 This source is best used to identify new di-
rect investment projects, and the compiler would
need other sources such as financial statements and
enterprise surveys to measure these positions and to
capture additional components requested for direct
investment transactions and positions. It is also im-
portant to consider that significant time lags between
approvals and actual investments may occur.

6.41 More importantly, individual application
forms may serve as a very useful data source for com-
piling population lists of direct investment enterprises
(DIENT), direct investors, or fellow enterprises. In
some economies, application forms have proved par-
ticularly useful for identifying nonresidents who in-
vest in real estate.

Applications to obtain foreign exchange
or to borrow from abroad

6.42 It is a requirement in some economies for
residents to obtain approval to purchase foreign ex-
change or to borrow from abroad. These approval ap-
plications should not be confused with actual foreign
exchange transactions measured in an ITRS. Chap-
ter 4 describes cases in which residents borrow or
lend abroad, but no corresponding cash transaction



appears in the ITRS until a repayment or interest pay-
ment is made. To identify these drawings, foreign bor-
rowing applications could be monitored and followed
up with the borrower or the lender. Once the drawing
is made, details of the operation should be recorded
and included in the balance of payments and IIP. Data
on foreign borrowing approvals could also be used
to establish a list for conducting a survey of residents
with external borrowings.

6.43 In some economies, DIENTSs are required to
obtain approval before remitting, in the form of for-
eign exchange, dividends or profits abroad. As part of
the application process, companies submit details of
their profit and loss statements. These details could
be used by the compiler to measure reinvested earn-
ings as well as dividends and profits paid/payable to
investors.

Applications to export

6.44 Residents of some economies are required to
complete applications before exporting goods. Some-
times, these applications are used as a data source to
compile goods items in the balance of payments. Al-
ternatively, applications may provide a starting point
for obtaining a list of exporters to improve coverage
of an IMTS, or these applications may serve as a cov-
erage source for an exploratory survey designed to
identify companies engaged in certain balance of pay-
ments activities, such as trade credit.

Tax data

6.45 Tax data can be used in a number of ways.
Data, which are obtained from tax authorities, on div-
idend and interest withholding taxes payable by non-
residents may be used to compile part of government
transfer credits (current taxes on income, wealth,
etc.). Lists of companies paying withholding taxes on
behalf of nonresident investors may be a useful source
for identifying companies with external borrowings
or nonresident shareholders.

6.46 Tax records of DIENTs could provide data
on intercompany services and remitted and retained
profits when other sources are not readily available.
Lists obtained from tax files of companies with di-
rect investment transactions could also be used as
a source of coverage for enterprise surveys of direct
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investment. Tax records often identify income from
foreign sources separately from income earned from
domestic operations. These records can be useful,
for conducting surveys or for checking information
obtained from other sources," because they identify
companies and individuals with investments abroad.

6.47 Tax authorities may conduct surveillance of
certain transactions, particularly those associated
with tax havens, to ensure that certain taxes are not
avoided. Forms filed with tax authorities in respect of
certain classes of foreign exchange remittances could
provide a coverage source for listing the population
for enterprise surveys (for more details on coverage of
taxes in government finance statistics see Appendix 6,
“Linkages of the International Accounts with the
Government Finance Statistics”).

Education and health data

6.48 Governments may maintain data on educa-
tion (including scholarships) and health services
provided to or by nonresidents.!" For education, data
may be available from the ministry of education or
other body in charge of education on the number
of students, costs of tuition, other services provided
by educational institutions (e.g., accommodation for
students living on campuses or boarding at school),
and other expenses of nonresident students studying
in the host economy or resident students studying
abroad. It is also important to know what proportion
of these costs is funded by development assistance
grants. The compiler should also seek data that may
be available on health care services and expenditures
of patients who cross international frontiers to seek
health care. In economies that have universal health
care systems funded or administered by the govern-
ment, nonresident patients can often be identified
separately because such patients will typically be re-
sponsible for the full cost of their health care.

1°As used by tax authorities, definition of the terms foreign and
income may differ from those used in the balance of payments.
The compiler should take care in using tax data directly in
balance of payments compilation that any such differences are
correctly handled.

""Many of the education and health services provided to or by
nonresidents are provided to persons traveling outside their home
economies. Accordingly, these services should be recorded in the
travel item of the balance of payments.



Data from trade, industry, and other
professional associations

6.49 In some economies, different trade, indus-
try, professional bodies (e.g., industry and trade as-
sociations) may maintain useful information on cross
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border activity. The compiler may consider requesting
the available information from such bodies, includ-
ing the list of their members and their financial size,
which could be used for improving the coverage of
survey population.



Introduction

7.1 This chapter discusses data sources provided
by the International Monetary Fund (IMF) and other
international organizations that may be relevant for
balance of payments and international investment
position (IIP) compilation. The main feature of the
data sources discussed in “IMF’s Bilateral Data Col-
lections” and “Bilateral Data from Other International
Organizations” is that they provide detailed geograph-
ical breakdown that may be used by the counterpart
economy for balance of payments and IIP statistical
purposes. “Other Datasets” describes other datasets
that should be consistent with data reported in the in-
ternational accounts.

7.2 Data compiled directly by partner economies
can also be relevant; however, their relevance depends
on specific circumstances—for example, the coverage
of data in partner economy’s statistics, the methodol-
ogy applied by the partner economy, the accessibility
to the data, confidentiality constraints, and so forth.
The compiler should assess these factors on a case-by-
case basis.

7.3 Datasets described in this chapter are maintained
by the IMEF, the Bank for International Settlements
(BIS), the Organisation for Economic Co-operation
and Development (OECD), and the World Bank, and
relate to portfolio investment, direct investment, loans,
deposits, development assistance, and trade in goods.

7.4 Initiatives that collect data by individual coun-
terpart economy (bilateral data) include the IMF’s
Coordinated Portfolio Investment Survey (CPIS) and
Coordinated Direct Investment Survey (CDIS), the
BIS international banking statistics (IBS), and the
OECD development assistance data.

Selected IMF and Other
International Organizations’
Data Collection Initiatives

7.5 Data on partner economies compiled by inter-
national organizations can be used in two ways:

« In a bilateral reconciliation exercise as a check
of the compiler’s estimates; in recent years, there
has been an increased use of cross-economy data
comparisons to enhance the quality of individual
economy statistics.

« Directly in the compiling economy statistics in
the absence of national data or to complement
existing data sources; in this case, the compiler

should make the necessary adjustments de-
scribed ahead.

7.6 A bilateral reconciliation exercise of balance of
payments or IIP statistics involves comparison of data
that are provided by the reporting economy’s part-
ner economies to international organizations with
the reporting economy’s own data and that purport
to measure the same set of transactions or positions.
For example, economy As estimate of the value of
direct investment in economy B could be compared
with economy B’s estimate of direct investment from
economy A disseminated by the IMF in the CDIS. As
discrepancies are identified and explained, the com-
piler can improve the quality of the balance of pay-
ments or IIP data.

7.7 Direct use of data compiled by international
organizations in the compiling economy’s balance of
payments and IIP statistics can be relevant when the
compiling economy does not collect the data itself or
when collected data are partial or incomplete. For ex-
ample, if economy A does not collect portfolio liabili-
ties, then the CPIS can be used to estimate a liability
position. Before using bilateral data it is important
to assess the coverage of the data sources used by the
counterpart economy.
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7.8 While this chapter provides an overview of the
various sources and their comparability to balance of
payments and IIP needs and methodology, it is recom-
mended to consult the data sources directly for a more
detailed description of coverage and methodology.

IMF’s Bilateral Data Collections’

Coordinated Portfolio Investment
Survey (CPIS)?

7.9 The CPIS provides information on individual
economy year-end holdings of portfolio investment
securities (short- and long-term debt securities and
equities), valued at market prices, cross classified
by the economy of issuer of the securities, and it is
therefore most suited to be used for IIP compilation.
The CPIS focuses on the geographical breakdown of
portfolio assets of the participating economies. Some
economies also provide data on portfolio liability po-
sitions. Cross border securities trading and settlement
often uses the International Securities Identification
Number (ISIN code) to identify securities. Data are
valued at market prices. The CPIS follows definitions
and classifications set out in the BPM6.’

7.10 The Survey of Securities Held as Foreign Ex-
change Reserves (SEFER) is conducted in parallel

'Users can access the detailed nonconfidential data as reported by
each individual economy.

*Methodology, data sources, and results from the survey are avail-
able at http://cpis.imf.org.

3However, in consultation with the IMF’s Committee on Balance
of Payments Statistics and CPIS participating economies, the IMF
is increasing the frequency of the survey from annual to semian-
nual (beginning with end-June 2013 data) and to accelerate by
three months the timeliness of reported data. More frequent and
timely reporting of CPIS data could provide improved bench-
marks for estimating quarterly portfolio position data. The scope
of the data is also being enhanced to include the identification

of short positions and sector of debtor. Further, with the aim of
aligning the outputs with user demands, an additional disaggre-
gation of the data on the institutional sector of resident holders
cross classified by the institutional sector of the nonresident
issuers of securities is also included in the revised CPIS reporting
forms. However, in order to reduce the potential reporting bur-
den, this disaggregation limits the sectoral detail for nonresident
issuers to the 25 economies with systemically important financial
sectors, the economies for which the IMF Executive Board agreed
should have mandatory assessments every five years under the
Financial Sector Assessment Program.

with the CPIS. Accordingly, participating economies
also supply a geographical breakdown of the value of
securities holdings that are included in reserve as-
sets. Although the foreign securities component of
reserve assets appear under a separate heading from
portfolio investment in the BPM6, securities held as
part of reserve assets are part of the portfolio invest-
ment liabilities of the issuers. From the perspective
of the issuer, securities that are held as reserve assets
are indistinguishable from those held in portfolio in-
vestment. Another survey is also conducted of large
international organizations, the Survey of Securities
Held by International Organizations, to obtain the
value of their holdings of securities. In order to
maintain confidentiality of individual returns, spe-
cial procedures are used by the IMF to collect the
data from these two surveys. Similarly, data from
these two surveys are published only in aggregated
form so that no economy’s or organization’s data are
identifiable.

7.11 In the absence of a national data collection
system, economies may use the CPIS derived liabili-
ties data—for equity and investment fund shares,
and short- and long-term debt securities—for iden-
tifying portfolio investment liability positions by
partner economy and as an input for compiling the
IIP. These data may understate an economy’s actual
portfolio investment liabilities, because some econ-
omies do not report in the CPIS and others report
holdings for only selected domestic sectors. Thus, the
derived liabilities data should be viewed as a lower
threshold that can be used to cross-check a given
economy’s own estimates. The derived liabilities es-
timates should be evaluated for the extent of poten-
tial under coverage, and usually should be adjusted
higher, before they are used in the IIP. However, the
compiler should view the use of CPIS derived liabili-
ties estimates as a temporary measure and work on
developing a direct collection of data for compiling
portfolio investment liabilities.

7.12 The CPIS derives portfolio investment liabili-
ties positions for all economies, not just for partici-
pating economies from the reported data (see Tables 8
and 16 on the webpage indicated in footnote 2). The
derived data can be used for checking a compiling
economy’s portfolio investment liability positions;
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however, as mentioned in the previous paragraph, the
compiler should consider it as a lower threshold for
checking. The compiler should assess the extent that
CPIS reporting economies included those economies
that were most likely to hold securities issued by the
compiling economies.*

7.13 The IMF plans to increase the frequency of
the CPIS and SEFER surveys from annual to semian-
nual and to accelerate by three months the timeliness
of reported data. The semiannual data will be released
starting in 2014.

Adjustments to CPIS data for compiling
the balance of payments and IIP

7.14 Although CPIS data are consistent with port-
folio investment in the IIP, direct use of these data
for partner economies could need some adjustments
considering the absence of data from some counter-
part economies either because they are not report-
ing economies or because they do not provide data
with some partners to preserve confidentiality. Also,
the compiler should keep in mind that the CPIS data
for partner economies attributes security holdings to
portfolio investment (by institutional sector) while
portfolio investment liabilities in the IIP data in-
cludes also securities held by partner economies as
reserve assets and securities held by international
organizations. Grossing up techniques or models
based on the available reported data could be used
to estimate data for nonreporting economies. More
details on grossing up techniques are presented in
Chapter 2.

7.15 As mentioned earlier, the CPIS does not pro-
vide breakdown by sector of issuer, and cross border
securities trading and settlement often use the ISIN
code to identify securities. If the ISIN code is also
used in a securities database, then this database can
allow identifying characteristics of particular securi-
ties, including their issuer. Where feasible, the com-
piler is encouraged to classify portfolio investment by
institutional sector of the issuer.

*In 2013, with reference to data for 2012, 77 economies, including
almost all the major economies and most large portfolio invest-
ment holders, reported their holdings of portfolio investment
assets issued by nonresidents broken down by nonresident econo-
mies and instruments.

Balance of Payments and International Investment Position Compilation Guide

Coordinated Direct Investment
Survey (CDIS)*

7.16 The CDIS collects data on direct investment
positions for end-year by economy based on the lo-
cation of the immediate counterpart to a direct in-
vestment position, with equity reported separately
from debt investment. For inward direct investment,
participating economies compile the value of out-
standing end-year positions by immediate (first)
counterpart economy (the economy from which the
investment comes). For outward direct investment,
participating economies provide information on the
value of end-year outstanding positions by immedi-
ate (first) counterpart economy (the economy into
which the investment is sent). Further breakdowns
of information are encouraged showing gross debt
instruments positions (total liabilities and assets sepa-
rately identified), positions between fellow enterprises
separately from those with direct investors/direct in-
vestment enterprises (DIENT), and positions of resi-
dent financial intermediaries separately from other
direct investment positions. Also, as part of the over-
all reporting to the IMF, economies provide metadata
that allow assessing whether data follow the stan-
dards. Direct investment relationships are described
in paragraph 10.7.

7.17 Thus, CDIS contains data on direct investment
positions, and is therefore suited to be used for IIP
compilation. Partner economies can use the CDIS data
to obtain information on their direct investment assets
and, to some extent, their direct investment liabilities.
Data collected through the CDIS are consistent in con-
cepts, coverage, valuation, and classification with the
BPMG6 and the fourth edition of the OECD Benchmark
Definition of Foreign Direct Investment.® Data are avail-
able on an annual basis from 2009.

7.18 The CDIS does not contain enough informa-
tion to calculate precisely transactions based on the

*Methodology, data sources, and results from the survey are avail-
able at http://www.imf.org/external/np/sta/cdis/index.htm.
¢Around 100 economies, including almost all the major econo-
mies, but also many smaller economies, report annually their
outstanding inward direct investment positions broken down by
immediate counterpart economy. Most of these economies also
report annually their outstanding outward direct investment posi-
tions in the same detail.
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difference between positions at the beginning and the
end of the year. Therefore, it cannot be used without
adjustment in the balance of payments accounts. (Box
10.2 of Chapter 10 provides an illustrative example
of deriving transactions using data on positions and
other price changes.)

7.19 The valuation method used for unlisted eq-
uity in CDIS is own funds at book value (OFBV),
which is one of the methods of approximating market
value of unlisted equity recommended in the BPM6
(paragraph 7.16). More details on different valuation
methods including OFBV are contained in the Guide’s
Appendix 4.

Adjustments to CDIS data for compiling
the balance of payments and IIP accounts

7.20 The CDIS allows deriving from the reported
data the outward and inward direct investment posi-
tions for all economies, not just for the participating
economies (see Table 3 on the website indicated in
footnote 5). These data can therefore be used either
as a check of a compiling economy’s direct investment
positions or, if direct investment data are not col-
lected by the compiling economy, for use in prepar-
ing an IIP. As with the discussion of CPIS data, the
compiler should assess the extent that CDIS reporting
economies included those economies that were most
likely to invest / receive direct investment in/from the
compiling economy.

7.21 Derived data could be an important source of
information to improve direct investment statistics
of the compiling economy but should be treated with
caution. Derived data could need some adjustments
considering: (1) the absence of data from some econ-
omies, either because they are not reporting econo-
mies, or because they do not provide data with some
partners to preserve confidentiality; (2) the degree of
coverage of the standard components; and (3) consis-
tency with international standards (e.g., exclusion of
debt between selected affiliated financial companies,
valuation method used for unlisted equity (OFBV),
and inclusion of reverse investment and data on fel-
low enterprises). Data coverage can be assessed con-
sulting the CDIS metadata questionnaire reported
by individual participating economies. Grossing up
techniques or models based on the available reported
data could be used to estimate data for nonreporting
economies when reported data cover most of the total
value of the direct investment positions. Chapter 2
provides more details on grossing up techniques.

7.22 CDIS data are presented according to the di-
rectional principle, based on the direction of the direct
investment relationship while the direct investment
data in IIP are presented using assets/liabilities pre-
sentation (so that, for example, the netting of reverse
investment is not built in). The standard components
for direct investment positions may be rearranged to
support both presentations. Table 7.1 shows how the

Table 7.1 Assets/Liabilities Presentation Compared to Directional Principle Presentation

Asset/liability presentation in IIP
Direct investment assets
» Equity and investment fund shares
e Direct investor in direct investment enterprises (a)

¢ Direct investment enterprises in direct investor
(reverse investment) (b)

¢ Between fellow enterprises
o if ultimate controlling parent is resident (c)
o if ultimate controlling parent is nonresident (d)

o if ultimate controlling parent is unknown (e)

Directional principle presentation in CDIS

Total outward direct investment

> Equity (Net) = (a) + (c) + (e) — (9) - (h)

> Debt instruments > Debt instruments (Net) = (1) — (2) or (3) + (4)

¢ Direct investor in direct investment enterprises (k) Broken down by:

e Direct investment enterprises in direct investor

(1) Debt instruments assets (gross) of DI in DIENT= (k)
(reverse investment) (I)

+(m) + (o)
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Table 7.1 Assets/Liabilities Presentation Compared to Directional Principle Presentation (concluded)

Asset/liability presentation in IIP Directional principle presentation in CDIS
Direct investment assets Total outward direct investment
¢ Between fellow enterprises (2) Debt instruments liabilities (gross) of DIENT in DI
o if ultimate controlling parent is resident (m) (reverse investment) = (q) + ()
o if ultimate controlling parent is nonresident (n) And by:

(3) Debt instruments (net) resident financial
intermediaries

(4) Debt instruments (net) all other resident companies
o if ultimate controlling parent is unknown (o) > Of which total outward, DI with fellow enterprises abroad
(Net) = (5) - (6)

(5) Total equity and debt instrument assets (gross) with
fellow enterprises = (c) + (e) + (m) + (o)

(6) Total equity and debt instrument liabilities (gross) with
fellow enterprises = (h) + (r)
Direct investment liabilities Total inward direct investment
» Equity and investment fund shares » Equity (Net) = (f) + (i) + (j) — (b) — (d)

e Direct investor in direct investment
enterprises (f)

¢ Direct investment enterprises in direct investor
(reverse investment) (g)

¢ Between fellow enterprises
o if ultimate controlling parent is resident (h)
o if ultimate controlling parent is nonresident (i)

o if ultimate controlling parent is unknown (j)

» Debt instruments » Debt instruments (Net) = (1) — (2) or (3) + (4)
¢ Direct investor in direct investment enterprises (p) Broken down by:
¢ Direct investment enterprises in direct investor (1) Debt instruments liabilities (gross) of DI in DIENT =
(reverse investment) (q) (P) + () + (1)
* Between fellow enterprises (2) Debt instruments assets (gross) of DIENT in DI (reverse
o if ultimate controlling parent is resident (r) investment) = (1) + (n)
o if ultimate controlling parent is nonresident (s) And by

(3) Debt instruments (net) resident financial intermediaries

(4) Debt instruments (net) resident all other resident
companies

o if ultimate controlling parent is unknown (t) » Of which total inward, DI with fellow enterprises abroad
(Net) = (5) - (6)

(5) Total equity and debt instrument liabilities (gross) with
fellow enterprises = (i) + (j) + (s) + (t)

(6) Total equity and debt instrument assets (gross) with
fellow enterprises = (d) + (n)

Source: IMF staff.
Note: Components (1) and (2) should have positive signs.
Components (5) and (6) have positive sign in most cases. Components (3) and (4) are not specified in IIP.
Component (3) includes debt of insurance and pension funds and debt of resident financial intermediaries with nonresident nonfinancial
intermediaries (debt between selected financial intermediaries—deposit-taking corporations, including central bank, investment funds,
and other financial intermediaries except insurance corporations and pension funds—is not classified as direct investment).
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assets/liabilities presentation can be rearranged to
CDIS (directional principle) presentation.

Bilateral Data from Other
International Organizations

International Banking Statistics

7.23 The Bank for International Settlements’ (BIS)
international banking statistics (IBS) provides posi-
tion data on cross border activities of banks in most
major international banking centers. Data can be
used to derive deposits assets and loans liabilities. The
BIS statistics contain two datasets—locational and
consolidated statistics. The locational data are based
on the economy of location or residence of the credi-
tor bank, and are consistent with the residence prin-
ciple set out in the BPM6. These data can be used for
balance of payments and IIP purposes. The consoli-
dated data measure worldwide consolidated claims of
banks headquartered in reporting economies, includ-
ing claims of their own foreign affiliates but excluding
interoffice positions.” Since this classification princi-
ple differs from that used in the BPM6, the consoli-
dated data are not a relevant data source for balance
of payments and IIP compilation.

7.24 The locational statistics provide quarterly
data on resident banks assets and liabilities, in the
form of deposits and loans, with nonresident coun-
terparts broken down by banks and nonbanks, and
by economy.® The data include both outstanding
amounts and exchange-rate-adjusted changes, but
no maturity breakdown of loans. Thus, the data can
be used in compiling two components of IIP: (1) li-
abilities, other investment, loans, other sectors, by
taking nonresident banks’ outstanding amount of
loans to the compiling economy, and (2) assets, other
investment, deposits, other sectors, by taking the
compiling economy’s nonbanks’ deposits in nonresi-
dent banks.

7.25 The BIS debt securities can provide some in-
formation on an economy’s liabilities related to issu-
ing international money market instruments, bonds,
and notes. The methodology was revised in December

"These statistics build on measures used by banks in their internal
risk management systems.

8BIS International Banking Statistics, Table 7A (all sectors) and 7B
(nonbank sector) at http://www.bis.org/statistics/bankstats.htm.

2012 for the full history of the statistics, to enhance
the comparability of the statistics across economies.
International issues were redefined as debt securi-
ties issued outside the market where the borrower
resides—that is, offshore issues. These statistics cover
only securities issued abroad by economies; they do
not cover securities issued in the domestic market
that are purchased by nonresidents. In addition, they
make no allowance for international securities pur-
chased by residents of the debtor economy. Caution
should be used when using these data for IIP and bal-
ance of payments purposes.

Adjustments to BIS data for compiling
the balance of payments and IIP

7.26 The nonbank sector in BIS statistics includes
other sectors—other financial corporations, nonfi-
nancial corporations, households, and NPISHs—as
well as the general government sector.’ It is important
not to double count if both data on nonbank sectors
from the BIS and national sources for government
sector data are used. The compiler should identify
positions for general government included in the BIS
dataset in order to exclude these positions from the
nonbank sector data accordingly.

7.27 The information from the BIS statistics is
partial but close to complete regarding the coverage
of ITP components because international banking is
concentrated mainly in the economies participating
in the BIS IBS." Partial data can be adjusted using es-
timation techniques such as extrapolation or applica-
tion of weights, deriving the weights of the reported
data and grossing up to the universe. See Chapter 2
for more details on grossing up techniques.

7.28 This dataset does not provide a maturity
breakdown for loans and deposits; thus the compiler
will need to apply percentages based on alternative
available data, to obtain these breakdowns.

*The BIS Committee on the Global Financial System (CGFS) rec-
ommendations to enhance the BIS international banking statistics
are being implemented. Stage two of the enhancements relevant
to IIP and balance of payments purposes (collection of new data,
including a finer sectoral breakdown in the locational banking
statistics) will be reported from Q4 2013 data. See “Improving

the BIS International Banking Statistics,” CGFS Papers, no. 47,
November 2012, available at http://www.bis.org/publ/cgfs47.htm.
10As of March 2013, 44 countries and financial centers report
these data to the BIS.
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Development Assistance Data'"2

7.29 The Development Assistance Committee (DAC)
of the OECD is responsible for collecting internation-
ally comparable data on official development assis-
tance (ODA). This collection is referred to hereafter
as the DAC Reporting System. The DAC has worked
closely with the IMF’s Statistics Department, other in-
ternational agencies, and member economies of the
OECD to develop reporting directives and to align
reported data to BPM6 concepts. Therefore the data
are generally consistent with BPM6 guidelines for
compiling data on development assistance flows (but
see ahead). The compiler should be familiar with the
reporting directives and work closely with the devel-
opment assistance agency to ensure proper treatment
of development assistance flows for the purpose of
compiling the balance of payments and reporting to
the DAC. It would be desirable to quantify any differ-
ences in treatment advocated by the reporting direc-
tives and the BPM6. Some donors, who are not DAC
members, also report to the DAC.

7.30 The components of development assistance
will be reflected in several items in the international
accounts; the compiler should distinguish between
current international cooperation (which is included
in the secondary income account (see BPM6, para-
graph 12.47)), investment grants (which are included
in the capital account (see BPM6, paragraph 13.25)),
and loans (which are recorded in the financial account
and in ITP). For grants, it is necessary that offsets, such
as exports of goods, provision of education services,
other technical assistance, and provision of cash, be
identified and included in goods, services, and cur-
rency and deposits accordingly.

7.31 Data in the DAC reporting system should, in
practice, be compiled on a basis that closely parallels
the concepts of timing and valuation advocated by the
BPMG6. The reporting directives comment specifically
on the following:

« Excluding official subsidies to private firms, since
they support activities with a primarily commer-
cial objective (the BPM6 includes these subsidies
as primary income)

"www.oecd.org/dac/stats.
2See also measurement of development assistance in donor
economies in Chapter 6.
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o Including imputed costs of educating nonresi-
dent students when fees do not cover the costs
of education programs (the BPM6 advocates the
same treatment)

Including the administrative costs of ODA pro-
grams, subsidies to resident nongovernmental
organizations, and refugee costs (the BPM6 does
not include these costs because they involve
resident-to-resident transactions)

Including interest subsidies paid to residents to
provide “soft” financing as part of development
assistance (the BPM6 does not advocate this
treatment because the means of incorporating
the impact within the economic accounts has not
fully evolved); information on concessional debt
could be provided through supplementary infor-
mation (see BPM6, paragraph 12.51).

Including in development assistance the costs
associated with technical cooperation, adminis-
tration, education, and research incurred in the
donor economy (The BPM6 does not advocate
this treatment; however, paragraph 12.47(c) of
the BPM6 indicates that payments associated
with the salaries of technical assistance staff who
are deemed to be resident in the economy in which
they are working are included in current interna-
tional cooperation.)

Excluding military equipment or services (In
the BPM6, the supply of goods and services to
military units or bases is included in government
goods and services n.i.e. Transfers of military
equipment are included in investment grants.)

Adjustments to DAC data for compiling
the balance of payments and IIP

7.32 The coverage differences between ODA and
the BPM6 requirements mentioned earlier should be
considered by the compiler when DAC data are used
for balance of payments and IIP compilation. For in-
stance, adjustments should be made to include trans-
fers to/from individuals or private companies.

7.33 In reporting forms submitted to the DAC,
the major aggregates such as official development as-
sistance should be classified by economy; however,
transactions with international institutions are not
classified by economy. Certain transactions, such as
administrative expenditures in the donor economy are
not—according to the reporting directives—allocated
by economy and are shown unallocated. However, for


http://www.oecd.org/dac/stats

Selected IMF and Other International Organizations’ Data Collection Initiatives @

the purpose of compiling partner economy balance of
payments statistics described in Appendix 5, costs in-
curred in the donor economy should be classified by
economy. If it is not possible to allocate specific costs
to specific economies, the compiler could prorate
costs across recipient economies by using aid flows
that can be allocated by partner economy.

7.34 Reporting forms submitted to the DAC pro-
vide information on both commitments and disburse-
ments of development assistance. The latter basis is
relevant in compiling the balance of payments.

7.35 DAC data are compiled with a certain time
lag. However, until actual data are available, extrapo-
lations could be used.

Other Datasets
External Debt Statistics

7.36 Two related databases on external debt statis-
tics exist: Quarterly External Debt Statistics (QEDS)
and Joint External Debt Hub (JEDH). An overview
of these statistics is provided subsequently. A full
description of the definitions, coverage, and meth-
odology used in these statistics can be found on the
home pages of the respective databases, although it is
recommended to reference the original source data.
Both the JEDH and QEDS are published on the World
Bank’s webpage.

Quarterly External Debt Database'

7.37 The QEDS database brings together detailed
external debt data that are published individually by
economies that subscribe to the IMF’s Special Data
Dissemination Standard (SDDS), as well as by some
economies participating in the General Data Dissemi-
nation System (GDDS)."*

7.38 Three main sets of data are available on a
quarterly basis: (1) breakdowns of the total external
debt position by sector, maturity, and instrument,
(2) domestic-foreign currency breakdown of external

The QEDS database, jointly developed by the World Bank

and the IME, brings together detailed external debt data of
economies that subscribe to the SDDS and a selected number of
economies that participate in the GDDS. As of June 2013, about
110 economies report to the QEDS (see http://www.worldbank.
org/qeds).

“GDDS countries’ participation in the QEDS does not require
producing prescribed SDDS data.

debt, and (3) forward debt service schedule. The first
two sets are relevant to IIP statistics. In addition, the
SDDS QEDS includes six other sets of data that are of
analytical value.

7.39 The definitions and criteria used regarding
time of recording, concept of residence, and exchange
rate conversion, along with classification by institu-
tional sectors and financial instruments, will be fully
aligned to the principles set out in the BPM6 in 2014.
Accordingly, QEDS data should be consistent with IIP
liabilities. However, it is important to be aware that the
IIP components equity and investment fund shares,
and financial derivatives and employee stock options,
are excluded from the external debt statistics.

7.40 In some economies, QEDS data are compiled
and reported by the balance of payments compiler that
derived them from the IIP. In such cases, QEDS data are
fully consistent with IIP. In other economies, QEDS sta-
tistics are compiled and reported by an institution other
than the balance of payments compiling unit/institu-
tion. The QEDS compiling agency should assure that all
ITP debt liability components are also covered in QEDS.
This coverage consistency can be achieved by request-
ing from the balance of payments compiler data on IIP
external debt instruments that usually are not moni-
tored through the external debt monitoring system
(e.g., currency and deposits, trade credit and advances,
insurance technical reserves, and accounts payable).
The ITP compiler also should assure that all data covered
in external debt statistics are covered in IIP. A close co-
operation and cross-checking of data between balance
of payments and external debt compilation agencies
should be undertaken each quarter. Generally, QEDS
data are viewed as a source for cross-checking of ITP
data and not as a data source for compiling ITP.

Joint External Debt Hub"®

7.41 The JEDH jointly developed by the BIS, IMF,
OECD, and World Bank—brings together external
debt data and selected foreign assets from interna-
tional creditor/market and national debtor sources.
These sources include creditor data sources such
as the African Development Bank, the Asian De-
velopment Bank, BIS, the Berne Union, the Inter-
American Development Bank, the IMF, Paris Club

Bwww.jedh.org/.
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Secretariat, the International Development Association,
the OECD, and the World Bank—as well as informa-
tion by various markets sources. The JEDH contains
information on loans, other credits, including of-
ficial trade credit and advances and bilateral loans,
debt securities, and selected foreign assets and li-
abilities. Since not all sources used in the JEDH fol-
low BPM6 requirements, it is important to consult
the JEDH for detailed metadata description.

7.42 For comparison of the creditor/market data in
the JEDH with the data reported by individual econo-
mies in the QEDS, the JEDH provides a comparison
table for three broad instrument categories: loans plus
deposits, debt securities, and trade credit and ad-
vances. In this way the compiler can compare national
data with data from partner economies and market
sources in an easy manner. The compiler should use
JEDH data to check or review other data sources, but
it is recommended to use the original data source to
compile balance of payments and IIP data.

Data Template on International Reserves
and Foreign Currency Liquidity'®

7.43 The data template establishes standards for
the provision of information on the amount and com-
position of official reserve assets, other foreign cur-
rency assets held by the monetary authorities and
the general government, short-term foreign currency
obligations, and related activities (such as financial
derivatives positions and guarantees extended by the
government for quasi-official and private sector bor-
rowing) of the monetary authorities and the general
government that can lead to drains on reserves and
other foreign currency assets.

7.44 In principle, official reserve assets specified in
Section L.A. of the International Reserves and Foreign
Currency Liquidity: Guidelines for a Data Template
(IRFCL) should correspond to the data on interna-
tional reserves that economies compile for balance of
payments and IIP purposes under the BPM6 guide-
lines. The definition of official reserves assets should be
consistent across all macroeconomic statistics sets."” If

'http://www.imf.org/external/np/sta/ir/IRProcessWeb/index.aspx.
'”The concordance between classifications of reserve assets in the
BPM6 and the IRFCL is explained in Table 2.1 of the guidelines:
http://www.imf.org/external/np/sta/ir/IRProcessWeb/
dataguide.htm.
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balance of payments/IIP data and the IRFCL are com-
piled by different institutions/units, a cross-check of
data on reserve assets should be conducted each quar-
ter for their full consistency.

Direction of Trade Statistics (DOTS)'®

7.45 The Direction of Trade Statistics (DOTS) con-
tains, for about 187 countries, current figures on the
value of merchandise exports and imports disaggre-
gated according to their trading partners. Data are
available from 1980 for years, quarters, and months.
Reported data are supplemented by estimates when-
ever such data are not current or are not available in
monthly frequency. DOTS follows concepts and defi-
nitions set out in International Merchandise Trade Sta-
tistics: Compilers Manual (2004).

7.46 It is sometimes assumed that corresponding ex-
portand import data between partner economies should
be consistent—that is, the exports from economy A to B
should be equal to the imports of economy B from A,
after taking into account the insurance and freight costs
when economy B imports are valued on a c.i.f. basis. The
DOTS estimation system uses this assumption in cases
where one partner has not reported data.

7.47 However, different compilation practices may
cause inconsistency between exports to a partner and
the partner’s recorded imports. The principal reasons
are differences in (1) classification concepts and de-
tail (lack of uniformity in determining origin, trans-
shipment, and destination economies), (2) time of
recording, (3) valuation, (4) coverage (shipments to
and from free-trade zones, exclusion of military and
other confidential items, value thresholds for customs
registration of shipments, returned goods, and other
good (5) processing errors.

7.48 As most economies report data on exports
and imports by counterpart economy, this dataset, in
contrast to those included in “IMF’s Bilateral Data Col-
lections” and “Bilateral Data from Other International
Organizations,” is not used by the counterpart economy
for balance of payments statistical purposes, but it could
be used to check or verify the compiler’s own data, con-
sidering possible differences already explained. As dis-
crepancies are identified and explained, the compiler
can improve the quality of his or her trade data.

'8http://elibrary-data.imf.org/FindDataReports.aspx?d=33061&e=
170921.
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Introduction

8.1 The preceding seven chapters have focused on
various data sources that may be used to compile a
balance of payments statement. This chapter examines
the compilation process itself: the institutional ar-
rangements to support the compilation of the balance
of payments and international investment position
(IIP) are described; the broad issues with estimation
are discussed; several issues facing the compiler that
impact across the accounts are analyzed, including
understanding the net errors and omissions term; and
the balance of payments recording system is described.

8.2 Subsequent chapters of this Guide deal with
compilation issues pertaining to particular compo-
nents of the balance of payments. However, many
transactions affect more than one component, and
cross-references are made when appropriate.

Design of the Statistical Process
Institutional Arrangements

8.3 As described in the earlier chapters, compil-
ing the balance of payments and IIP statistics involves
combining information from a range of data sources.
Many of these data sources are the responsibility of
official agencies other than the agency in charge of the
compilation of balance of payments and IIP statistics.
Cooperation between these agencies will be necessary
to allow the compilation task to take place efficiently.
It is good practice to formalize the cooperation with
documented understandings of the data to be made
available, the format in which it will be provided, the
timing and frequency of provision, and any additional

Crosscutting Issues in Compiling
Balance of Payments and
International Investment
Position Statistics

security requirements (e.g., the protection of confi-
dentiality of individually identifiable data).

8.4 The various official agencies that may be in-
volved in capturing data used in the compilation pro-
cess may include the following:

o Customs authorities for the collection of data
used in international merchandise trade statis-
tics, which in turn can be used as the basis for
trade in goods and some services

Statistical agencies for the collection of data
through different surveys (e.g., household sur-
veys, enterprise surveys, surveys of services, and
other surveys)

o Port authorities for information that can be
used as indicators in compiling transportations
services

 Immigration authorities for the number of short-
term and long-term migrants

« Tourism authorities who may collect information
on expenditure of nonresident visitors in the com-
piling economy and residents traveling abroad

Insurance regulators to identify insurance busi-
nesses for survey purposes or as a source of in-
formation on premiums, claims, and reserves

« Banking regulators, supervisory agencies, in-
cluding those for insurance and nonfinancial
companies, and compilers of monetary and fi-
nancial statistics for data that may be used in the
compilation process or to confront against data
sourced elsewhere

External affairs department for information on
the operations of embassies



« Taxation authorities for information on with-
holding and other taxes, and to identify indi-
viduals and businesses that may be involved in
international transactions or have external assets
or liabilities

o The regulator of the international transactions
reporting system (ITRS) (if any)

« The central bank for information on the banking
sector and reserve assets.

8.5 Official sources external to the agency in charge
of compiling the balance of payments and IIP statis-
tics will generally not be sufficient for the compila-
tion of the full range of items of these statements. As
a consequence, it will be necessary for the agency to
collect data itself. The institutional arrangements for
the agency can assist the conduct of successful, high-
quality statistical collections.

8.6 The legislation establishing the agency in charge
of compiling the balance of payments and IIP statistics
can provide for a number of enablers of high-quality
statistics. The compiler may conduct a self-assessment
of legal and institutional environments, and resources
available for the statistical program using as guid-
ance the May 2012 updated Data Quality Assessment
Framework (DQAF) for Balance of Payments and In-
ternational Investment Position Statistics.!

8.7 Key to the statistical legislation is the ability of
the agency to require selected businesses and indi-
viduals to respond to statistical requests. If the agency
does not have the legal framework or institutional ar-
rangements to make its surveys compulsory then it
needs to rely on reporting on a voluntary basis. Vol-
untary surveys are exposed to biases, and the lower
the response rate, the greater the likelihood of bias
in the results. For voluntary surveys, response can be
encouraged through good form design; by explaining
the purpose and outcome of the collection (in terms
of outcomes for business or individuals); by delivery
and collection of the forms by enumerators; and by

"The May 2012 version of the DQAF is an update of the July

2003 version of the DQAF to reflect experience and international
statistical developments, particularly updated international
methodological standards. It serves as an umbrella for six dataset-
specific frameworks, including the framework for the balance of
payments and international investment position statistics (see
http://dsbb.imf.org/Pages/DQRS/DQAF.aspx).
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providing incentives (e.g., using a monetary or gift
incentive in a household survey). Research on the im-
pact of providing incentives suggests mixed results,
with it being unclear as to whether incentives increase
response, and whether they have a positive or detri-
mental effect on the quality of the response.

8.8 Assuring the reporters of the confidentiality of
their responses is one the most important prerequisites
for improving the response rate and the quality of the re-
sponses. The extent to which these assurances generate
more and higher-quality responses depends on whether
they are enshrined in legislation and the record of the
authority in meeting these assurances (and legislative
obligations where they exist). Legislative obligations
to protect the confidentiality of information provide a
better basis for negotiating sharing of information that
has been collected by other official bodies. A proof of
the confidentiality protection is the dissemination of re-
ported data only as part of larger aggregates, excluding
any direct or derived disclosure of individual data.

8.9 The compiling agency can also hold periodic
meetings with reporters to discuss reporting issues.
This allows reporters to ask questions on data report-
ing and to better understand how the data reported
are used.

8.10 Integrity of the statistics produced by statis-
tical collections can also improve the response rate
and the quality of the response. Selected businesses
and individuals are more likely to respond, and pro-
vide accurate data, if the reporters believe that they
are contributing to a high-quality product free from
political influence. The independence of the agency
in charge of compiling the balance of payments and
IIP statistics and the integrity of the release processes
contribute to the perception of integrity by the re-
porter. The work of the agency should not be subject
to political influence. The products of the statistical
process should be released to all at the same time as
access to partial data during the estimation process by
a minister’s office could create the perception of po-
litical interference in the results.

Compilation Process

8.11 Asdiscussed in the previous section, the com-
pilation of the balance of payments and IIP involves
bringing together data from a variety of sources. It is
possible that some of these sources may overlap, so that
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information for one item in the balance of payments
and/or IIP may be available from multiple sources.
Compiling the item in question then requires a deci-
sion about the relative quality of the different sources,
or how the sources may be used in combination.

8.12 One option is to determine the source of
higher quality and to use that source as the primary
source of data for the items of interest. The com-
piler may know from discussions with data suppli-
ers, or from errors discovered through data checks,
that certain errors are likely to exist. The size of the
errors may not be of sufficient concern, or available
resources may not permit investigation and cor-
rection. Alternatively, analysis of the net errors and
omissions item under the use of the chosen source,
in conjunction with confrontation with the alterna-
tive information, can inform adjustments that should
be considered to the data from the primary source.
“Possible Issues Faced by the Compiler” provides fur-
ther discussion of the analysis of the net errors and
omissions item. Alternatively, the multiple sources
can be brought together within a data model, as de-
scribed in “Estimation.”

8.13 There may be insufficient evidence to deter-
mine which source is more accurate. In these cases,
the compiler can monitor the differences and, if sig-
nificant, develop a plan for further investigation.
A discrepancy between the two sources may provide
an indication of the size of a possible error.

8.14 Balance of payments and IIP data estimates
may be compared with data from other sources. For
example, data reported by banks in money and bank-
ing statistics on the position of external financial as-
sets could be compared with data obtained in an ITRS
or an enterprise survey. Existing data sources may be
used to derive alternative estimates. From such a com-
parison, some judgments may be formed as to the ac-
curacy of existing sources.

8.15 One external source that can be used for com-
parisons is bilateral data from partner economies.
Comparison of balance of payments estimates with
those for partner economies often reveals differences.
The differences may be due to many factors. How-
ever, these comparisons may provide some valuable
insights on accuracy.

8.16 Single sources of information can also be de-
ficient in attempting to compile items in the balance

of payments. This chapter’s “Estimation” discusses es-
timation strategies, particularly where data are avail-
able only from subsets of the population of interest
or with insufficient timeliness or frequency. Alterna-
tively, single sources can form the basis of the infor-
mation set used to populate a data model for items in
the balance of payments.

Estimation

8.17 With data coming from a variety of sources
over which the compiler does not have direct con-
trol, it is recognized that the data available for some
components may not be adequate. In other cases, data
may be available, but not sufficiently timely, requiring
existing data series to be extrapolated until the actual
data for the reference period become available. This
section describes a number of techniques to support
using imperfect data in the compilation process, rang-
ing in complexity from simple estimation through to
the use of data models and extrapolation techniques.

8.18 When data become available after an initial
extrapolation or lower-quality but more timely data
has been used, revisions may be required to the ini-
tial estimates for the period. The revision process
recognizes the challenge for the compiler in trying to
deliver timely balance of payments information and
ensuring the accuracy of the accounts. This section
also discusses revision practices and policies.

8.19 The compilation of balance of payments ac-
counts is subject to a range of data sources, processes,
and estimates at different levels of compilation. How-
ever, estimates should not be seen as a substitute for
collecting reliable data.

Simple Estimation

8.20 Simple estimation involves relatively simple
formulas or procedures that may be used to adjust or
estimate source series. For example, certain source se-
ries may suffer from undercoverage and the compiler
may, for balance of payments compilation purposes,
apply a ratio or add some amount to the source se-
ries. Also, a balance of payments series may be esti-
mated by using an assumed ratio between that series
and other balance of payments or economic statistical
series.

8.21 For example, a fixed amount (from irregu-
lar surveys) may be added to trade in goods for post



parcel; a ratio can be applied to f.o.b. or c.i.f. values
to estimate freight insurance; or realization ratios can
be applied to foreign investment approvals to estimate
direct investment transactions.

Sample Expansion

8.22 Sample expansion is the process of expand-
ing results from a selection of respondents to measure
the population as a whole. The use of sampling tech-
niques in balance of payments collections is discussed
in Chapter 2. Weighting techniques (the process of
applying expansion factors to each sample response)
can vary depending on the design of the survey. Re-
sults from the sampling units are representative of
larger aggregates, for example, sampling from cities
that are representative of regions. Ideally, the weight
of a sampling unit should reflect the relative size of
the aggregate, the region, rather than the sample, the
city. Therefore, the sum of the weights over the sample
should reflect the population size. If the sampling of
cities is with probability proportionate to region size,
then the simplest sampling weights are the inverse of
the likelihood of being sampled.

8.23 Mathematical statisticians should be con-
sulted if more complex regimes are being considered.
These can include poststratified estimation, where
the results are expanded by the ratio of the number
of units in the sample with particular characteristics
to the number of units in the population with the
same characteristics. Poststratified estimation is used
when the population distribution of characteristics is
known, but for individual statistical units, the charac-
teristics are unknown until measured in the survey.
Poststratified estimates are more accurate than simple
number-raised estimates but can be subject to biases
when the subpopulations with certain characteristics
are quite small.

8.24 Expansion factors can also be used to adjust
for nonresponse in sample surveys. Poststratified es-
timates automatically include an adjustment for non-
response. Number-raised estimates can be adjusted
by setting the weights to be the inverse of the ratio
of the number of responses to the population size,
rather than the number of selections to the popula-
tion size (which is the chance of selection in simple
sampling processes). This adjustment effectively im-
putes a mean response for all nonrespondents, which
is a reasonable approach to imputing for nonresponse
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when no auxiliary information (e.g., past responses)
is available.

Data Models

8.25 A third type of estimation involves bringing
data from different sources together in a data model.
The output of the data model is a particular balance
of payments item. For example, estimates of nonresi-
dent visitor or other short-term individual traveling
abroad expenditure in an economy could be derived
by obtaining, from migration statistics, the number
of visitors and other short-term individuals traveling
abroad, and multiplying this number by estimates of
expenditure per capita that were derived from a survey
of individuals traveling abroad and other sources. This
model could be extended with information on length
of stay from official records, and using expenditure per
capita per diem. Selection and inclusion of some data
model elements depend on the compiler’s judgment.?

8.26 The development and use of data models can
also involve confronting related components of the bal-
ance of payments and making adjustments to ensure
coherence between these items. For example, there
is a relationship between passenger transport credits
and travel credits, particularly for relatively isolated
economies—the visitors and other short-term indi-
viduals traveling abroad making the travel expenditure
need to arrive in the economy by some means. To the
extent that these transportation services are provided
by residents, then this will be recorded as a transporta-
tion credit. Similar relationships exist between the vol-
ume of trade in goods and freight (with the same caveat
that some of the transport services can be provided by
nonresidents for exports, or by residents for imports).
Rates of return on investment imply a relationship be-
tween the various components of investment income
and the positions in the same instruments recorded in
the IIP, a relationship that can be used to confront and
improve the quality of the respective components.

8.27 More complex relationships can exist within
the other changes in financial assets and liabilities ac-
count in the reconciliation of the IIP. Some of these
are discussed in Chapter 3 in the validation of the rec-
onciliation statement in surveys of external assets and

*More on estimating different transactions related to visitors and
other short-term individuals traveling abroad is presented in
International Transactions in Remittances: Guide for Compilers
and Users, 2009.
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liabilities (see “Collections on External Assets and Li-
abilities” in Chapter 3). Other relationships that may
hold are particularly concerned with financial deriva-
tives, especially where these instruments are predomi-
nantly forward-type contracts (futures and swaps) used
for hedging purposes (e.g., hedging interest rate and
foreign exchange risk). The hedging of interest rate risk
by an issuer of securities implies that the price change
on derivatives should be in the opposite direction to
the price change on debt securities, while the hedging
of exchange rate risk implies that the exchange rate im-
pacts on financial derivatives should be in the opposite
direction to the exchange rate impact across the other
functional categories. These relationships should hold
separately for assets and for liabilities in the IIP.

8.28 Relationships can extend beyond the balance
of payments and IIP to incorporate information in
other macroeconomic accounts. Examples include
the relationship between capital equipment recorded
in trade in goods (noting that the BPM6 does not re-
quire this level of classification in trade in goods) and
capital expenditure in the national accounts. Similarly
there is a relationship between equity investment in-
come debits in the balance of payments and company
profits recorded in the national accounts (depending
on the openness of the economy to equity investment,
and whether foreign investment is clustered in spe-
cific industries that may have different profit charac-
teristics to the broader business population).

Extrapolation and Interpolation

8.29 Data from some sources may not be available
on a sufficiently timely basis for compilation of the
balance of payments statement. Therefore, the com-
piler may extrapolate certain balance of payments
series from earlier periods. Extrapolation also covers
adjustments made to preliminary results from a col-
lection source providing less than complete data. If
the data source or data model used by the compiler
provides data on a less frequent basis than the peri-
odicity of balance of payments compilation, it will be
necessary to interpolate data between measurement
periods to obtain sufficiently frequent estimates for
the balance of payments.

8.30 Extrapolation techniques can range from the
very simple to more complex procedures. The simplest
techniques include using the same value as the previ-
ous period, or using the same change as occurred be-

tween the previous two periods and applying it to the
previous period (either as a gross amount or as a per-
centage change). More complex techniques include
drawing information from relevant data models and
taking account of seasonality in subannual series. The
choice of extrapolation method should be informed
by the characteristics of the past series and the range
of information available at the time of compilation.

8.31 Similar techniques are used for interpola-
tion, with the added information of having access
to data for a period after the period of interpolation.
Choices for interpolation include using a constant
value change for periods between the start and end
point or a constant percentage change. If other, more
frequent indicators provide evidence of seasonal-
ity in the series to be interpolated, then data models
and interpolation techniques should take this into
account.

Revisions

8.32 The use of extrapolation techniques implies
that there will subsequently be a more reliable value
for the item being extrapolated. This is one case where
initial estimates are preliminary and subject to revi-
sion. Besides replacing extrapolations with data from
an insufficiently timely source, there are a number
of reasons why initial data may be considered pre-
liminary and subject to revision. For example, more
comprehensive and more accurate data may become
available from less timely sources than those used for
initial estimates, further checking after release may
identify errors in the initial data (whether these are
errors in the data that was supplied, or errors intro-
duced during in-house processing), respondents re-
vise their previously submitted data, new sources are
identified, conceptual improvements are introduced,
and so on. Revisions are a normal consequence of
the fact that the compiler faces a trade-off between the
provision of timely information and ensuring that the
highest-quality information is available.

8.33 It is desirable for the compiler to publish in-
formation on the impact of revisions to the accounts.
In the publication, the compiler could compare initial
estimates with later generations of estimates for the
same reference periods. The average absolute and ac-
tual size of revisions could also be published.

8.34 The compiler should also have a published
policy on revisions so that the process of revising data



can be understood and anticipated by users. The revi-
sion policy could follow the dimensions and elements,
as well as the key points identifying quality features
set in DQAE.? The policy should cover when revisions
will be introduced to publications, for what periods
and for what data series, and the type of information
that will be published on the causes of the revisions.
Revision policies generally apply criteria to the size of
revisions and the length of time over which revisions
will be made.

8.35 Frequent and large revisions are disturbing to
and create work for users. Methodologies should be de-
veloped to reduce the frequency of revisions. In other
words, more attention should be given to getting the
most accurate estimate on the first or second attempt.
To achieve this, the compiler should examine causes
of revision and whether they could be overcome by,
for example, increasing the frequency of collections,
collecting the most important classifications more fre-
quently, placing less reliance on infrequent benchmark
surveys, speeding up quality control procedures, and
improving estimation procedures for nonresponse and
partial coverage. To introduce such improvements,
greater resources may be required. A cost-benefit anal-
ysis may be in order, and user support could be ob-
tained for improvements that would reduce revisions.

8.36 However, the fact that revisions are disturb-
ing to users is no excuse for failing to revise estimates.
When revisions are adequately explained, most users
understand that they are unavoidable. The balance of
payments compiler’s objective is to publish the most
accurate data possible. Revised data, when more ac-
curate, should be published. A balance of payments
compiler who does not revise estimates when he or
she learns that published estimates are significantly
inaccurate may contribute to development of eco-
nomic policies that are inappropriate because they are
based on incorrect data.

8.37 A wuseful operational tool for information
users about the revision policy is the publication of an
advance release calendar regarding the coming pub-
lications and their revision schedule. Also, when the
revised data are disseminated, a description of main
changes due to revisions should also be disseminated.

*See elements 3.5 and 4.3 in the DQAF for Balance of Payments
and International Investment Position Statistics.
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A revisions policy and a release schedule together are
important factors in encouraging the trust and con-
fidence of users in the balance of payments statistics.
It is also important that the policy and schedule are
followed meticulously.

Metadata

8.38 Metadata provides information about data.
The Guide stresses that the International Monetary
Fund (IMF) recommends that economies describe
source data used in preparing their estimates and the
methodological standards that they follow. In addition,
the IMF recommends that all economies use the latest
international methodological standards—for example,
the BPM6. Doing so supports comparability of data
across economies, as well as the range of economic ac-
counts, and reassures users as to the methodological
soundness of the data.

8.39 Economies sometimes deviate from the in-
ternational statistical standards, usually for practical
reasons (such as because they do not have requisite
source data to compile data according to the BPM6),
but also sometimes because they have chosen not to
adopt a particular BPM6 recommendation. In cases
where the deviation from the BPM6 is material, the
IMF recommends that economies provide metadata
that describes the deviation so users can assess the
data against the international benchmark. Obviously,
to compare data across economies or across time, it is
important that all economies consistently follow the
latest internationally agreed statistical standards.

Possible Issues Faced by the Compiler

Unit of Accounts and Multiple
Exchange Rates

8.40 Balance of payments accounts could be pre-
pared both in the national unit of account and in
terms of an international unit of account, such as the
U.S. dollar or euro, where different. The national unit
of account is required to compile the external sector of
the national accounts and to meet the requirements of
many domestic analysts, while the standard unit
of account is required for purposes of international
comparison—for example, in balance of payments sta-
tistics published by the IME In many economies, the
balance of payments compiler prepares the accounts
only in domestic currency. However, for economies
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where the exchange rate of the domestic currency is
relatively unstable, or uses a foreign currency(ies) for
many of its transactions, it is recommended that the
balance of payments also be compiled in terms of a
more widely used unit of account, such as the U.S.
dollar.

8.41 In economies maintaining multiple exchange
rate systems, it is essential that balance of payments
statistics be compiled, for the purpose of external
analysis, in terms of an international currency. It is
also necessary for statistics to be compiled in the do-
mestic currency. The existence of multiple exchange
rates raises the issue of the rate that should be used
for converting transactions denominated in a foreign
currency (which will be most balance of payments
transactions) into the domestic currency or into the
foreign currency that is used as the unit of account.

8.42 It is recommended to use the actual exchange
rate for each transaction for currency conversion. The
daily exchange rate for daily transactions would pro-
vide a good approximation. If daily rates cannot be ap-
plied, average rates for the shortest period (e.g., week,
ten days) should be used (BPM6, paragraph 3.105).

8.43 Table 8.1 presents results from applying four
different conversion rate methods to a hypothetical

set of transactions—official rates, actual rates used
in transactions, the predominant transaction rate,
and the weighted average conversion rate. Each rate,
apart from the actual rate, represents a unitary con-
version rate.

8.44 Table 8.1 shows the application of the actual
exchange rate (column “Actual rate”) and of unitary
exchange rates (columns “Official rate” and “Pre-
dominant rate”). It is assumed that an economy has
four exchange rates: an official rate (at par with the
U.S. dollar), a commercial rate that is offered to com-
mercial transactors (2 units of domestic currency are
equal to 1 U.S. dollar), a tourist rate (2.5 units of do-
mestic currency are equal to 1 U.S. dollar), and a par-
allel (black) market rate (3 units of domestic currency
are equal to 1 U.S. dollar). The first three rates are of-
fered by the economy’s single bank. It is also assumed
that, in the accounting period, the government im-
ports goods valued at US$20 (converted at the official
rate); companies export goods valued at US$100 and
import goods valued at US$80 (converted at the com-
mercial rate); nonresident travelers exchange US$5
with the bank at the tourist rate and US$3 with paral-
lel market operators at the parallel market rate; and
the parallel market operators in turn use the proceeds
to buy goods from abroad.

Table 8.1 Impact of Using Alternative Conversion Methods (in domestic currency)

Weighted average

Official rate Actual rate Predominant rate rate
Credit Debit Credit Debit Credit Debit Credit Debit
Exports 100 200 200 195
Imports by:
Government 20 20 40 39
Companies 80 160 160 156
Other (parallel 3 9 6 6
market operators)
Travel at:
Tourist rate 5 13 10 10
Parallel rate
Bank assets 5 33 10 10
Total 108 108 222 222 216 216 211 211

Source: IMF staff.

Note: The official rate is calculated at par; results are equivalent to U.S. dollar values. Actual rates are those quoted in paragraph 8.42; bank
assets are calculated at corresponding transaction values or as a residual. (By definition, those are equivalent.) The predominant rate is the
commercial rate. The weighted average rate is derived by summing the transactions (excluding bank assets, which are derived residually) at
actual rates and dividing by the equivalent sum valued in U.S. dollars.
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8.45 From the table, one may see that use of a
unitary rate, regardless of the rate chosen, preserves
relationships between each of the items. It may be
necessary to calculate two unitary rates: one for trans-
actions conducted using official rates, and another for
parallel (unofficial) or black market rates. The official
unitary rate should be calculated as a weighted aver-
age of all official rates used for external transactions
(BPM6, paragraph 3.107). For example, in the table,
travel credits are 8 percent of exports in each case for
which a unitary rate is used. However, when actual
rates are used, the relationships between items change.
For example, when actual rates are used, exports of
goods exceed imports of goods—a result that is con-
trary to the result obtained by either using a unitary
rate or recording transactions in U.S. dollars.

8.46 The BPM6 advocates also that if the parallel
market rates exist they should not be ignored in the
context of a multiple rate regime. The official and par-
alle]l market rates should be handled separately, and
transactions in parallel markets should be converted
using the exchange rate applicable in that market
(BPMS6, paragraph 3.108).

8.47 Positions in external assets and liabilities in a
multiple rate system should be converted at the ex-
change rate applicable to the specific assets or liabili-
ties at the beginning or end of the accounting period.
The different rates used for transactions and positions
will create entries in the exchange rate changes in the
other changes in assets and liabilities accounts.

8.48 It is important that balance of payments
compilers in economies with multiple exchange rate
schemes be aware of the impact of using different
methods of conversion.*

Domestic Use of a Foreign Currency

8.49 Domestic and foreign currencies are defined
in Chapter 3 of the BPM6 (paragraphs 3.95-3.96):
“[A] 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

*It may also be important that the balance of payments compiler
agree with the national accounts compiler on how the two sets of
statistics will be reconciled.
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other currencies are foreign economies. 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 cur-
rency area to which it does not belong should classify
the currency as a foreign currency, even if domestic
transactions are settled in this currency..”

8.50 The implication of this definition for econo-
mies that do not have a domestic currency is that all
cash holdings by residents represent an external fi-
nancial claim on the central bank of the economy is-
suing the currency in use (and a liability of the issuing
economy).

8.51 Information on the claim may be available
from the compiler of money and banking statistics
(using estimates of narrow money excluding demand
deposits).

8.52 The central bank, commercial banks, and ex-
change bureaus may also have information on their
purchase and sale of the currency. These sources
would need to be supplemented by surveys of busi-
nesses and households for amounts of cash in hand,
although experience suggests that surveys of house-
holds for “in-pocket” cash can be unreliable.

8.53 The economy issuing the currency may use
bilateral data from the economies using their domes-
tic currency to adjust estimates of currency liabilities
from other sources.

Residency and Multiple Residency

8.54 The BPM6 defines the residence of an insti-
tutional unit as “the economic territory with which
[the unit] has the strongest connection, expressed as
its centre of predominant economic interest” In addi-
tion, “an institutional unit is resident in an economic
territory when there exists, within the economic ter-
ritory, some location, dwelling, place of production,
or other premises on which or from which the unit
engages and intends to continue engaging . . . in eco-
nomic activities and transactions on a significant
scale” (see BPM6, paragraphs 4.113-4.114).

8.55 In practice, there are a number of situations
where the application of this definition may be unclear,
particularly where institutional units are highly mobile,
have connection to multiple economies, or have a short
period of significant activity. This section discusses
these situations and their treatment by the compiler.
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Operation of mobile equipment

8.56 Treatment of the operation of mobile equip-
ment, particularly equipment operating in an econ-
omy other than the economy of incorporation of the
operator, often poses significant conceptual and prac-
tical problems for the balance of payments compiler.
The key to correct treatment of this equipment lies
in determining the residency of the operator of the
equipment. Once residency has been determined, the
recording of transactions becomes more straightfor-
ward and the compiler can focus on the best meth-
ods of collecting necessary balance of payments
information.

8.57 Included in mobile equipment in this sec-
tion are various equipment used in the provision of
transport services (aircraft, ships, rolling stock, road
transport, and spacecraft) and other equipment used
in mining production (drilling rigs and floating pro-
duction, storage, and offload units). Other transport
vehicles (pipelines, electricity transmission infra-
structure) are generally located in an economy for suf-
ficient time for a branch to be recognized (although
period of time is only one of the criteria for determin-
ing whether a branch exists).

8.58 Table 8.2 shows various types of mobile
equipment and factors that should be considered in
establishing, for each type of equipment, the economy
of residence of the operator. The table shows that, in
most cases, the operator’s economy of incorporation

is used. Exceptions occur with equipment operat-
ing for extended time periods in economies other
than the economy of the operator. If circumstances
described in Table 8.2 exist for such equipment, the
compiler should consider the equipment to be oper-
ated by a branch of the operator that is a resident of
the host economy. To ensure (if possible) consistency
of treatment for significant operations, the balance of
payments compiler should discuss residency assump-
tions with counterparts in partner economies.

8.59 To illustrate recording of the operation of mo-
bile equipment in the balance of payments, Table 8.3
sets out accounts relating to mobile equipment oper-
ated by a resident of economy A. This operator is a
branch of a company with a head office in economy B.
All transactions, other than the initial provision of
equipment, are assumed to involve a bank account
in economy A. Table 8.4 shows how these transac-
tions would be recorded in the balance of payments of
economies A and B.

8.60 Tables 8.5 and 8.6 show, more comprehen-
sively, information that the balance of payments com-
piler should collect on mobile equipment and how
this information should be recorded in the balance of
payments. Table 8.5 shows the treatment of transac-
tions involving mobile equipment operated by a resi-
dent of economy A; the resident is assumed to be a
branch of a parent company that is located in econ-
omy B and has no other operations in economy A.

Table 8.2 Determining the Residency of Mobile Equipment Operators

Type of mobile equipment

Economy of residence of operator

Equipment operating in international waters or
airspace

Economy of incorporation of operator; for equipment

under financial lease, the lessee is considered the operator.
For a ship flying a flag of convenience, the economy of the
operator is the economy of the company directing the ships
operations, which may not necessarily be the economy of
registration. If the operator establishes, for tax or other
considerations, a branch or subsidiary in another economy to
manage the operation, the operation is attributable to the
economy of the branch.

Equipment moving frequently between two or more
economies

Equipment operating for more than one year in the
economy in which the legal operator is resident

Equipment operating for more than one year within
an economy other than the economy in which the
operator is incorporated

Host economy; if equipment is accounted for separately

by the operator and recognized as a separate company by
the host economys tax and licensing authorities, the host
economy is the operators economy of residence. Otherwise,
the economy of incorporation of the operator is, if previously
outlined qualifications are met, the economy of residence.

Source: IMF staff.
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Table 8.3 Sample Accounting Statement for Transactions Relating to Mobile Equipment

Transaction Amount
Provision of equipment by parent company 1000
Funds provided by parent and deposited in bank account in economy A 100
Revenue
Transportation of economy A's exports to economy B 75
Transportation of economy A's imports from economy B 60
Passenger fares—residents of economy B traveling within A 15
Passenger fares—residents of economy A traveling within A 105
Passenger fares—residents of A traveling between A and B 25
Total revenue 280
Expenses
Fuel purchased in economy A 50
Provisions purchased in economy B 10
Port services in economy A 6
Port services in economy B 4
Depreciation 90
Total expenses 160
Amounts remitted to parent in economy B 170

Source: IMF staff.

Table 8.4 Balance of Payments Treatment of Sample Transactions Shown in Table 8.3

Economy A Economy B
Credit Debit Credit Debit
Goods
General merchandise 1010’ 1010°
Transport services
Freight 75 75
Passenger
Other 4 4
Travel 15 15
Investment income
Direct investment equity 12072 120?
Net acquisition of Net incurrence of Net acquisition of Net incurrence of
financial assets liabilities financial assets liabilities
Direct investment
Equity capital 10503 10503
Other investment
Currency and deposits 6 -6

Source: IMF staff.

[=190° — 1844]

[=184% — 190°]

'Consists of the original provision of equipment and the provisions purchased in economy B.
20perating profit (which is less than the amount remitted to parent).
3Consists of the initial provision of equipment, the funds provided by the parent, net of amounts remitted in excess of profits.

4Consists of payments/receipts for provisions purchased, port services, and amounts remitted to parent.
5Consists of funds provided by parent, freight receipts, and passenger fare receipts for internal travel.
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Table 8.6 shows the treatment of similar transactions
with regard to mobile equipment operated by a resi-
dent of economy B. Both tables show the recording of
transactions from economy As point of view. Where
appropriate, the partner economy to a transaction is
shown in parentheses. Some transactions shown in-
volve economy X, which is any economy other than
A, and can include economy B.

8.61 In both Tables 8.5 and 8.6, transaction treat-
ments are split between those that involve the op-
erator’s bank account in economy A and those that
do not. In the case of the operator being a resident
of economy A, those transactions not involving the
operator’s bank account in economy A are assumed
to involve parent company bank accounts in other
economies. These transactions are classified as direct
investment, equity capital, unless a debt liability of the
operator to the parent company is created. It can be
seen that the distinction concerning the involvement
of the operator’s bank account in economy A affects
only financial account entries. The financial aspect of
transactions does not affect entries related to the cur-
rent account.

8.62 Table 8.5 shows that some entries reflecting
remitted amounts pertain either to investment in-
come (direct investment—equity) or to the financial
account (decreases in direct investment liabilities—
equity capital). The reason is that remitted investment
income can relate only to operating profits earned in
the current or previous periods. Remitted amounts
that exceed these profits lead to negative reinvested
earnings. In case the remitted investment income is
in an excess value that allows it to be considered su-
perdividends, it should be recorded as withdrawals
of capital. The calculation of operating profits is dis-
cussed in detail in Chapter 13.

8.63 The compiler must determine the collection
method that will produce the most acceptable results.
It may not be necessary to collect information on all
types of transactions shown in Tables 8.5 and 8.6.
Some types of transactions can be assumed to be nil
or negligible. Much of the information required could
come from collections other than a survey of mo-
bile equipment operators. For example, information
on imports and exports of goods could come from
merchandise trade statistics, and estimates of some
services and financial transactions from an ITRS.
However, when mobile equipment is considered to be

operated by resident companies that are branches of
nonresident companies, it will usually be necessary to
approach operators to obtain some of the information.

8.64 Occasionally, the compiler may encounter a
situation in which it is difficult to determine the resi-
dence of a company that operates mobile equipment.
For example, the operating company may be regis-
tered in two or more economies as a result of special
legislation. In such cases, the economy where the head
office of the company is located should be considered
the operator’s economy of residence, and the affiliates
in other economies could be considered subsidiaries.
Similar problems in determining the residency of the
mobile equipment operator could arise when equip-
ment is operated jointly by partners that are residents
of two or more economies. In this case, the preferred
treatment is to treat the operation of the equipment as
a quasi-corporation resident where the equipment is
located, with investment from the two partners. See
also the discussion ahead on companies that operate
seamlessly across multiple economic territories.

Construction activity

8.65 It is quite common for a company resident in
one economy to undertake construction activity in
another. The first step in determining correct balance
of payments treatment for such construction activity
(and the information that should be collected) is to
establish the residency of the company engaged in the
construction work. Paragraph 4.27 of the BPM6 lists
the criteria for the identification of a branch. If these
conditions are met, the construction activity should
be attributed to a company that is resident in the host
economy and involved in a direct investment relation-
ship with a parent company in another economy. If
these conditions are not met, the activity should be
attributed to a nonresident company (from the point
of view of the host economy), and the acquisition by
the host economy should be regarded as an import of
a service.

8.66 Table 8.7 shows the balance of payments treat-
ment of transactions that are typical of a company en-
gaged in construction activity in an economy other
than the one where the company normally operates.
Two treatments are shown; the first is in respect of the
activity being attributed to a company that is a resi-
dent of the host economy (economy A), and the sec-
ond is in respect of the activity being attributed to a
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nonresident company in economy B. It is assumed in
both cases that transactions involve a bank account
established by the construction company in economy
A. The treatment of transactions is presented from the
point of view of economy A. When appropriate, the
partner economy to a transaction is shown in paren-
theses. Some transactions shown involve economy X,
which is any economy other than A and can include B.

8.67 The treatment and measurement of construc-
tion activity in the balance of payments is discussed
further in Chapter 12 and Appendix 4.

Companies that operate seamlessly across
multiple economies

8.68 Some companies operate seamlessly over
more than one economic territory. Such companies,
even though they have substantial activity in more
than one economic territory, cannot be separated
into a parent and branch(es) because they run as a
seamless operation and cannot supply separate ac-
counts for each territory. Multiterritory companies
are typically involved in cross border activities and
include shipping lines, airlines, hydroelectric schemes
on border rivers, pipelines, bridges, tunnels, and un-
dersea cables. Similar issues can arise for a societas
europaea—that is, a company created under Euro-
pean Union law that is able to operate in any member
state. Some nonprofit institutions serving households
may also operate in this way.

8.69 It is preferable that a parent and branch(es)
be identified separately in the case of a multiterri-
tory company. If possible, companies should be
identified in each territory according to the prin-
ciples for identification of branches. If that is not
feasible because the operation is so seamless that
separate accounts could not be developed, it is nec-
essary to prorate the total operations of the company
into the individual economic territories. The factor
used for prorating should be based on available in-
formation that reflects the contributions to actual
operations (e.g., equity shares, equity splits, splits
based on operational factors such as tonnages or
wages). The prorating of the company implies that
every transaction needs to be split into each com-
ponent economic territory, a process that may be
difficult to implement by the compiler. For example,
for the economy of residence, each (apparently) do-
mestic transaction would be split into resident and

nonresident components. Equally, companies of
those economies outside the territories of the mul-
titerritory company that have transactions and posi-
tions with such companies need to make the same
split, so as to capture the counterparty claims in a
consistent manner. Bilateral agreements between
compilers will help to minimize possible asym-
metries. This treatment has implications for other
macroeconomic statistics, and its implementation
should always be coordinated with other statistical
interests for consistency. Compilers in each of the
territories involved are encouraged to cooperate in
order to develop consistent data, avoid gaps, and
minimize respondent and compilation burden.

8.70 Analogous treatments can be applied to com-
panies operating in zones of joint jurisdiction—the
company will need to be split into companies that are
resident in each economy having jurisdiction over the
zone, with flows into and out of the company prorated
between these companies. Positions and flows be-
tween the companies may also need to be developed.

Individuals with multiple residences

8.71 Some individuals have close connections
with two or more territories—for example, they have
dwellings in more than one territory in which they
spend significant amounts of time. For individuals
who do not have continuous actual or intended pres-
ence in any one territory for one year, the territory of
the principal dwelling they maintain is the key con-
sideration. In cases of no principal dwelling, or two or
more principal dwellings in different economies, the
territory of residence is determined on the basis of the
territory in which the predominant amount of time is
spent in the year.

8.72 In practice, residence principles are gener-
ally not applied to specific individuals, but to broad
groups of people. Situations where the principles need
to be applied to individuals are generally limited to
highly mobile, high-wealth individuals. In these cases,
the compiler needs to cooperate to ensure that the res-
idence of these individuals is applied consistently in
all of the relevant economies.

Household Sector Transactions
and Positions

8.73 Table 8.8 sets out a number of cases for per-
sons who may be involved in balance of payments
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Table 8.8 Types of Household Sector Transactions Recorded in the Balance of Payments

Migrating persons,
including workers
who are residents but
not nationals of the
economies in which
they work

Persons who are
not residents of the
economies where
they work

Persons (e.g., local
staff of foreign
embassies) who work
for entities that are
not residents of the
economies where the
entities are located

These are persons who, for balance of payments purposes, change
their economies of residence when they arrive in the economies
where they intend to live for 12 months or more and (if applicable)
when they return to their economies of origin. At these times, the
transfer of positions in financial assets and liabilities that arises from
the change in residence of the individual is recorded as a volume
change in the IIP.

During the periods that migrating persons stay in the host economy,
the compilers in both home and host economies should ensure

that any remittances in cash or in-kind they remit to their home
economies are recorded appropriately (e.g., as personal transfers,
capital transfers, direct investment, or deposits). The compilers
should also measure transactions, positions, and income relating to
migrating persons’ external financial assets and liabilities—including
financial claims on, and liabilities to, residents of migrating persons’
economies of origin.

Migrating persons may make trips abroad during their stay in the
host economy, and their passenger fares and travel abroad should
be measured on the same basis as passenger fares and travel
expenditure of any other resident of the host economy.

The treatment of initial and return passenger fares depends upon
whether these are paid by migrating persons or their employers.
When fares are paid by an employer, the employer’s residence
determines the economy of residence of the company acquiring the
passenger services. When fares are paid by the migrating person, the
economy that the migrating person leaves is, by definition, his or her
economy of residence and is therefore the economy acquiring the
passenger fare service.

The compilers in both home and host economies should measure:
(1) as part of compensation of employees, gross wages and salaries
in cash and in kind, including any employers’ contributions to
insurance, social security, etc. of these workers; (2) as part of travel,
any expenditure of the workers on goods and services in the
economies of employment; and (3) as part of secondary income,
income taxes and social contributions payable to the host economy’s
government, including social contributions paid by employers.

The compilers in both home and host economies should measure,
as part of compensation of employees, gross wages and salaries,
including any employers contributions to insurance, social security,
taxes, etc. of these workers.

For personal
transfers, see
Chapter 14.

For transactions in,
and positions of,
external financial
assets and liabilities,
see Chapters 9

and 10.

For investment
income on external
financial assets
and liabilities, see
Chapter 13.

For passenger fares
and travel, see
Chapter 12.

For ITRS methods, see
Chapter 4.

For surveys of
households, see
Chapter 3.

For compensation
of employees, see
Chapter 13.

For travel, see
Chapter 12.

For secondary
income, see
Chapter 14.

For ITRS methods, see
Chapter 4.

For surveys of
businesses and
households, see
Chapter 3.

For compensation
of employees, see
Chapter 13.

For secondary
income, see
Chapter 14.

For surveys of
businesses and
households, see
Chapter 3.
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Table 8.8 Types of Household Sector Transactions Recorded in the Balance of Payments (concluded)

Students studying in The compilers in both home and host economies should measure: For travel, see
foreign economies (1) as part of travel, student acquisitions (regardless of whether Chapter 12.

actually paid for or received in kind) of goods and services, including
education services, in the host economy; (2) as part of compensation
of employees, any gross wages and salaries, including any employers

For compensation
of employees, see

L= 1 : - Chapter 13.
contributions to insurance, social security, taxes, etc., and any goods
and services in kind received by students while working in the host For secondary
economy; and (3) as part of secondary income, taxes payable to the income, see
host economys government, including social contributions paid by Chapter 14.
employers. For surveys of
businesses and
households, see
Chapter 3.
Medical patients The compiler should measure, as part of travel, patient expenditures, For travel, see
receiving treatment including those for medical services, on goods, and on services in the Chapter 12.
in foreign economies host economy.
Persons, excluding All acquisitions of goods and services for personal use, regardless For travel, see
transport crews, of whether paid for by the visitor or other short-term individual Chapter 12.
traveling for business traveling abroad or provided in kind by residents of the host economy,
or personal reasons in the host economy should be recorded as part of travel. Separate
data should be compiled for business and other travel. Paid holidays
by an employer should be treated as personal rather than business
travel. Visitors’ and other short-term individuals’ traveling abroad
international passenger fares should be measured as part of passenger
transport services. Travel services may also be acquired by students,
health care patients, and persons working in economies other than
the ones in which they are residents. The balance of payments
treatment of these persons was discussed previously.
Persons such as The compiler should record, as part of travel, the expenditure of For travel, see
transport crews these persons on goods and services in the economy visited. The Chapter 12.
staying in an expenditures of crews should be recorded as a part of business travel.
economy for a short
period
of time
Persons having The compiler should measure transactions, positions, and income For transactions in
external financial relating to external financial assets and liabilities of individuals and and positions of
assets and liabilities households. external financial

Source: IMF staff.

transactions. The table describes the treatment of these
transactions in the balance of payments and indicates
chapters where information on sources and methods
can be obtained. The list of categories in Table 8.8

assets and liabilities,
see Chapters 9 and
10.

For investment
income, see
Chapter 13.

For household
surveys, see
Chapter 3.

should not be regarded as an exhaustive statement of
household transactions; rather, it is illustrative of the
more common household transactions and related
balance of payments treatments.
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Regional Arrangements

8.74 Currency unions and economic unions play
an increasingly important role in the world’s economy.
Similarly, customs arrangements between economies
can present challenges for the balance of payments
compiler. This section summarizes the specific fea-
tures of the compilation balance of payments statistics
where regional arrangements exist. Appendix 3 of the
BPME6 provides a detailed discussion of regional ar-
rangements. Appendix 5 of this Guide provides infor-
mation on the related issue of compiling statistics by
partner economy.

Currency and economic unions

8.75 For statistical purposes, a currency union
is defined as a union to which two or more econo-
mies belong and that has a regional central decision-
making body, commonly a currency union central
bank, endowed with the legal authority to conduct
a single monetary policy and issue the single cur-
rency of the union. A currency union is established by
means of a formal intergovernmental legal agreement
(e.g., a treaty). The economic territory of a currency
union consists of the economic territory of the Cur-
rency Union economies that make up the currency
union, plus the currency union central bank. Any
other regional organizations that comprise the same
or a subset of the same economies are included in the
currency union.

8.76 For statistical purposes, an economic union
is a union to which two or more economies belong.
Economic unions are established by means of an in-
tergovernmental legal agreement among sovereign
economies with the intention of fostering greater eco-
nomic integration. In an economic union, some of the
legal and economic characteristics associated with a
national economic territory are shared among differ-
ent economies. These elements include: (1) the free
movement of goods and services within the economic
union and a common tax regime for imports from
economies outside the economic union; (2) the free
movement of capital within the economic union; and
(3) the free movement of (individual and legal) per-
sons within the economic union. Also in an economic
union, specific regional organizations are created to
support the functioning of the economic union. Some
form of cooperation/coordination in fiscal and mon-
etary policy usually exists within an economic union.

8.77 Like in the case of economic territory of a cur-
rency union, an economic union territory consists of
the economic territory of the member economies and
the regional institutions that comprise the same or a
subset of the same economies.

8.78 Net transactions and positions for the cur-
rency union or economic union should not be com-
piled as the aggregation of the national data of the
members of the union, plus those of the institutions
of the union. This approach would be inadequate be-
cause transactions between economies belonging to
the union would be included on both sides of the ac-
counts. Furthermore, the compilation would be sub-
ject to distortions in case of asymmetric recording
of transactions or positions within the union. In this
context, compilers within the union should separately
identify intra- and extra-union transactions and posi-
tions within the accounts.

8.79 There is also a need for increased cooperation
and coordination between compilers in different econ-
omies within a currency union or economic union. The
BPMG6 allows for discretion by the compiler in choice
of methods to approximate the concepts defined in the
manual (e.g., there are a number of acceptable alterna-
tives for the valuation of equity in direct investment en-
terprises (DIENT). Compilers within a currency union
or economic union should consider coordinating their
treatments so that common methods are applied.

8.80 The coordination extends to the recording
of large and complex transactions involving multiple
economies (e.g., where a large import to one economy
is financed from a bank account in a third economy).
To the extent that compilers in the member economies
treat the transactions differently, imbalances could be
created in the accounts for the currency union or eco-
nomic union as a whole.

8.81 This coordination is not straightforward as
national statistical confidentiality rules usually do
not allow national compilers to share confidential
information with statistical bodies outside their na-
tional borders. To facilitate the maintenance and im-
provement of data quality through data checking, the
establishment of an appropriate statistical data confi-
dentiality regime is desirable at least. Such a regime
would ideally address the sharing and protection of
confidential data both among national compilers and
between national compilers and compilers for the



currency union or economic union in order to enable
the compilation of consistent and reliable aggregated
statistics for the union.

8.82 Other economies outside the union may find
it analytically useful to identify certain currency and/
or economic unions among their partners. Corre-
sponding data should be equal to the sum of trans-
actions or positions with the economies belonging to
the union together with the institutions of the union
where appropriate.

8.83 In case the composition of the currency union
or economic union changes over time, the compiler
may decide either to show time series according to the
latest composition of the currency union or economic
union, or to show the currency union or economic
union according to its composition at each point in
time, and to take changes in composition into account
in positions as another change in volume.

Customs arrangements

8.84 Regional integration can take the form of
customs arrangements between several economies.
In general, these customs arrangements, based on a
common customs tariff vis-a-vis nonmember econo-
mies, do not raise specific balance of payments issues.
However, when customs unions generate cross border
flows, such as through a revenue-sharing formula, the
recording of transactions and positions in the inter-
national accounts is affected by the institutional and
administrative arrangements of the customs union.

8.85 In order to assess the correct treatment to
apply to the cross border flows, the compiler needs to
understand whether levying duties is the responsibil-
ity of a designated agency or the member economies;
and whether the agency has, all members have, or one
member has the responsibility of collecting the duties.

8.86 As with economic and currency unions, co-
operation between compilers in the various member
economies within the customs arrangement should
coordinate so that the treatment of the customs ar-
rangement is consistent between the various members.

Analysis of Net Errors and Omissions

8.87 The structure of the balance of payments
naturally yields a number of balancing items, includ-
ing the balance on trade, the balance on the current
account, net lending, and so forth. Chapter 14 of the
BPM6 describes the analysis of the balance of pay-
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ments and IIP and the balancing items incorporated
within the presentation of the accounts.

8.88 The compilation of the balance of payments
involves bringing together information from a range
of sources. Although the balance of payments is, in
principle, in balance, imbalances will occur due to im-
perfections in the source data and compilation. These
imbalances make up the net errors and omissions item.

8.89 While net errors and omissions is a residual
item, the value of net errors and omissions should be
analyzed by the compiler. The size and trends may
help identify data problems, such as coverage or mis-
reporting. Patterns in net errors and omissions may
provide useful information on data problems. For ex-
ample, a consistent sign indicates a bias in one or more
components. Although net errors and omissions can
help point to some problems, it is an incomplete mea-
sure because errors and omissions in opposite direc-
tions offset each other.

8.90 A large or volatile value of net errors and
omissions hampers analysis of the balance of pay-
ments. While it is not possible to give guidelines on
an acceptable size for net errors and omissions, it can
be assessed by the compiler in relation to other items,
such as GDP, current account balance, positions data,
and gross flows. Statistical discrepancies may also
arise in the IIP statement. In principle, the reconcili-
ation statement provides a fully reconciled measure-
ment of the changes between an opening position and
a closing position; however, if these components are
independently measured, discrepancies may arise be-
cause of data imperfections.

Revisions

8.91 Revisions were discussed earlier in this chap-
ter. Revisions that increase the magnitude of net er-
rors and omissions do not necessarily indicate that
the overall quality of the accounts is decreasing. It is
reasonable to presume that revisions are being made
to improve the accuracy of the revised components.
A consequence of increasing the accuracy of the com-
ponents is an improved accuracy of the net errors and
omissions remaining in the revised components and
that are present in the other components. If the net
errors and omissions term has increased, then errors
or omissions that previously existed in the items that
were revised were masking errors and omissions in
other components.
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8.92 If revisions over time result in consistently
adjusting the net errors and omissions in the same
direction (i.e., either usually increasing or usually de-
creasing), then this provides an indication of persis-
tent biases in the initial data. Efforts should be made
by the compiler to identify the source of the biases and
remove them. If the bias is inherent in the source data
used for preliminary estimates, then analysis of the
changes in net errors and omissions over time can in-
form the introduction of an adjustment that should be
made to the initial data. In practice the compiler may
often make appropriate adjustments to the results from
less reliable data sources to allow for known biases.

Analysis over Time

8.93 As indicated earlier, net errors and omissions of
consistent sign over a period of time are indicative of per-
sistent biases in one or more components. To the extent
possible, the components should be identified (usually
the compiler will have an understanding of deficiencies
in source data and where biases might be occurring), and
improvements made to the quality of the source, alter-
native sources identified, or adjustments made to offset
the impacts of the biases. If the source cannot be iden-
tified, metadata should be provided as to relative qual-
ity of credits / net increases in liabilities against debits /
net increases in assets to enable users to make their own
assessments of where weaknesses may lie.

8.94 Where the net errors and omissions term fluctu-
ates from period to period, this may be evidence of timing
differences on volatile items—such as financial accounts
items or large, “lumpy” current account transactions.

8.95 Large net errors and omissions that arise
in periods of exchange rate fluctuation may suggest
problems with methods of currency conversion used
to compile the accounts.

8.96 Net errors and omissions that appear to
change when the behavior of some items changes may
be evidence of relationships that indicate inadequate
coverage of certain types of transactions. For example,
a positive net errors and omissions item coinciding
with an increase in imports may suggest undercover-
age of trade credit liabilities.

Recording Transactions in Balance
of Payments

8.97 The balance of payments requires that trans-
actions are recorded on a double-entry basis—that

is, 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. The sum of the bal-
ances 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 net balance of the financial
account.

8.98 Transactions can be recorded on a gross and
on a net basis. Aggregations or combinations in which
all elementary items are shown for their full values are
called gross recordings (e.g., all interest credits are
aggregated separately from all interest debits). Ag-
gregations or combinations for which the values of
some elementary items are offset against the same
items that have an opposite sign are called net record-
ings (e.g., acquisitions of foreign currency are netted
against the sales of the foreign currency). The differ-
ent accounts within the balance of payments can be
distinguished according to the nature of the economic
resources provided and received as well as their re-
cording of transactions.

8.99 For the current and capital accounts, trans-
actions are required to be reported on a gross basis.
The current account shows transactions in goods,
services, primary income, and secondary income be-
tween residents and nonresidents; the capital account
shows credit and debit entries for nonproduced non-
financial assets, as well as capital transfers.

8.100 In contrast to the current and capital ac-
counts, the financial account registers transactions on
a net basis, which are shown separately for financial
assets and liabilities (i.e., net transactions in financial
assets show acquisition of assets less reduction in as-
sets, not assets net of liabilities). The net recording
principle should be applied at the lowest level of clas-
sification of financial instruments, taking into account
the functional category, institutional sector, maturity,
and currency classifications, where applicable. Part F
of the BPM6’s Chapter 3 provides more information
concerning aggregation and netting.

8.101 As data on a gross basis for financial assets
and liabilities are useful for analyzing market turn-
over and market behavior, and for measuring ser-
vice fees generated (e.g., a small net value may be the
outcome of large gross flows), data on drawings and
repayments on loans or acquisitions or disposals of
other instruments could be made available—where
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Table 8.9 Calculation of Financial Account Balance

Financial account (by functional category)

Direct investment

Portfolio investment

Financial derivatives

Other investment

Reserve assets

Total changes in assets/liabilities

Net lending (+)/net borrowing (=) (from financial account)
Source: IMF staff.

practical—to users on a supplementary basis. The
data could be provided comprehensively or only for
particular components.

8.102 The balance in the financial account is cal-
culated by subtracting transactions in liabilities from
transactions in assets. An example of the calculation
of balance on the financial account (net lending/net
borrowing) is presented in Table 8.9. Net errors and
omissions in BPM6 are calculated as the balance on
the financial account minus the sum of the balances
on the current and capital accounts.® For example, if
the current account balance is plus 13, the capital ac-
count balance is minus 8, and the financial account
balance is minus 12, then net errors and omissions is
minus 17 (see BPM6, paragraph 2.24). Mathemati-
cally, a negative figure of net errors and omissions in-
dicates an overall tendency that:

o the value of credits in the current and capital ac-
counts is too high; and/or

>The sign for net errors and omissions does not change from the
BPMS5 to the BPM6 presentation.

Net acquisition of Net incurrence

financial assets of liabilities Balance
-5 1 -6
-2 -8
21 13
15 -4 19
4
33 2
31

o the value of debits in the current and capital ac-
counts is too low; and/or

« the value of net increases in assets in the financial
account is too low; and/or

« the value of net increases in liabilities in the fi-
nancial account is too high.

8.103 Table 8.10 displays the changes in sign conven-
tion from the fifth edition of the Balance of Payments
Manual (BPM5) to the BPM6. In the BPM6, gross credit
and gross debit entries in the current and capital ac-
counts are recorded with positive signs in the respective
column, while in the BPM5, all debits were recorded
with negative signs. Furthermore, in the BPM6, the
headings of the financial account have been changed
from “credits and debits” to “net acquisition of finan-
cial assets” and “net incurrence of liabilities”—that is, all
changes due to credit and debit entries are recorded on
a net basis separately for financial assets and liabilities.

8.104 Table 8.10 presents a numerical example
on the use of signs in balance of payments under the
BPMG6 versus BPM5 convention. In the example, the

Table 8.10 Changes in Sign Convention from the BPM5 to the BPM6

BPM6

Both credits and debits are
registered with positive sign.

Current and capital accounts

Financial account

signs

Financial account balance (so-called
“net lending (+)/net borrowing(-)" in
the BPM6)

Source: IMF staff.

Increases in assets and liabilities
with positive signs, and decreases
in assets and liabilities with negative

Calculated as change in assets minus
change in liabilities

BPM5

Credits with positive sign and
debits with negative sign

Increases in assets and decreases
in liabilities are debits with negative
signs, and decreases in assets and
increases in liabilities are credits
with positive signs.

Calculated as change in assets plus
change in liabilities (credits plus
debits)
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following assumptions are made for the reported pe-
riod of economy A:

(1)

()

3)

(4)
(5)

Exportsandimports of goods 150 and 200 units,
respectively

Exportsandimportsofservices50and 180 units,
respectively

Investment income received 30 units and paid
110 units

Grants for current needs received 70 units

Investment grants received 85 units

(6)

(7)

(8)

9)

Direct investment in equity capital received by
resident companies 115 units

Purchase of debt securities issued by nonresi-
dents 30 units

Disbursement of loans from nonresidents 75
units and repayment of principal for loans to
nonresidents 40 units

Disbursement by the central bank of 65 units
of loan from the IMF used to increase the re-
serve assets.

Table 8.11 Example of Sign Convention in the BPM6 versus the BPM5

BPM6

Credit
Current account +300
Goods +150
Services +50
Primary income +30
Secondary income +70
Current account balance
(credit minus debit)
Capital accounts +85
Capital transfers +85
Capital account balance +85

(credit minus debit)

Net acquisition of
financial assets

Financial account +110
Direct investment,
equity and investment
fund shares
Portfolio investment, +30
debt securities
Other investment, +150
currency and deposits -200
+50
-180
+30
-110
+70
+85
+115
-30
+75

Debit
+490
+200
+180
+110

-190

liabilities
+215
+115

Net incurrence of

BPM5
Credit Debit
Current account +300 -490
Goods +150 -200
Services +50 -180
Income +30 -110
Current transfers +70
Current account balance -190
(credit plus debit)
Capital accounts +85
Capital transfers +85
Capital account balance +85
(credit plus debit)
Credit Debit
Financial account +815 -710
Direct investment in +115
reporting economy,
equity
Portfolio investment, -30
assets, debt securities
Other investment, -150
assets, currency and +200
deposits
-50
+180
-30
+110
-70
-85
-115
+30
-75
+40
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Table 8.11 Example of Sign Convention in the BPM6 versus the BPM5 (concluded)

BPM6 BPM5
Net acquisition of Net incurrence of
financial assets liabilities Credit Debit

Other investment, loans +75 Other investment, +75

_40 liabilities, loans _40

+65 +65
Reserve assets +65 Reserve assets -65
Net lending (+)/ net -105 Financial account +105
borrowing(-) balance
(net acquisition of (credit plus debit)

financial assets minus
net incurrence of
liabilities)
Source: IMF staff



Introduction

9.1 This chapter provides practical advice on how
an economy might improve the availability of external
position data in a relatively short time. The goal is to
use available data. This would be the first phase in de-
veloping international investment position (IIP) sta-
tistics. A subsequent phase would involve developing
survey/reporting systems for compiling comprehen-
sive IIP statements; Chapters 2 through 7 of the Guide
elaborate on these issues. This chapter draws on the ad-
vice provided in the Quarterly International Investment
Position Statistics: Data Sources and Compilation Tech-
niques (IIP Guide), which should also be consulted.

9.2 “Data Sources” discusses the existing data sou-
rces in the following broad areas—domestic sources,
foreign sources—and presents a summary table of the
possible data sources, while “Deriving Quarterly Po-
sitions from Quarterly Transactions” includes an ex-
ample of deriving quarterly positions from quarterly
transactions data. “Other Changes in Financial As-
sets and Liabilities Account” discusses possible data
sources for the other changes in financial assets and
liabilities account of the IIP.

9.3 This chapter also draws on the international
guidelines for macroeconomic statistics set out in the
BPM6, the External Debt Statistics: Guide for Compil-
ers and Users (EDSG), the draft Monetary and Finan-
cial Statistics Manual and Compilation Guide of 2013
(MFSM-CG), the Government Finance Statistics Man-
ual, 2014 (GFSM 2014), and the System of National
Accounts 2008 (2008 SNA).

Data Sources

9.4 This section discusses the following data
sources—the domestic sources, which are often al-
ready available for other statistical systems, foreign
sources from international organizations, and other
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data sources. In setting out the range of data sources
that economies can possibly use, this section notes
that information that can be obtained from these data
sources is partly overlapping—that is, more than one
source described may provide information on any
given claim or liability.

9.5 Further, some of the data sources may not be
available in particular economies. The compiler will,
therefore, need to choose those sources that provide
the most adequate data in the economy’s specific cir-
cumstances. These choices will most probably change
over time as an economy develops more compre-
hensive sources. The range of data sources available
is likely to change with progressive liberalization of
foreign exchange regulations from administrative and
banking records towards survey collection methods.
The EDSG' outlines the impact of the regulatory en-
vironment on the collection techniques for external
debt statistics (EDS), which is also relevant for IIP
statistics.

Domestic Data Sources

9.6 The first step in identifying data sources for
compiling IIP consists of a stocktaking exercise of
macroeconomic datasets and other data collected by
an economy for other than purely statistical purposes.
These existing datasets may be relevant for compiling
an IIP statement.

9.7 Domestic data sources can be divided into
(1) those collected for macroeconomic statistical
purposes that follow accounting and classification
principles similar to the IIP, and (2) those that serve
other purposes, including administrative data.

!See External Debt Statistics: Guide for Compilers and Users
(2013), Chapter 10.
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9.8 This section reviews four macroeconomic
statistical datasets:

o External assets and liabilities of deposit-taking
corporations,’ except the central bank (DTC)

o External assets and liabilities of the central
bank (CB)

o External assets and liabilities of general govern-
ment (GFS)

« Balance of payments financial account
9.9 It also reviews three nonstatistical sources:
« Financial statements of companies (FS)
o Approvals of foreign investment (AP)
o The financial press (FP)

9.10 The major gap in the sources covered in this
section is in the area of external financial assets and
liabilities of the private nonbank sector. Administra-
tive data on the private nonbank sector may exist only
if restrictive capital controls are in place, and in such
cases, the importance of the private nonbank sector’s
external positions might be rather small.

Macroeconomic statistical datasets

9.11 The first two domestic data sources to be
examined—those of deposit-taking corporations and
the central bank—are existing sources for monetary
and financial statistics. The third dataset is drawn
from government finance statistics, while the fourth
refers to statistics of the external sector statistics.

9.12 The MFSM-CG presents an internationally ac-
cepted framework that can be used for three sectoral
components of the IIP. The Sectoral Balance Sheet for
the Central Bank can be used to compile statistics for
the central bank sector in the IIP, and the Sectoral Bal-
ance Sheet for Other Depository Corporations® can be
used for the deposit-taking corporations, except the
central bank sector of the IIP. If economies complete
the Sectoral Balance Sheet for Other Financial Corpo-
rations,* it may be used to compile IIP data for other

?Acronyms are used in Table 9.5 to identify data sources.

*Other depository corporations include deposit-taking corpora-
tions, except the central bank, and money market funds.

*Other financial corporations comprise the following 2008 SNA
subsectors: non-MMF investment funds, other financial interme-
diaries except insurance corporations and pension funds, finan-
cial auxiliaries, captive financial institutions and money lenders,
insurance corporations, and pension funds.

sectors—other financial corporations. However, the
compiler should be aware of differences in coverage of
deposit-taking corporations, except the central bank
and other financial corporations (OFC) in the BPM6
and other depository corporations (ODC) and OFC,
respectively in MFSM-CG). Thus, in the MFSM-CG,
ODC are defined to include only those resident fi-
nancial corporations (except the central bank) and
quasi-corporations that are mainly engaged in finan-
cial intermediation and that issue deposits and close
substitutes that are included in the national definition
of broad money, which may exclude (include) insti-
tutional units that are included (excluded) within the
BPM6 (and 2008 SNA) definition of deposit-taking
corporations, except the central bank. Rather than
as deposit-taking corporations, these excluded insti-
tutional units would be classified as other financial
corporations (or vice versa). An example of such in-
stitutional units is money market funds.

Deposit-taking corporations, except
the central bank

9.13 Banks® are closely regulated in almost all
economies; therefore, usually extensive data on their
financial transactions and positions are collected for
monetary policy and banking supervision purposes.
Such data generally are available on a very frequent
(mostly monthly) and timely basis. In principle, they
could thus constitute an important source of informa-
tion for IIP purposes, including for quarterly IIP.

9.14 The Sectoral Balance Sheet for Other Depository
Corporations,® which can be used by the compiler to
identify and select the external assets and liabilities of
DTC, except the central bank, is reported to the IMF
through the standardized report forms (SRFs) for re-
porting monetary and financial data. Summary lines
from the Standardized Report Form 2SR for Other De-
pository Corporations are presented in Table 9.1. How-
ever, as mentioned earlier, the compiler should carefully
review the sectoral coverage as the ODC reports on

>For practical convenience, deposit-taking corporations except the
central bank are also referred to as banks throughout this chapter.
*“Linkages of the International Accounts with Monetary and
Financial Statistics” of Appendix 6 discusses the use of data
collected from ODC for the purpose of money and banking
statistics in the balance of payments and IIP.
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Table 9.1 Summary Lines from Standardized Report Form (SRF) for Other Depository Corporations

Assets
1.  Foreign currency
2. Deposits—nonresidents
3.  Debt securities—nonresidents
4.  Loans—nonresidents

5.  Equity and investment fund
shares—nonresidents

6. Insurance, pension, and
standardized guarantee
schemes—nonresidents

7.  Financial derivatives and employee
stock options—nonresidents

8.  Other accounts
receivable—nonresidents

Source: IMF staff.

the SRF could include money market funds, which are
outside of the deposit-taking corporation sector in the
balance of payments and IIP.

9.15 Details on the reconciliation of positions of
ODC vis-a-vis nonresidents with the relevant corre-
sponding IIP components for ODC are presented in
Appendix 6, Table A6.3. It shows that, although the
sectoral balance sheet data can largely correspond
with IIP components, the differences in the classi-
fication do not allow a full reconciliation of the two
frameworks. For several items, additional informa-
tion from the banks’ balance sheets would be needed
for the compiler to identify unequivocally the appro-
priate IIP components.

9.16 The main criterion for classifying asset and
liability components in the IIP is the function of
investment—that is, direct investment, portfolio in-
vestment, financial derivatives (other than reserves)
and employee stock options, other investment, and
reserve assets. The next levels of classification provide
instrument, sector, and maturity breakdowns.

9.17 Sometimes the mapping of other depository
corporations’ items to the various components of
the IIP is not straightforward. For example, exter-
nal assets in the form of equity could be part of the

Liabilities

Equity and investment fund
shares—nonresidents

Other accounts
payable—nonresidents

Comments

Deposits—nonresidents
Debt securities—nonresidents

Loans—nonresidents

Direct investment or portfolio
investment—for both assets and
liabilities (memorandum item
for liabilities)

Insurance , pension, and
standardized guarantee
schemes—nonresidents

Financial derivatives and employee
stock options—nonresidents

bank’s direct investment’ in foreign corporations,
or part of their portfolio investment in equity and
investment fund shares of nonresident corpora-
tions. Also, the standard components of the bal-
ance sheet for other depository corporations do not
identify equity liabilities at market value. These data
are to be reported in memorandum items, but few
economies report these items. To fill in the standard
components of the IIP, additional data that show a
further detailed breakdown by type of investment
would be necessary.

9.18 Careful consideration should be given to the
possibility of expanding banks’ reporting require-
ments to accommodate the requirements for IIP
statistics. Clearly, compiling agencies would want to
avoid requesting similar information for different
purposes from the same group of reporting compa-
nies. The agencies could therefore investigate whether
it is possible to incorporate the requests for the IIP

7The BPM6 recommends that direct investment should be bro-
ken down to show the direct investment relationship as follows:
(1) direct investor in direct investment enterprises; (2) direct
investment enterprises in direct investor (reverse investment);
and (3) between fellows. This breakdown is not available in
monetary and financial statistics.



statistics in existing reporting forms for the deposit-
taking corporations sector. For example, they could
introduce some additional memorandum items or
breakdowns of the data. A compiler could do this
without impeding the objectives of the banking statis-
tics (e.g., regarding the timeliness of the provision of
the data). Since the compiler usually requests data for
the IIP at a lower frequency than for monetary statis-
tics, he or she could include such additional reporting
requirements only at quarterly intervals.

9.19 Alternatively, the compiler could investigate
whether approximations could possibly be used to at-
tribute the positions reported in the banking statistics
for specific instruments to the IIP components of
the deposit-taking corporations sector. This approach
could be considered appropriate if the compiler en-
visages a separate survey later for IIP statistics and
considers the use of data from the banking statistics
temporary. In that case, it might not be worthwhile to
introduce additional reporting requirements into ex-
isting surveys. Compiling agencies could investigate
whether they could use other information, such as that
collected for supervisory purposes, to determine the
appropriate functional category of the IIP for shares
and other equity assets and liabilities. (Banking super-
vision information usually encompasses information
on capital ownership relationships.)

9.20 Apart from allocating equity positions to di-
rect investment or portfolio investment, the additional
detail required for IIP purposes concerns breakdowns
for most debt instruments by long- and short-term
original maturity. Such information should be avail-
able in banks’ records, and the compiler could prob-
ably incorporate it in the reporting requirements for
banks. If not directly available, the IIP data for the
deposit-taking corporations sector could still be com-
piled without maturity detail.

9.21 If economies compile monetary and financial
statistics using the IMF Statistics Department’s Stan-
dardized Report Form 4S8R for Other Financial Corpo-
rations, the compiler could also use this data source
for the other financial corporations sector in the IIP;
however, care should be taken because of the differ-
ences in coverage described in paragraph 9.12.

9.22 “Linkages of the International Accounts with
Monetary and Financial Statistics” in Appendix 6 also
discusses other issues in using monetary statistics for
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the compilation of an IIP, including valuation, cover-
age, and sector classification.

Central bank

9.23 External assets of the central bank should
include reserve assets and other external assets that
do not meet the reserve asset criteria. The BPM6 re-
placed the monetary authorities institutional sector
by central bank; it includes monetary authorities as
a supplementary item. However, the BPM6 keeps the
monetary authorities sector in connection to reserve
assets. Paragraph 6.66 of the BPM6 provides the fol-
lowing guidance:

“The functional concept of monetary authorities
is essential for defining reserve assets. Monetary
authorities encompass the central bank (which
subsumes other institutional units included in the
central bank subsector, such as the currency board)
and certain operations usually attributed to the cen-
tral bank but sometimes carried out by other gov-
ernment institutions or commercial banks, such as
government-owned commercial banks. Such op-
erations include the issuance of currency; mainte-
nance and management of reserve assets, including
those resulting from transactions with the IMF; and
operation of exchange stabilization funds. In econo-
mies in which extensive reserve assets are held out-
side of the central bank, supplementary information
should be provided on the institutional sector of
holdings of those reserve assets.”

9.24 The reserve assets component of the IIP sho-
uld be straightforward to compile, since data on the
central bank’s accounts should be readily available
directly from the central bank. It should be borne in
mind, however, that in instances where the monetary
authorities include several institutional units or where
certain transactions of other units need to be taken
into account, then compiling the reserve assets com-
ponent might be more complex.

9.25 The data should be easily accessible to the
compiling institution, but it will entail greater coor-
dination to gather the data from various sources and
aggregate the figures consistently.?

#In order to cover the concept of monetary authorities, Table 9.4
includes both the central bank and government finance statistics
as possible data sources for reserve assets.



9.26 The central bank should also be able to provide
without difficulty, besides the official reserve assets, the
information on its other external assets and its exter-
nal liabilities (except liabilities in the form of notes and
coins). Such assets may include claims on nonresidents
in domestic currency and any other external assets
that do not qualify as reserve assets (e.g., because they
are not readily available for balance of payments pur-
poses). The compiler should allocate these foreign as-
sets to the appropriate IIP components under portfolio
investment, financial derivatives, or other investment.

9.27 External liabilities of monetary authorities
may be in the form of debt securities, financial deriva-
tives, loans, deposits, or other liabilities and should be
recorded in the appropriate components of the IIP.

9.28 In practice, the foregoing list of financial in-
struments may be shorter if, for example, reserve
management policy or other provisions prohibit the
central bank from investing in certain types of assets
or incurring certain types of liabilities. The data for
the central bank should be available on a timely basis,
including for quarterly IIP compilation.

9.29 Although it is preferable that the central bank
directly provide the required data to the IIP compiler,
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the compiler can also use the Sectoral Balance Sheet
for the Central Bank, as presented in the MFSM-CG,
as a reference. Summary lines from the Standardized
Report Form ISR for the Central Banks are shown in
Table 9.2.

9.30 Table A6.4 in Appendix 6 presents the rec-
onciliation of positions of the central bank vis-a-vis
nonresidents with the relevant corresponding IIP
components.

General government

9.31 GFS covers the general government sector,
the public nonfinancial corporations’ sector, and the
public financial corporations’ sector. Details on the
GFS framework as well as on linkages to external
sector statistics are presented in Appendix 6, “Link-
ages of the International Accounts with the Govern-
ment Finance Statistics.” The appendix also describes
the relationship between the balance of payments
and IIP statistics and GFS.

Table 9.2 Summary Lines from Standardized Report Form (SRF) for Central Bank

Assets (other than reserves)

1. Foreign currency

Deposits—nonresidents
Debt securities—nonresidents

Loans—nonresidents

N N RO

Equity and investment fund
shares—nonresidents

6. Insurance, pension, and
standardized guarantee
schemes—nonresidents

7.  Financial derivatives and employee
stock options—nonresidents

8. Other accounts
receivable—nonresidents

9. SDR allocations

Source: IMF staff.

"The 1SR provides a maturity breakdown for foreign currency liabilities.

Liabilities®

Currency in circulation

Comments

Usually nonresidents holdings

of domestic currency are not
separately identified in the central
banks balance sheet.

Deposits—nonresidents
Debt securities—nonresidents

Loans—nonresidents

Financial derivatives and employee
stock options—nonresidents

Other accounts—
payable—nonresidents
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Table 9.3 Summary Lines from Government Finance Statistics (GFS) for General Government'

Assets
Foreign Foreign
Currency and deposits
Securities other than shares

Loans Loans

el R RN

Shares and other equities

5. Insurance technical reserves
6.  Financial derivatives

7.  Other accounts receivable
Source: IMF staff.

Liabilities

Comments

Currency and deposits

Securities other than shares

Liabilities for public corporations
not included in general
government in |IP

Insurance technical reserves
Financial derivatives

Other accounts payable

'GFSM 2014, Appendix 4, Table C, Classification of Flows and Stocks in Assets and Liabilities. In some economies GFS data in this table would
include assets in monetary gold and SDRs. These components should be included in the IIP under the concept of monetary authorities in
reserve assets. SDR allocations are recorded in liabilities without a sector classification.

9.32 Summary lines for government external as-
sets and liabilities from the GFSM 2014 are shown in
Table 9.3.

9.33 Although many economies have started to
report selected financial assets for government finan-
cial statistics, few economies have full balance sheets.
Since external assets of the general government can
be substantial for some economies, the compiler may
need to collect this information directly from the
government. Methodological notes on the balance of
payments and IIP for such an economy should note if
there is a substantial lack of coverage for these assets.

9.34 Data on the external liabilities of the general
government can have a significant impact on surveil-
lance issues. With regard to debt liabilities (in partic-
ular, for debt securities and loans), many economies
have a debt monitoring system in place to measure
public external debt. This comprehensive data source
can be used to collect information for these compo-
nents of the IIP. The collection of data from the exter-
nal debt compiling agency is presented in Chapter 6
under “Public Sector External Debt” Chapter 6 also
includes data sources for other debt liabilities, such as
trade credit and advances on imports.

9.35 The external debt statement relates closely
to the IIP. It is a subset of the liability component
of the IIP and, as such, can largely be derived from
the IIP. Liability components of the IIP that are not
considered part of external debt include equity and

investment fund shares and financial derivatives and
employee stock options. Chapter 7 includes a discus-
sion of external debt statistics, including the Quar-
terly External Debt Statistics (QEDS) database and
the Joint External Debt Hub (JEDH).

Balance of payments—Financial transactions

9.36 The IIP and the balance of payments are
closely interrelated; the integrated IIP statement pre-
sented in Table 7.1 of the BPM6 shows how changes
in the IIP result from financial account transactions
and other changes in financial assets and liabilities.
The balance of payments records both financial and
nonfinancial transactions with nonresidents during
the period in which they occur. The reconciliation
statement illustrates the relationship, explaining the
change in IIP positions. It shows how changes that
have occurred during the period are due to finan-
cial transactions, exchange rate changes, other price
changes, and other changes in volume. The financial
transactions that contributed to the change in posi-
tions are those transactions that are recorded in the
financial account of the balance of payments.

9.37 The compiler may find it possible to use the
information provided in the three preceding statisti-
cal datasets on existing domestic sources to estimate
positions, including on a quarterly basis, for deposit-
taking corporations, the central bank, and general
government sector. However, in other cases, including



for the nonfinancial private sector, information on
positions at the beginning and end of the period may
not be available, particularly on a quarterly basis.
To examine how the compiler can use the financial
transactions in the balance of payments to estimate
a quarterly IIP, an example is presented in “Deriving
Quarterly Positions from Quarterly Transactions”

9.38 If the volatility of exchange rates, other price
changes, and changes in volume during a given pe-
riod is high and if the volume of transactions is
high,’ it is important to estimate positions based on
more detailed information to assure adequate quality
estimates. There is thus clearly a need to undertake
position surveys from time to time (preferably annu-
ally), both to help ensure the quality of position data
and to help check on the reported transactions data.

Nonstatistical sources

9.39 The nonstatistical domestic sources to be dis-
cussed are financial statements of companies, approvals
of foreign investment, and the financial press. In each
case the compiler should check that the definitions
used in these sources are consistent with the BPMe6.

Financial statements of companies

9.40 Financial statement of companies can provide
useful information in estimating such IIP items as di-
rect investment, portfolio investment, and other in-
vestment (loans, trade credit and advances, currency
and deposits, and other accounts receivable/payable).
The following paragraphs cover the use of financial
statement data in compiling positions on direct in-
vestment positions (assets and liabilities). This data
source is particularly useful if the compiler does not
yet carry out enterprise surveys.

9.41 The key to determining the usefulness of this
data source is the level of consolidation of the financial
statements—whether they are consolidated or uncon-
solidated. The source of the financial statements—
publicly available or accessible to the compiler through
official channels—largely determines the level of con-
solidation available.

The effects on the accuracy of position estimates derived from
flow data (and of flow estimates derived from position data) are
analyzed and discussed in more detail in Effects of Volatile Asset
Prices on Balance of Payments and International Investment Posi-
tion Data, Marco Committeri, IMF Working Paper No. 00/191.

9.42 The most useful financial statements for de-
riving direct investment are the books of the direct
investment enterprise (DIENT). When the DIENT is
in the reporting economy, the process of estimating
direct investment from financial statements is straight-
forward. When the DIENT is not in the reporting
economy, using financial statements to estimate direct
investment is more complex. In this case, if the only
set of financial statements available is the consolidated
statement of the resident direct investor, the balance
sheet may not provide enough information to calculate
direct investment asset positions. However, the notes
to the financial statements may yield some useful infor-
mation on equity ownership in nonresident DIENTS.
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9.43 The financial statement can be a potential
source of information for the DIENT located abroad
when the resident direct investor has just acquired an
existing company abroad. If the financial statements of
the acquired company are publicly available, or if the
acquisition price is known, the compiler may be able
to estimate the initial value of direct investment assets.

9.44 The compiler may have access to the data
sources through official channels, and these sources
may provide the unconsolidated financial statements
of the resident direct investor. If this is the case, the
asset side of the balance sheet may provide informa-
tion on the investment in foreign affiliates (equity)
and loans to foreign affiliates (debt instruments). The
liability side may provide information on loans from
a foreign affiliate’ (debt instruments). The source can
also provide information on resident DIENTs such as
investment of direct/portfolio investors in equity, loans
from the direct investors (on liability side), and loans to
direct investors (assets side).

Publicly available financial statements

9.45 Generally, publicly available sources exist
for publicly traded companies in an annual report,
available in print format or on the Internet. Annual
reports contain balance sheet items that can be used
to estimate direct investment in a company. Financial
statements that are publicly available are usually
consolidated."

"Reverse investment.

""'This means that intercompany transactions have been elimi-
nated. A note describing this limitation needs to be included in
the methodology documentation.
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Table 9.4 Unconsolidated Balance Sheet

Assets
Loans to affiliated companies, which include:
Loans to direct investor (reverse investment)

Loans to direct investment enterprises

Loans to fellows
Source: IMF staff.

9.46 The following example shows how the com-
piler can estimate direct investment equity liabilities
from this source. If the nonresident direct investor
owns 100 percent of the resident enterprise,'? the com-
piler may be able to estimate direct investment from
the Shareholders’ Equity portion of the balance sheet,
which may include: (1) paid-up capital (excluding any
shares on issue that the company holds in itself and
including share premium accounts); (2) all types of
reserves identified as equity in the company’s balance
sheet (including investment grants when account-
ing guidelines consider them company reserves);
(3) cumulated reinvested earnings; and (4) holding
gains or losses included in own funds in the accounts,
whether as revaluation reserves or profits or losses.
The more frequent the revaluation of assets and liabil-
ities, the closer the approximation to market values."
Shareholders’ equity is generally included at the bot-
tom of the liabilities section of balance sheets.

Financial statements available through
official channels

9.47 Internal sources available within official agen-
cies may also contain financial statement information.
Some compiling agencies collect—for their national
financial statistics—the financial statement informa-
tion for foreign-owned companies. Depending on
the rules for data sharing that govern the compiling
agency, it may be possible for the compiler to access
information on the shareholders’ equity of the foreign-
owned company from this source.

12If the nonresident direct investor owns less than 100 percent—
for example, x percent of the resident enterprise, then only

x percent of the value would be included in the direct investment
estimate.

3When market value is not available, own funds at book value is
an acceptable proxy for market value (BPMS6, paragraph 7.16 (e)).

Liabilities
Loans from affiliated companies, which include:
Loans from direct investor

Loans from direct investment enterprises (reverse
investment)

Loans from fellows

9.48 Data may also be available from other official
agencies outside the compiling agency. Once again,
access to this information would depend on data
sharing agreements between the institutions.

9.49 If unconsolidated financial statements are
available, the compiler could possibly estimate debt
instruments in the form of intercompany debt. For
direct investment liabilities, loans from parent'* are
found in the liability section of the balance sheet, and
for direct investment assets, loans to parent are found
in the asset section.

9.50 Loans to/from fellow enterprises may be re-
corded separately in the financial statements, but
most likely they will be included indistinguishably
under loans to/from affiliated companies (if the resi-
dent company has any equity participation in the
nonresident fellow and vice versa) or in loans to/from
unaffiliated companies (if the fellows do not have any
equity participation in each other). For unconsoli-
dated balance sheets, the intercompany debt may be
shown as in Table 9.4.

9.51 When using financial statements to estimate
direct investment, the compiler should note that
most balance sheets reflect book value or histori-
cal cost. In principle, the BPM6 requires that all ex-
ternal assets and liabilities be measured at current
market prices. When actual market values are not
available—for example, for untraded equity—an
estimate is required. Alternative methods of ap-
proximating market value of shareholders’ equity
in a DIENT are described in paragraph 7.16 of the
BPMe6. The described methods are not ranked ac-
cording to preference; the compiler would need

“The parent referred to in the financial statement would be the
direct investor.



to assess each of them according to the circum-
stances and the plausibility of results. However, the
Coordinated Direct Investment Survey (CDIS) re-
quests data on unlisted equities to be valued using
the “own funds at book value” (OFBV). OFBV val-
ues unlisted equity using financial accounting rules
in which are included: (1) a company’s cumulative
reinvested earnings and (2) accumulated deprecia-
tion on plant and equipment; most financial instru-
ments held by the company are valued at market or
fair values. Appendix 4 discusses the valuation of
direct investment in more detail.

9.52 Although financial statements may provide
an early source for estimating direct investment and
other IIP items, clearly the compiler needs to develop
a more complete source, such as enterprise surveys.
Once a survey system is in place, the compiler is en-
couraged to request copies of the financial statements
of the DIENT from the reporters. These statements
can be used to verify figures reported on the survey
or to ascertain other information, such as realized or
unrealized capital gains and losses and write-offs.

9.53 As mentioned earlier, in addition to share-
holders’ equity and intercompany debt, financial state-
ments may also provide information on investments
in securities (portfolio investment) or indebtedness
not in the form of securities to third parties (other
investment); however, the additional information re-
quired to distinguish which of these assets/liabilities
are with nonresidents may not be available in stan-
dard financial statements. The compiler may wish to
consult the “Notes to the Financial Statements,” which
could contain supplementary information that could
be used as a data source or to verify IIP data—for ex-
ample, a list of major acquisitions.

9.54 The IIP components that could use the
financial statements as a data source are identified in
Table 9.5 by the acronym FS.

Approvals/licensing of foreign investment

9.55 As was mentioned in paragraph 9.5, the data
sources available in a specific economy will depend
partly on the regulatory framework for international
transactions. In some circumstances, international cap-
ital movements are restricted. That is, external borrowing
or investment is not allowed for specific institutional
units, or approval is required by an official body

for external transactions. In this case, a good source of
information for IIP (and balance of payments) com-
pilation is the administrative records of the agency in
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charge of such foreign exchange controls.

9.56 However, this kind of data often has sig-
nificant shortcomings because approval procedures
are usually not set up with macroeconomic statisti-
cal requirements in mind. For example, it may be an
intended investment (the approved investment may
not actually take place), or significant time lags be-
tween approvals and actual investments may occur.
The implementation of the approved investment may
take place over several years. It would be necessary to
determine the duration of the project and the amount
expected to be spent each year.

9.57 Thus, the information on approvals can be
rather limited regarding the range of information
that is needed for IIP purposes. For example, the ap-
provals of direct investment in an economy might
capture information on new direct investment
relationships—the acquisition of equity capital—but
might not capture particular items such as intercom-
pany debt positions, collected for the “debt instru-
ments” component of direct investment. This source
is best used to identify the potential new investment,
and the compiler would need other sources such as fi-
nancial statements and enterprise surveys to confirm
that the foreign investment occurred and to estimate
its value.

9.58 In some economies the agency that licenses
foreign direct investment may require the foreign
investors of the DIENTs to provide them with all
required financial information, including for statis-
tical purposes, on an ongoing basis. This could be a
valuable source of data.

9.59 The IIP components that could use approvals/
licensing data as a data source are identified in
Table 9.5 by the acronym AP.

Financial press

9.60 The financial and economic press provides an
excellent timely source of information for identifying
large transactions that could have international impli-
cations, particularly for new investments or mergers
and acquisitions for direct investment. The financial
press may provide information on the names of the
resident and nonresident companies, the economy



with which the transaction occurred, and the size of
the transaction. If the resident company involved is
already surveyed by a questionnaire, the information
could be validated against that questionnaire, and if
necessary the company could be contacted to discuss
the transaction. Companies that are not surveyed
need to be contacted for details of the transaction, in-
cluding closing date, amounts involved, and methods
of financing. The company would then be added to
the list of companies surveyed. For some economies,
this timely data source can account for a significant
amount of the preliminary estimates of direct invest-
ment. However, caution should be exercised, because
information in the press on the timing and size of in-
vestment is often inaccurate.

9.61 The IIP components that could use the finan-
cial press as a data source are identified in Table 9.5 by
the acronym FP.

External Data Sources

9.62 The previous section described domestic data
sources that are commonly available for compila-
tion purposes. This section describes the use of data
sources available from international organizations
and partner economies to close some gaps in the data
collection for the IIP. The data sources are interna-
tional banking statistics (IBS), the Coordinated Port-
folio Investment Survey (CPIS), CDIS, and partner
economy data. These datasets are described in Chap-
ter 7 of the Guide.

International banking statistics

9.63 The IBS that are collected and disseminated
by the Bank for International Settlements (BIS) are
published in the BIS Quarterly Review and made avail-
able on the BIS website.

9.64 Some of these datasets—for example, loca-
tional data—can be relevant to the IIP compilation. The
locational banking statistics provide quarterly debtor/
creditor information on loans and deposits on banks
and nonbanks by economy using balance of payments
concepts. In some economies, the compiler uses the
data on loans and deposits in relation to nonbanks vis-
a-vis individual countries (BIS Quarterly Review, Inter-
national Banking Statistics, Table 7B, External Loans
and Deposits of Reporting Banks vis-a-vis the Non-
bank Sector) to supplement other balance of payments
and IIP data sources. The data provide information
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on nonbanks™ claims and liabilities with nonresident
banks and serve to compile part of the other sectors
components of other investment assets and liabilities.
Specifically, the table shows amounts outstanding and
estimated exchange-rate-adjusted changes of external
loans and deposits of reporting banks concerning the
nonbank sector and individual economies. Also, the
compiler can use Table 8A from the BIS Quarterly Re-
view, which shows simultaneously a bank’s location, its
nationality, the location of its counterparty, and type of
claim, specified for banks and nonbanks.'¢

9.65 The most common BIS locational IIP data
used by the compiler are the outstanding amounts of
deposits of nonbanks because reliable national data
sources are often nonexistent.”” The BIS data can be
used to compile the position on assets of other sectors
in the form of deposits and the outstanding amounts
of loans for their economy to compile the other sectors
liabilities in loans."® Similarly, the compiler can use the
relevant estimated exchange-rate-adjusted changes of
deposits and loans (transactions) in the balance of pay-
ments. However, the BIS data do not provide a break-
down by short- and long-term maturity of the loans.

9.66 It needs to be emphasized that the informa-
tion from the BIS statistics is partial regarding the
coverage of these IIP components, since it includes
only the positions of economies participating in the
BIS international banking statistics."

9.67 Although the international banking statistics
also provide counterpart economy information on
loans and deposits vis-a-vis banks, the compiler usu-
ally does not use these data, since national statistics
generally provide more comprehensive information
on such positions. The data may be used to cross-
check national sources.

*Nonbanks include other sectors—other financial corporations,
nonfinancial corporations, households, and NPISHs—as well as
the general government sector. If another data source is used to
compile data for the government sector, the compiler needs to
take this into account to avoid double counting.

!¢Starting with data for Q2 2012, a vis-a-vis economy dimension
was added in the nationality statistics (Table 8A) so as to see a
more granular geography of banks’ assets and liabilities.
"Enterprise surveys or household surveys may attempt to collect
information on deposits abroad of nonbanks.

'8If economies maintain an external debt register, the external
loans of nonbanks could be included in the register. In this case,
the BIS data could be used to verify the national data source.

19 As of March 2013, 44 countries, including major banking
centers, report these data to the BIS.



9.68 Tables 14A and 14B (BIS Quarterly Review,
Debt Security Statistics®®) can provide some infor-
mation on an economy’s liabilities related to issuing
international securities by maturity and residence of
issuer. It should be mentioned that since this source
reports only issued securities (international securi-
ties issued abroad and domestic market issues (the
latter for economies that report domestic issues to the
BIS)), data on holdings are not available. Therefore,
the compiler should be cautious when using these
data for IIP (and balance of payments) purposes.

9.69 For quarterly IIP compilation, the statistical
release of the provisional quarterly BIS data would not
provide the compiler with quarterly IIP data in time
to meet standard quarterly timeliness requirements.
However, the BIS data could be used to revise esti-
mated data for the previous quarter.

9.70 The IIP components that could use BIS data
as a data source are identified in Table 9.5 by the
acronym BIS.

Other Statistics

9.71 Other data sources for the IIP are discussed in
Chapter 7—the CPIS, the CDIS, and partner economy
data. Data reported to the World Bank for the QEDS
database should be fully consistent with IIP data on
debt liabilities and usually are derived from the IIP.
However, if external debt statistics are compiled and
reported to the World Bank not by the institution in
charge of balance of payments/IIP compilation, the
QEDS data can be used for cross-checking purposes.

Other Data Sources

Security-by-security data collection
system on tradable securities

9.72 For economies that use a security-by-security
data collection system to compile portfolio invest-
ment in the IIP, these data should be available with a
high frequency and could be used for ITP compilation,
including for quarterly IIP. Typically, the information
is obtained from resident custodians and from resi-
dent end-investors. The resident custodians report
positions in securities with nonresidents for their own
account and on behalf of other residents.

9.73 'The IIP components that could use a security-by-se-
curity data collection system as a data source are identified

*International debt securities by economy of residence—
Table 14A, Money Market Instruments. Also, Table 14B, Bonds
and Notes.

in Table 9.4 by the acronym SBS. More details on security-
by-security databases are presented in Chapter 10.
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Registers of external loans

9.74 Some compilers use registers of external
loans to obtain data on loans received or extended
by the nonbank sector. These data, often collected
for exchange control purposes, allow monitoring of
both loans to/from nonresidents and, in some cases,
nonmarketable securities issued to nonresidents. If
the exchange control is abolished, the administrative
documents and arrangements created for that pur-
pose might be adaptable for statistical purposes. The
figures obtained from this source usually cover loans
both between related companies (parent companies
and affiliates) and between unrelated companies.

9.75 The IIP components that could use registers
of external loans as a data source are identified in
Table 9.5 by the acronym RL.

Surveys

9.76 It is evident that the data sources outlined so
far will not comprehensively cover the data required
for compiling IIP statistics. Most commonly, data gaps
will occur for external positions of the private nonbank
sectors (other financial corporations, nonfinancial
corporations, households, and NPISHs*).

9.77 To close gaps in the collection of company data,
usually economies will develop surveys on companies’
external financial assets and liabilities. When designing
a survey system—for enterprise surveys or portfolio
investment surveys—the compiler has to consider the
various other data sources that he/she intends to use, to
avoid duplication or omission in the overall compila-
tion system. Chapter 3 discusses enterprises surveys.

9.78 The compiler may find it difficult to collect
data on households’ external assets and liabilities
through household surveys, since underreporting
and nonresponse in such surveys are likely to be sub-
stantial (especially on the assets side). In most econo-
mies, the compiler will need to collect these data by
surveying financial intermediaries and custodians
(e.g., for portfolio investment) or by using interna-
tional data sources as outlined earlier.

9.79 The IIP components that could use enterprise
surveys as a data source are identified in Table 9.5 by
the acronym SUR.

2'Nonprofit institutions serving households.
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Summary Table of Possible Data Sources

9.80 The compiler can determine whether the
data sources already presented are consistent with
the IIP requirements for his/her economy. Even after
an economy has developed a more comprehensive
data collection system for compiling the IIP, the data
sources described here can still prove useful for cross-

checking purposes. Table 9.5 summarizes the possible
data sources by the main IIP components.

Deriving Quarterly Positions
from Quarterly Transactions

9.81 This section examines how to derive quarterly
positions data from quarterly transactions data as pre-

Table 9.5 Possible Data Sources for Compiling an IIP Statement

Direct investment
Equity and investment funds shares
Debt instruments
Portfolio investment
Equity and investment funds shares
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations
Nonfinancial corporations, households, and NPISHs
Debt securities
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations

Nonfinancial corporations, households, and NPISHs

Financial derivatives (other than reserves) and employee stock

options
Other investment
Other equity
Currency and deposits
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations
Nonfinancial corporations, households, and NPISHs
Loans
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations

Nonfinancial corporations, households, and NPISHs

Possible data sources

Assets

SUR/FS/AP/FP/CDIS

SUR/FS/FP/RL/CDIS SUR/FS/FP/EDS/RL/CDIS
CPIS CPIS
CB n.a.
DTC/SBS DTC/SBS
GFS/SBS n.a.
SBS/SUR/OFC SBS/SUR/OFC
SBS/SUR SBS/SUR
CPIS CPIS
CB CB/EDS
DTC/SBS DTC/SBS/EDS
GFS/SBS GFS/SBS/EDS
SBS/SUR/OFC SBS/SUR/EDS/OFC
SBS/SUR SBS/SUR/EDS
SUR/DTC/CB/OFC SUR/DTC/CB/OFC
SUR/DTC/CB/OFC SUR/DTC/CB/OFC
CB CB/EDS
DTC DTC/EDS
GFS GFS/EDS
SUR/BIS/OFC SUR/EDS/OFC
SUR/BIS n.a.
CB CB/EDS
DTC DTC/EDS
GFS GFS/EDS
SUR/RL/OFC SUR/EDS/RL/BIS/OFC
SUR/RL SUR/EDS/RL/BIS

Liabilities

SUR/FS/AP/FP/CDIS
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Table 9.5 Possible Data Sources for Compiling an IIP Statement (concluded)

Insurance, pension, and standardized guarantee schemes
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations
Nonfinancial corporations, households, and NPISHs
Trade credit and advances
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations
Nonfinancial corporations, households, and NPISHs
Other accounts receivable/payable-other
Central Bank
Deposit-taking corporations, except the central bank
General government
Other sectors
Other financial corporations
Nonfinancial corporations, households, and NPISHs
Special drawing rights (allocations)
Reserve assets
Total assets/liabilities
n.a. = Not applicable.
NPISHs = Nonprofit institutions serving households
Source: BPM6, Appendix 9, IIP, pages 309-312
DTC Deposit-taking corporations, except the central bank
CB Central Bank
OFC Other financial corporations
GFS Government Finance Statistics
BIS Bank for International Settlements
EDS External debt statistics
SBS Security-by-security database
Source: IMF staff.

sented in the IIP Guide.”* For economies that compile
annual ITP data, the same strategy could be used with
annual position data and annual balance of payments
data.

9.82 For those cases where there are no quarterly
position data sources and where quarterly position
surveys are not feasible, the compiler may consider
deriving quarterly IIP position data from transactions

?? Available in six languages at http://www.imf.org/external/np/
sta/iip/2011/030111.htm.

Possible data sources

Assets Liabilities
CB CB/EDS
DTC DTC/EDS
GFS GFS/EDS
SUR/OFC SUR/EDS/OFC
SUR SUR/EDS
CB CB/EDS
DTC DTC/EDS
GFS GFS/EDS
SUR/RL/OFC SUR/EDS/RL/OFC
SUR/RL SUR/EDS/RL
CB CB/EDS
DTC DTC/EDS
GFS GFS/EDS
SUR/OFC SUR/EDS/OFC
SUR SUR/EDS
n.a. CB/EDS
CB/GFS n.a.

CPIS Coordinated Portfolio Investment Survey
CDIS Coordinated Direct Investment Survey
SUR Enterprise surveys

AP Approvals/licensing of foreign Investment
FP Financial press

FS Financial statements

RL Register of external loans

data in the financial account of the balance of pay-
ments, assuming quarterly balance of payments trans-
actions are available in appropriate detail.”® A detailed
discussion can be found in the EDSG, Chapter 12.

#SDDS subscribers are required to disseminate quarterly balance
of payments data and quarterly ITP. For some components, bal-
ance of payments transactions may not be available on a quarterly
basis or there may be a lag that does not meet the timeliness
needs of quarterly IIP compilation. In this case, the guidance
provided in the part on carry forward would apply.


http://www.imf.org/external/np/sta/iip/2011/030111.htm
http://www.imf.org/external/np/sta/iip/2011/030111.htm
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9.83 However, the use of accumulated transac-
tions to estimate positions is a weak basis for esti-
mating IIP, because errors can be easily introduced
and, consequently, they tend to be retained in the es-
timates only until a survey of positions data can be
undertaken.**

9.84 In principle, the value of a position at the end
of a period is equal to the value of the position at the
beginning of the period plus the following:

« Transactions

« Other changes in volume
« Exchange rate changes

o Other price changes

9.85 The following Example 9.1 illustrates how
transactions data can be used to derive quarterly
position data. The example assumes that position data
are available on an annual basis; therefore position
data for the beginning of the period would be avail-

#For specific items, like financial derivatives, quarterly posi-
tions should not be derived from quarterly balance of payments
transactions. See the IIP Guide, Frequently Asked Questions #5
(page 28) for further discussion.

able. If information on currency composition is avail-
able, other assumptions become easier to make—for
example, if information on the currency composition
is known, the impact of changes in exchange rates
can be calculated and other price changes can also be
calculated. Changes in stock or bond price indexes
(which will include the impact of changes in economic
outlook and market interest rates) can be used to cal-
culate other price changes. In the example, amounts in
bold reflect source data available to the ITP compiler.

9.86 The results are an approximation of the actual
position partly because the calculations for convert-
ing transactions into end positions use the average
exchange rate during the period instead of the actual
exchange rate in effect at the time of each transaction.
When using average rates, the shorter the reference
period the better.

9.87 In the absence of data on the currency com-
position, the compiler could do the following:

o Match the trade-weighted exchange rate to a
financial instrument-weighted exchange rate by
conducting a simple enquiry with some of the
more important economic agents, in order to
calculate a correlation between the two exchange

Example 9.1 Estimation of quarterly position data’

Estimation of quarterly position data using transactions, exchange rate changes, and price changes

Direct investment asset—equity (traded)

Assumptions:

The currency composition of position and transaction data is available denominated in foreign currency

(U.S. dollars) and reported in domestic currency.

The stock market price at end of period and average stock market price are available.

No other changes in volume.

Position at December 31, 2012, in domestic currency: 1,500
Transactions during 2013 in domestic currency: Q1 = 150, Q2 = 50, Q3 = —100, and Q4 = 200.

2012Q4

Source data: Denominated in foreign currency (U.S. dollars) and reported in domestic currency

(a) Opening position in domestic
currency

(b) Transactions in domestic currency

(c) Average stock market prices during
the quarter

(d) Stock market price at end of quarter 1.100

(e) Average exchange rate (units of
domestic currency to U.S. dollars)

(f) Exchange rate at end of quarter 10.0

2013Q1 2013Q2 2013Q3 2013Q4
1,500 2,272 1,912 1,755
150.0 50.0 -100.0 200.0
1.066 1.070 1.055 1.040
1.045 1.068 1.025 1.033
12.0 12.5 14.5 15.5
14.0 11.5 11.0 14.0
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Example 9.1 Estimation of quarterly position data' (concluded)

2012Q4 2013Q1 2013Q2 2013Q3 2013Q4

Step 1: Revaluation of transactions and positions to U.S. dollars
(g) Transactions in U.S. dollars = (b)/(e) 12.5 4.0 -6.9 12.9
(h) Opening positions in U.S. dollars 150.0 162.3 166.3 159.5

= (a)/(f [for t-1])

Step 2: Revaluation of transactions and positions for effect of changes in prices
(i) Estimated value of transactions (that 12.3 4.0 -6.7 12.8
occurred during the quarter) in terms of

their prices at end of quarter position in
U.S. dollars = (g)*[(d)/(c)]

(j) Estimated value of opening position 142.5 165.8 159.6 160.8
in terms of price changes at end of
quarter position in U.S. dollars
= (h)*(d [for t])/(d [for t—1])
Step 3: Calculation of closing positions in U.S. dollars

(k) Closing positions in U.S. dollars 162.3 166.2 159.4 172.4
= (h) + (i)

Step 4: Revaluation of closing positions to domestic currency
(I) Closing positions in domestic currency 2,271.6 1,911.8 1,755.0 2,413.1
= (K)*(f [for t])

Step 5: Calculation of price changes

(m) Price changes reflecting revaluation -0.2 -0.01 0.2 -0.1
of transactions in U.S. dollars

= (i) - (9)

(n) Price changes reflecting revaluation -3.0 -0.1 2.8 -1.3
of transactions in domestic currency

= (m)*(e)

(o) Price changes reflecting revaluation -7.5 3.6 -6.7 1.2
of position in U.S. dollars = (j) — (h)

(p) Price changes reflecting revaluation -90.0 44.6 -97.1 19.3
of position in domestic currency = (0)*(e)

(q) Total price changes reflecting -93.0 44.5 -94.2 18.0

revaluation of transactions and position
in domestic currency = (n) + (p)

Step 6: Calculation of exchange rates changes

(r) Exchange rate changes in domestic 715 -454 37 440
currency = (I) - (a) - (b) - (q)
Step 7: Compilation of IIP (in domestic currency)

Opening Exchange rate Closing
position Transactions  Price changes changes position
2013 Q1
Direct investment, assets, equity 1,500 150 -93 715 2,272
2013 Q2
Direct investment, assets, equity 2,272 50 45 -454 1,912
2013 Q3
Direct investment, assets, equity 1,912 -100 -94 37 1,755
2013 Q4
Direct investment, assets, equity 1,755 200 18 440 2,413

Note: Totals may not equal sum of components due to rounding.
'More examples are available in the IIP Guide.



rates; the calibrated trade-weighted exchange rate
would then be applied to the respective financial
instrument. This enquiry could be reviewed every
year or so, if no currency composition is available
to the compiler. If it is not possible to calculate
a calibrated trade-weighted exchange rate, the
compiler could assume that all instruments de-
nominated in foreign currency are in the same
currency. This “currency” could be the known
dominant currency in the economy’s financial
transactions, such as the U.S. dollar, the euro, the
Japanese yen, or the pound sterling. However,
this could lead to a biased estimate of exchange-
rate effects and consequently of positions.

o In the absence of data on the currency compo-
sition for every domestic sector or functional
category, the compiler might be able to use the
currency composition of one sector, such as
banks, as a proxy for other sectors. This could be
done only if there is evidence that there is some
similarity between the currency composition of
banks and the other sectors, or if external posi-
tions of nonbanks are believed to be small. In
order to determine this, a comparison could be
made for a period when the currency composi-
tion for all sectors is available. This methodol-
ogy should be used only until new information
is available as it could introduce errors.

9.88 When actual market values are not available—
for example, for untraded equity—information on book
value can be collected from companies, and then ad-
justed as necessary. As noted earlier, OFBV is an ac-
cepted proxy for market value. If information on OFBV
is not available to the compiler, then ratios based on
suitable price indicators, such as the ratio of market
capitalization® to book value for listed companies in
the same economy with similar industrial activity could
be used as a proxy until other source data are available.

9.89 In terms of data quality, these equations can
serve to cross-check or verify transactions or positions
data. For example, if the beginning and end position
data are available as well as the currency composition
and the relevant price index, then the transactions
data reported in the balance of payments can be cross-
checked. Potential errors and omissions in the balance
of payments may be identified through this exercise.

»See the BPM6, paragraph 7.16 (d).
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Carry Forward

9.90 In the absence of quarterly transactions data
or any reliable quarterly position data estimate for any
individual item, the most recent position figure could
be carried forward (i.e., use the same position figure)
until other source data are available. For example, for
trade credit liabilities denominated in domestic cur-
rency, if transaction data are available only on an an-
nual basis, the position data at the beginning of the
period could be carried forward each quarter until the
annual transactions data are available. This method
could be utilized for quarterly position estimates that
are relatively small. Quarterly statistics would have
to be revised when the annual data are introduced.
For any significant positions, the compiler should use
some methods (such as outreach to the largest compa-
nies or custodians) to determine the direction and the
relative size of the change in positions, and to adjust
its carry forward estimate accordingly.

Other Changes in Financial Assets
and Liabilities Account

9.91 Intheinternational accounts, the other changes
in financial assets and liabilities account shows changes
in financial positions that arise for reasons other than
transactions between residents and nonresidents.
These changes are also called other flows. There are
two broad categories in this account—other changes in
volume and revaluations (consisting of exchange rate
changes and other price changes).

Revaluations

9.92 Revaluations occur because of a change in the
monetary value of a financial asset or liability due to
changes in the level and structure of its price. Revalua-
tions may also be called holding gains or losses. Reval-
uation takes into account all price changes during the
period, regardless of whether realized. Holding gains
and losses are realized when the asset is sold or liability
extinguished. Holding gains and losses on unsold assets
and unpaid liabilities are unrealized, but are recorded as
revaluations. Also, changes in technical reserves result-
ing from holding gains or losses are not transactions
and therefore are recorded in the revaluation account.
The example presented in “Deriving Quarterly Posi-
tions from Quarterly Transactions” includes techniques
for calculating exchange rate changes and other price
changes. More examples can be found in the IIP Guide.



Debt reorganization

9.93 A debtor and creditor may change the terms
of a debt agreement. The terms may be changed such
that the value of the new claim differs from the value
of the old claim. In commercial situations, differences
in values between old and new claims are generally
treated as a valuation change. Information about the
agreement may be available from the books of the
debtor or creditor. If the terms of the agreement are
publicly available, this could also be useful for under-
standing the nature of the agreement.

Financial derivatives and employee
stock options

9.94 The exchanges of claims and obligations at
the inception of a derivative contract are financial
transactions creating asset and liability positions that
normally have, at inception, zero value if the instru-
ment is a forward-type contract and value equal to the
total premium payable if the instrument is an option.
Changes in the value of derivatives due to change in
the underlying item are recorded as revaluation. The
compiler generally collects position data on financial
derivatives through a survey of companies involved
in the financial derivatives trading. Data sources for
financial derivatives transactions and positions are
described in Chapter 10; for recording of forward
contracts in balance of payments and IIP, see Box 10.5
in the same chapter.

Implications of different treatments
of retained earnings

9.95 For direct investors’ equity in their DIENTS
and for investment fund shares, retained earnings
are imputed as being payable to the owners and re-
invested as an increase in their equity. In cases of eq-
uity under reverse investment (equity investment of
DIENT in direct investor that constitutes less than 10
percent of total equity capital), portfolio investment,
or other investment, no imputation of income being
payable to the owners and of consequent financial ac-
count transactions as result of reinvestment of earn-
ings is recorded. However, the increase in the value
of reverse investment, portfolio investment, and
other investment equity caused by the accumulation
of retained earnings is reflected as revaluation. Data
sources for retained earnings for reverse investment
and portfolio investment could be the same as for
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direct investment (described in Chapter 10) if they
provide also for the collection of data on portfolio
investment. Data sources for other investment equity
are limited (e.g., administrative records), and the val-
ues involved may not be significant.

Implications of trading of instruments that
are recorded at nominal values in positions
9.96 Nominal valuation is used for positions in
nonnegotiable instruments—namely, loans, depos-
its, and other accounts receivable/payable. However,
when transactions in these instruments do occur,
they are valued at market prices, with transaction
prices often being less than the nominal values, be-
cause the market price takes account of the possibility
of default. To account for the inconsistency between
the market valuation of transactions and nominal
valuation of positions, the seller records other price
changes during the period in which the sale occurs,
equal to the difference between the nominal and the
transaction value. The buyer records an opposite
amount as other price changes. Information on such
transactions may be available from a debt database or
register maintained by authorities or from the books
of the creditor/debtor.

Implications of treatment of interest

9.97 Any indexation amounts not included in in-
terest are classified as revaluation. Information may
be available from the books of the debtor/creditor.

Other Changes in the Volume of Financial
Assets and Liabilities

9.98 Other changes in the volume of financial as-
sets and liabilities are any changes in the value of these
assets that are due neither to transactions nor to re-
valuation. Most of these changes are not common or
reoccurring; therefore establishing data sources may
be challenging. However, if the value is significant, ef-
forts should be made to establish a data source. The
four most common examples of other changes in
volume of financial assets and liabilities are listed in
Table 9.6.

Cancellation and write-offs

9.99 This occurs when there is a reduction or can-
cellation of liabilities by other than normal repay-
ment. For example, a creditor may recognize that a



Table 9.6 Examples of Other Changes in the

Volume of Financial Assets and

Liabilities
1. Cancellation and write-offs
2. Reclassifications

a) Tradable loans

b) Change in contractual terms

¢) Transactions in existing assets
d) Changes in functional category

e) Monetization and demonetization
of gold bullion

f) Reclassification of unallocated gold
accounts

3. Financial assets and liabilities of persons and
other companies changing residence

4. Changes in insurance reserves, pension
entitlements, and provisions for standardized
guarantee schemes

Source: IMF staff.

financial claim can no longer be collected because of
bankruptcy or other factors and the creditor may re-
move the claim from its balance sheet. This recogni-
tion (by the creditor) should be accounted for as other
changes in volume of assets. The corresponding li-
ability should also be removed from the balance sheet
of the debtor.?® With respect to direct investment, if
exploration of natural resources proves unsuccessful
(e.g., dry oil wells) and results in the shutdown of the
notional DIENT, a negative adjustment for the re-
maining value of the company should be recorded as
a write-off by the two economies involved.

9.100 Regarding the data sources, if a write-off is
large, it may appear in the financial statements of the
creditor (for example, a bank or a direct investor) or
the debtor. If an economy has a register of external
loans received or extended and a loan is written off,
this information could be available to the compiler.
Information may also be available through direct re-
porting of the companies involved.

Reclassifications

9.101 A reclassification entry is necessary when a
financial asset or liability changes its characteristics
or status without there having been a cross border
transaction.

*See the BPM6, paragraphs 9.8-9.12, for further details.
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Tradable loans

9.102 Loans that have become negotiable from
one holder to another are to be reclassified from
loans to debt securities under certain circumstances.”
Through reclassification, the nominal value of the old
loan is deducted and the market value of the new secu-
rity is added. Therefore, the values of two reclassified
instruments may differ. If the amount is significant,
the compiler may learn about this reclassification
from the direct reporting by companies or a security-
by-security data collection system.

Change in contractual terms

9.103 The original terms of a contract may provide
that the maturity and interest rate terms change as a
result of an event such as a default or decline in credit
rating. This would result in a reclassification.”® If the
instrument involved is a security, the change in matu-
rity and interest rate may be recorded in a security-by-
security database. If the instrument is a loan, the in-
formation may be available in a register of external
loans. Alternatively, the information may be available
through an enterprise survey that collects information
on a loan-by-loan basis.

Transactions in existing assets

9.104 Transactions in existing assets can result in
changes in the composition of assets and liabilities in
the IIP. When a financial instrument (such as a secu-
rity) issued by a nonresident is sold by a resident in
one institutional sector (e.g., a depository corpora-
tion) to a resident in another institutional sector (e.g.,
a nonfinancial corporation), the composition of as-
sets by sector in the ITP changes by a reclassification.
In terms of data source, however, the information
available on transactions in claims constituting exter-
nal assets may not permit identification of the two par-
ties to the transaction. That is, the compiler may not
be able to ascertain whether a resident, who acquired
or relinquished a claim on a nonresident, conducted

“For such reclassification, there needs to be evidence of second-
ary market trading, including the existence of market makers,
and frequent quotations of the instrument, such as provided by
bid-offer spreads (BPM6, paragraph 5.45).

*In contrast, a change in the terms as a result of renegotiation by
the parties is a transaction, and thus is shown as a repayment of
the old instrument and issue of a new one in the financial account
(BPMS, paragraph 9.15).



the transaction with another resident or with a non-
resident, or whether a nonresident dealt with another
nonresident or with a resident. A security-by-security
database that provides information on the holder may
provide the compiler with necessary information.

Changes in functional category

9.105 As a result of a change in the relationship be-
tween the parties or change in the liquidity of assets, the
functional category may be changed. For example, if the
relationship between the parties changes from portfolio
to direct investment (or vice versa) because the investor
acquired (sold) equity holdings and as a result qualifies
as a direct (portfolio) investor, the previous holdings
would be reclassified from portfolio (direct) investment
to direct (portfolio) investment. The compiler should
be able to use the information by investor reported
on enterprise surveys as a data source for this reclas-
sification. In addition, the notes to financial statements
of companies may be a source to identify changes in
equity participation in nonresident companies.

Monetization and demonetization
of gold bullion

9.106 Gold bullion can be a financial asset (mon-
etary gold) or a good (nonmonetary gold), depending
on the holder and the motivation for holding. Mon-
etization is the change in the classification of gold
bullion from nonmonetary to monetary. Demoneti-
zation is change in the classification of gold bullion
from monetary to nonmonetary. For example, when
a monetary authority purchases gold bullion from a
nonresident that is not a monetary authority or in-
ternational financial organization, the transaction is
recorded in nonmonetary gold in the goods and ser-
vices account. Monetization of the gold bullion occurs
immediately after the transaction and is shown in the
other changes in assets and liabilities account of the
monetary authority.”” The compiler should be able to
collect this information directly from the monetary
authorities.

Reclassification of unallocated gold accounts

9.107 Unallocated gold accounts are classified as
currency and deposits unless they are held by the

#Other examples on monetization and demonetization of gold
can be found in the BPM6, paragraph 9.18.
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monetary authorities as part of reserve assets. If a
monetary authority acquires an unallocated gold ac-
count to be classified as reserve assets, it is recorded
first as a transaction in other investment currency and
deposits. Then it is reclassified from other investment
currency and deposits to monetary gold (unallocated
gold accounts) as a change of classification in the
other changes in the volume of assets and liabilities
account. The compiler should be able to collect this
information directly from the monetary authorities
and other depository corporations.

Financial assets and liabilities of persons
and other entities changing residence

9.108 When persons and other entities change
their economy of residence, their existing finan-
cial assets and liabilities are added to or removed
from the IIP through a reclassification and not by
imputing transactions in the balance of payments.
The treatment of change in residence applies to all
the financial assets and liabilities, not just those
that are shifted to the new economy of residence.
For example, if a resident of economy A moves and
becomes resident of economy B and maintains his
bank account in economy A, this would be recorded
in the ITP of economy A as an increase of liabili-
ties to nonresidents (currency and deposits—other
depository corporations) through a reclassification,
not a transaction. In addition, the person changing
residence may keep his real estate in economy A.
This would be recorded as an increase in direct
investment liability in economy A also through
reclassification.

9.109 If depository corporations in economy A
maintain information in their databases that show
economy of residence of the depositor, this could be
used as a data source to compile this information.
Also, if economy A maintains a register of real estate
owned by nonresidents and monitors the register for
changes in residence, the compiler may be able to ac-
cess this as a data source. Information for such type of
reclassification may also be available through a house-
hold survey.

9.110 In the exceptional case when corporate
change of residence occurs (see BPM6, paragraph
4.167), the change in the residence of the owner of
financial assets and liabilities is treated as a reclas-
sification, in the same way as a change of residence



o

of individuals. This information may be available
through an enterprise survey.

Insurance reserves, pension entitlements, and
provisions for standardized guarantee schemes

9.111 Changes in model assumptions can give rise
to other changes in the volume of insurance reserves,
pension entitlements, and provisions for standardized
guarantee schemes. For an annuity, the relationship
between premiums and benefits is usually determined
when the contract is entered into, taking account of
mortality data available at that time. Any subsequent
changes will affect the liability of the annuity provider
towards the beneficiary. The consequent changes in
provisions would be recorded as other changes in vol-
umes. Insurance companies could be a data source for
this item, if significant.

Other Changes in Financial Assets and
Liabilities and Reconciliation Statement

9.112 Entries in the reconciliation statement for
other changes are usually associated with changes
in the volume (as opposed to the revaluation) of
external assets and liabilities. These entries should
be subjected to further scrutiny, as they can reflect
debt write-off or activation of guarantees (or incor-
rectly, debt forgiveness, which should be recorded as
a transaction).
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9.113 External information can be used to validate
the quality of the reconciliation items in the reconcili-
ation statement:

o If the domestic currency is generally appreciat-
ing (depreciating) against other currencies, then
the exchange rate changes will generally decrease
(increase) the value of foreign currency assets
and liabilities.

o If domestic stock indexes are increasing (de-
creasing), reflecting broad-based increase in the
value of stocks, then price changes will increase
(decrease) the value of external equity liabilities,
and similarly for global stock indexes and the
value of external equity assets.

o If domestic interest rates are increasing (de-
creasing), then the market price of tradable debt
security liabilities (to the extent that these are
dominated by domestic issues in the domestic
currency) will decrease (increase) the value of
external liabilities.

o To the extent that domestic equities are issued
in the domestic currency, then the exchange rate
impact on these liabilities will be zero.

« By definition, the price changes on other invest-
ment debt instruments will be zero except in the
unusual circumstances where these instruments
are traded at a value different from nominal value.



Introduction

10.1 The financial account records transactions
that involve financial assets and liabilities and that
take place between residents and nonresidents. This
chapter identifies the data sources that could be used
for compiling estimates of financial account transac-
tions,! and discusses compilation issues, as well as
the various techniques that could be employed when
source data are unavailable or deficient.

10.2 The financial account is subdivided according
to functional and instrument categories. This chapter
is structured according to the five functional catego-
ries of investment in the international accounts: direct
investment, portfolio investment, financial derivatives
(other than reserves) and employee stock options,
other investment, and reserve assets. These functional
categories are built on financial instruments classifica-
tions, but with an additional dimension that takes into
account some aspects of the relationship between the
parties and the motivation for investment.?

Direct Investment?
Concept and Coverage

10.3 Direct investment (DI) is a category of cross
border investment associated with a resident in one
economy having control or a significant degree of in-
fluence on the management of a company that is resi-
dent in another economy. In addition to funds, direct
investors may supply additional contributions such
as expertise, innovation, technology, management,
and marketing. As well as the equity that gives rise
to control or influence, DI also includes investment

!See also Chapter 9 of the Guide.

2This chapter discusses the derivation of transactions from posi-
tions. The Quarterly International Investment Position Statistics: Data
Sources and Compilation Techniques (IIP Guide) identifies tech-
niques for deriving quarterly positions from quarterly transactions.
3See the BPM6, Chapter 6, Table 6.1, for links between financial
assets classification and functional categories.

“See Appendix 4.

The Financial Account

associated with that relationship, including invest-
ment in indirectly influenced or controlled companies,
investment in fellow enterprises, debt, and reverse
investment. Appendix 4 of this Guide provides guid-
ance on the compilation of DI statistics and discusses
the treatment of fellow enterprises, identification of
ultimate controlling parents (UCP), and issues on sta-
tistical units. A model form for collecting data from
companies is provided in Appendix 8. Guidance on
production sharing arrangements (PSA) that have be-
come an important channel for investment flows, par-
ticularly in extractive industries, is provided in Box 10.1.

10.4 In some cases companies operate as a seam-
less operation over more than one economic ter-
ritory, typically for cross border activities such as
airlines, shipping lines, hydroelectric schemes on
border rivers, pipelines, bridges, tunnels, and under-
sea cables. If possible, separate branches should be
identified for each economy (see BPM6, paragraphs
4.26-4.33). If that is not possible because the opera-
tion is so seamless that separate accounts cannot be
developed, it is necessary to prorate the total opera-
tions of the company into the individual economic
territories. The factor used for prorating should be
based on available information that reflects the ac-
tual operations. Further guidance is given in para-
graphs 8.68-8.70.

10.5 The same concept of DI is used in the OECD
Benchmark Definition of Foreign Direct Investment (BD4).

Motivation for Direct Investment

10.6 The benefits that direct investors expect to
derive from having a voice in management are dif-
ferent from those derived by portfolio investors who
cannot exercise significant influence over the compa-
nies in which they invest. From the viewpoint of di-
rect investors, direct investment enterprises (DIENT)
often represent units in multinational operations. The
overall profitability of these depends on advantages
gained by deploying resources available to each unit
in the group in ways that best enhance group synergy.
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Box 10.1 Production Sharing Arrangements and Direct Investment

Production sharing arrangements (PSA) are arrangements between a government (acting on behalf of the state as the
owner of the mineral resources) and investors that govern exploration and production rights. These contracts are in-
tended to provide a predictable legal and tax regime and are internationally recognized in law. While PSA models vary
across economies, they usually include the following elements: (1) the investor or operator pays royalties to the govern-
ment; (2) the investors receive production revenues to cover expenses; (3) “profit production” is split between the gov-
ernment, the operator, and investors on the basis of a negotiated formula that takes into account the characteristics of
the project (usually a sliding scale is included to deal with the impact of changes in the world price of the commodity);
and (4) the operator and/or investors pay taxes on their portion of profits on production.’

In some economies, PSAs are not incorporated as legal companies in the host economy and use special accounting
principles, and the principal parties to the contract have limited statistical reporting obligations. Implementation of the
arrangements may be overseen by a government agency that manages the government'’s interests in the PSAs; but it,
for statistical purposes, may not be the operating company. Further, in some economies, PSA information is confidential.
Provided ahead are broad guidelines on adapting the BPM6-based guidelines for determining the nature of cross border
transactions and positions, in the context of PSAs.

As a starting point, the compiler should first identify the operating company, and then establish the existence of a direct
investment relationship between the operating company and its foreign owner(s), assuming the requirements for direct
investment are met (production is expected to be undertaken on a significant scale, and so forth). As noted earlier, the
government agency that manages the state’s interests in the PSAs (which may involve different consortiums across dif-
ferent locations) may not be the operating company. The compiler would then need to create an artificial production
unit for each PSA; this unit may be identified as a branch when a nonresident unit has substantial operations over a
significant period in the host territory, but no separate legal company is established for those operations. Each branch is
a direct investment enterprise (DIENT).

In the case where the contracting parties to a PSA comprise a single foreign investor and the government, the former
is the direct investor. However, when there are a number of foreign investors (as part of a consortium), determining
the nature of the investment relationships is likely to be a challenge in the absence of full disclosure on the terms
and conditions of PSAs. PSAs may identify the rights of contacting parties with regard to participating interests that
are usually linked to shares in profit production (or profits). These participating interests, from a statistical viewpoint,
do not provide the criteria for determining a direct investment relationship. The investor that has clearly assigned
responsibilities for operating the production unit (the branch) should be considered as the direct investor for statisti-
cal purposes.

PSA contracts may also define arrangements with regard to the lease of resources, with the nonresident investors
making payment to the government for the acquisition of mineral rights (for exploration and extraction) over a finite
period. For statistical purposes, the foreign contractors (consortium) should be regarded as having acquired a lease that
amounts to a permission to use natural resources that are not recorded as outright ownership of these resources. Except
for the direct investor’s share, this acquisition is recorded as a debit entry in the capital account under acquisitions/dis-
posals of nonproduced, nonfinancial assets. The direct investor’s share is recorded in the financial account, under direct
investment, equity and investment fund shares. The foreign parties in the consortium (nonresident) in turn make these
mineral rights available to the operating company, and are paid a rent to be recorded as a credit entry in the recipient’s
primary income account (other primary income, rent).

However, cases may also arise where a government sells the resource, evidenced by the government ceding all rights
over it to another unit (such as an outright sale, or under a very long-term lease during which period the government
has ceded all rights to the resource and the resource is expected to be fully extracted from land). With limited excep-
tions (see BPM6, paragraph 4.5(e)), mineral resources can be owned only by resident units; and accordingly notional
resident units would need to be established, with the foreign parties becoming direct investors in a DIENT that is distinct
from the operating company. In this case, the payments made for the acquisition of the resources are recorded in the
financial account, under direct investment, equity, and investment fund shares. Subsequent transactions between these
DIENTs and/or between any of the DIENTs and the government are resident-resident transactions, and are not included
in the balance of payments.

Regarding the flows between the direct investor and the DIENT, identifying how the production sharing agreement is
organized is a starting point for identifying potential transactions. Resident parties to the contract are the government,
or agency acting on its behalf. They would obtain their share of the mineral revenue (or share of production), repre-
senting both their cost recovery and income on their investments. Royalties may also be paid to the government. These
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Box 10.1 Production Sharing Arrangements and Direct Investment (concluded)

are resident-resident transactions. The direct investor would receive payments that represent a recovery of its capital
investment (this would reduce direct investment liabilities in the reporting economy), and direct investment income,
sometimes termed “cost oil” and “profit oil” respectively in PSAs.

Additionally, the foreign consortium may also make financial resources available to the operating company, and would
also be paid income corresponding to the requisite financial instrument (e.g., loans, trade credit and advances, other
accounts payable). The consortium may also provide services and operational leases to the operating company. These
should be considered as balance of payments transactions, and classified in line with the BPM6 guidelines for these
components.

Given the challenges of data collection, the compiler could develop alternative solutions to estimating the balance
of payments transactions, including the construction of an income statement for the DIENT using available informa-
tion such as export revenue, royalties and taxes paid to the government, and industry benchmarks for intermediate
consumption and profit margins.2 Deriving external transactions and positions remain a challenge, not least because
comprehensive income statements and balance sheets for the operating companies generally do not exist. Further,
there is generally a short repayment cycle for trade credits and advances made to the operating company; these are

typically settled through transactions executed outside the domestic banking system, usually by the consortiums
(which tend to perform the role of marketing agents) recouping outstanding debt obligations from the export

proceeds.

Source: IMF staff.

'This box aims to provide guidance on identifying direct investment transactions and positions in the context of typical PSAs, and

is not intended to cover broader types of cross border public-private partnerships. For a discussion of public-private partnerships, see
Public Sector Debt Statistics: Guide for Compilers and Users (2011), paragraphs 4.119 through 4.126, and the Government Finance
Statistics Manual GFSM 2014, Appendix 4, Section C. Leases, licenses, permits, and other contracts are discussed in GFSM 2014,

Appendix 4, Section B.

2An example of the statistical modeling of the PSA financial mechanism is the work of the Central Bank of Russia. See Production
Sharing Agreements: Paper by the Central Bank of Russia Presented to the Twenty-Fourth Meeting of the IMF Committee on Balance
of Payments Statistics, Moscow, Russia (October 24-26, 2011) available at www.imf.org/external/pubs/ft/lbop/2011/11-17.pdf.

For example, direct investors may be able to obtain
access to resources or markets that would otherwise
be unavailable to them. Direct investors may also
be able to increase company profitability and value
through management skills and other expertise.
Therefore, direct investors are in a position to derive
benefits in addition to the income that would, with-
out their participation, accrue on invested capital. In
contrast, portfolio investors are primarily concerned
about return on capital and the likelihood of appreci-
ation. Portfolio investors generally evaluate separately
the prospects of each independent unit in which they
might invest and often shift their capital with changes
in these prospects.

Defining Direct Investment Relationships

10.7 A direct investor is a company resident in
one economy that has acquired, either directly or
indirectly, at least 10 percent of the voting power of
a company resident in another economy. The direct

investor may be an individual; an incorporated or
unincorporated private or public company; an associ-
ated group of individuals or companies; a government
or government agency; or another organization that
owns a DIENT in an economy other than the one in
which the direct investor resides. A DIENT is a com-
pany resident in one economy subject to control or a
significant degree of influence by a direct investor. The
BPME6 identifies control and significant influence in
two dimensions: (1) immediate direct investment re-
lationships and (2) indirect direct investment through
chains of control and significant influence. Immedi-
ate direct investment relationships arise when a direct
investor directly owns equity that entitles it to 10 per-
cent or more of the voting power in the DIENT (for
an incorporated company); or the equivalent (for an
unincorporated company). DIENTs comprise unin-
corporated and incorporated companies that are more
than 50 percent owned, and therefore controlled, by
the direct investor (subsidiaries of the direct investor),
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and companies that are between 10 and 50 percent
owned, and therefore significantly influenced, by the
direct investor (associates).

10.8 The direct investment relationship extends in-
directly through chains of ownership to the DIENT’s
subsidiaries, subsidiaries and associates of subsidiar-
ies, associates and subsidiaries of associates. Associ-
ates directly or indirectly owned by another associate
are excluded. It also includes DIENTs in different
economies that have a common direct investor but are
not in an immediate DI relationship with each other.
These are called fellow enterprises.

10.9 The Framework for Direct Investment Rela-
tionships (FDIR) is a generalized methodology for
identifying and determining the extent and type of
DI relationships. In other words, the FDIR allows the
compiler to determine the population of direct inves-
tors and DIENTS to be included in DI statistics for
any company. For a compiling economy, the FDIR
identifies all companies related to a particular com-
pany whether they are immediate or indirect direct
investors, DIENTS, or both. For example, within a
multinational group, it is possible that a DIENT it-
self owns 10 percent or more of the voting power
of another nonresident company, in which case the
DIENT is itself a direct investor in a further DIENT.
The question is therefore whether there is a DI rela-
tionship between the further company and the origi-
nal company.

10.10 There is extensive discussion of the FDIR in
the BD4, Chapter 3 and Annex 4. There is also discus-
sion in Chapter 6 of the BPM6.

Fellow Enterprises

10.11 Fellow enterprises are companies resident
in different economies, in a DI relationship with each
other (i.e., they have a common immediate or indirect
direct investor), but neither company is a direct inves-
tor in the other.

10.12 It is not unusual for there to be financial po-
sitions and transactions between fellow enterprises,
particularly where one of the fellows provides financial
services to the broader DI group. Positions between
fellows are DI positions (usually debt but noting the
usual exclusion from DI for debt positions between
selected affiliated financial intermediaries; see BPM6,
paragraph 6.28). If an equity position between com-
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panies provides voting power of 10 percent or more,
then one of the companies is a direct investor in the
other and they should not be considered fellows.

Selected Affiliated Financial Intermediaries

10.13 The positions of intercompany assets and li-
abilities between two selected types of affiliated finan-
cial intermediaries, including special purpose entities
(SPE), principally engaged in financial intermedia-
tion, that are recorded under DI are limited to equity
and investment fund shares, including reinvestment
of earnings.’> For this purpose, financial intermedi-
aries engaged in providing financial intermediation
services comprise those corporations and quasi-
corporations that are grouped in the following sub-
sectors: (1) deposit-taking corporations (both central
bank and deposit-taking corporations other than the
central bank); (2) investment funds; and (3) other fi-
nancial intermediaries, except insurance corporations
and pension funds. Debt between these financial in-
termediaries is not classified as DI because it is not
considered to be so strongly connected to the direct
investment relationship.

10.14 International and regional financial institu-
tions (such as the European Bank for Reconstruction
and Development) invest in companies in different
sectors of an economy. In cases where these institu-
tions invest in financial intermediaries, the debt flows
between the two units are excluded from DI. DI debt
between international and regional financial institu-
tions and companies not involved in financial inter-
mediation is included in DI, assuming the criteria for
defining direct investment relationships is met.

Investment Funds

10.15 Collective (or pooled) investment funds
have grown in importance in global stock markets,
and are promoted with a wide range of investment
aims targeting either specific geographic regions
(e.g., emerging markets) or specified industry sectors
(e.g., technology). These funds issue shares that are
termed investment fund shares if a corporate struc-
ture is used, or units if a trust structure is used. The
key features of these investments funds are discussed
in the BPM6, under money market funds (BPM6,

*Both affiliated parties must be one of the selected types of finan-
cial corporations, but they need not be the same type.



paragraph 4.73) and nonmoney market investment
funds (BPMS6, paragraph 4.74). If these shares or units
are held by direct investors, the associated transac-
tions and positions are recorded under DI equity.®

10.16 These funds may also operate through insti-
tutional units described as SPEs or special purpose
vehicles.” SPEs are often resident in a territory other
than the territory of their owner, may have few, if any,
employees, and may have little or no physical pres-
ence. The BPM6 notes that these entities are always
treated as separate institutional units if they are res-
ident in a different territory to that of their owners
(BPM6, paragraph 4.51).

Valuation of Direct Investment Positions
and Transactions®

10.17 The BPM6 recommends that market values be
used to value DI financial flows, income transactions,
and positions. This recommendation is consistent with
valuation principles recommended for recording other
entries in the balance of payments and the international
investment position (ITP). The recommendation on val-
uation of DI is made for two primary reasons. First, if
inconsistent valuation bases were used, it would be very
difficult to make comparisons between DI and other fi-
nancial investment as shown in the balance of payments
and the ITP. Second, market valuation provides the most
meaningful measure of the economic value of resources
available to, or transferred between, economies.

10.18 When using position data to derive DI trans-
actions, the compiler should pay particular attention to
the fact that changes in position would reflect not only
transactions but also revaluations (exchange rate and
other price changes) and other changes in volume. An
example of deriving transactions using data on posi-
tions and other price changes is presented in Box 10.2.

10.19 More details on the treatment of statisti-
cal units (e.g., company and local enterprise group)
and other units, such as notional units, companies
established abroad for fiscal purposes, and SPEs, are
presented in Appendix 4 of this Guide. The appendix
also describes possible approaches for valuing direct
investment positions.

¢The use of pooled assets for reserve assets management is dis-
cussed in the BPM6, Chapter 6.

’See the BPM6, paragraphs 4.50-4.51, for the characteristics of SPEs.
8See the BPM6, Chapter 3, Section E.
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Data Sources

10.20 The use of surveys of businesses for collect-
ing data on foreign assets and liabilities is discussed
in Chapter 3. Direct investment-specific surveys pro-
vide the best opportunity for collecting data from
respondents, in line with the international statistical
standards, as they allow for the concept of DI and the
treatment of particular transactions to be explained to
respondents. These surveys also allow for the collec-
tion of other DI-related information that can be used
for analytical purposes and for quality control (see
model form 18 in Appendix 8). However, specialized
DI surveys incur costs, and may require close inter-
agency coordination and cooperation across a num-
ber of agencies, including the agency compiling the
international accounts, the national statistics office,
and investment promotion or regulatory agencies.
The main principles for organizing and conducting a
survey are presented in Chapter 2.

Box 10.2 Deriving Transactions Using Data on

Positions and Other Price Changes

The following illustrative example is based on securi-
ties issued in U.S. dollars, with opening and closing
positions as follows: opening position = US$1,200, and
closing position = US$1,700.

The market value of the security (per unit) is as
follows:

Opening position: US$0.75
Closing position: US$0.50
Average price US$0.60

Step 1

Revalue the opening period position using the end
period market valuation:

(1,200/0.75) * 0.5 = 800

Step 2

Calculate the difference between end period position
and revalued opening period position:

1,700 — 800 = 900

Step 3
Revalue transactions at average transactions value:
(900/0.5) * 0.6 = 1080

Other price changes are calculated as the difference
between the change in positions and the revalued
transactions, as follows: (1,700 — 1,200) — 1080 = —-580



10.21 For economies with a liberalized financial
account, a key challenge in the collection of DI data is
the coverage of outward DI in business surveys. There
are difficulties in identifying direct investors and in
developing an adequate population frame of resident
units investing abroad. Exploratory surveys are usu-
ally a starting point for developing a survey frame for
outward DI, although in some cases, the inward DI
survey targeting resident DIENTS is used as a start-
ing point. However, resident units other than DIENTSs
may have substantial DI abroad; these may include
both private and public companies, and government
agencies, including those that manage or administer
sovereign wealth funds. The compiler would need to
gather the information from a broad range of sources
(including media reports, industry journals, com-
mercial databases, partner economy databases, and
disclosures by listed companies), as a basis for devel-
oping an adequate population frame for conducting
surveys on outward DI. For economies that undertake
exploratory balance of payments surveys, this may be
a less significant issue.

10.22 Some economies use the international trans-
actions reporting system (ITRS) as a source for infor-
mation on DI flows.” The advantages are that a large
amount of information on transactions is readily avail-
able from banking records, and its use avoids the ex-
pense of developing alternative collections. However,
the ITRS measures only cash transactions. DI also in-
volves noncash transactions, such as reinvested earn-
ings,' equity provided in the form of machinery and
so forth, and intercompany debt and equity transac-
tions that bypass resident banks. Generalized foreign
exchange/banking report forms are also typically un-
suitable for explaining the concept of DI, resulting
in problems in classification and limited scope of the
collected data. The ITRS may not take account of DI
transactions in domestic currency. When not used as a
primary source, the ITRS can provide sample frame in-
formation, allowing for the collection of data through
other sources, such as business surveys. For example,

°In some central banks, the ITRS evolved as data reporting sys-
tem that was previously built on an exchange control system; as
economies dismantled exchange control, the ITRS has become a
less comprehensive source for balance of payments statistics.
0Chapter 11 of the BPM6 provides a numerical example of cal-
culation of reinvested earnings of a direct investment enterprise
(Box 11.5). See also Appendix 4.
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an ITRS can provide indications of new or extinct
DIENTS, as well as the volume of foreign transactions.
Such information is useful for creating/updating busi-
ness registers and determining sampling frames.

10.23 National agencies that provide approvals for
and/or regulate inward DI activities provide an infor-
mation source that is readily available. However, the
serviceability of such data for compiling the interna-
tional accounts is usually limited. Approved invest-
ments may not materialize, so the compiler would
need to find a tracking method as a basis for determin-
ing actual investment inflows (including monitoring
financial press and industry journals). Approvals data
may also not cover nonequity transactions, such as
lending, and information on income and withdraw-
als of investment may not be available. The compiler
should also be aware of the industry coverage of the
data collected from any single investment promotion
agency, as in some economies the responsibility for
approving investments in key sectors (e.g., petroleum,
telecommunications, and finance) may lie not with
the general investment promotion agency but with
industry-specific approval/regulatory agencies. For
example, central banks are usually a source of data on
DI in the banking sector. In this case, the compiler
should ensure that data from all relevant agencies
are collected. The approval process may also relate
to investments above thresholds, and would require
an estimation of DI transactions that fall below the
thresholds. One approach is to conduct periodic sur-
veys of DIENTSs not captured in administrative-based
data sources.

10.24 As noted in the IIP Guide, data on debt in-
struments related to DI could be sourced from a regis-
ter of external loans, used in some economies to track
private sector external debt. These registers are usu-
ally maintained by the debt management office or the
central bank.

10.25 DI companies income and balance sheet
statements may also provide useful data for deriv-
ing/estimating DI transactions. Income statements
provide transactions data on revenue and expenses,
but may not provide a residency-based split (foreign/
domestic) to allow balance of payments transactions
to be readily identified. The information may be aug-
mented with data from more detailed company an-
nual reports, as well as the compiler’s knowledge of



the company’s operations. However, for multinational
companies, data may be presented on a consolidated
basis, covering a group of companies located in dif-
ferent economies; this limits the utility of the data
for compiling the international accounts. The use of
indirect estimation methods may be required to ap-
portion the data. For example, data on revenue or
employment by economy, if available, may be used in
apportioning consolidated data.

10.26 A growing number of economies are com-
piling and disseminating international investment
statistics by counterpart economy. In 2010, the IMF
initiated the Coordinated Direct Investment Survey
(CDIS), a worldwide statistical data collection effort
designed to improve the availability and quality of
data on foreign direct investment, both overall and by
immediate counterpart economy. The first CDIS was
conducted as of end-year 2009, and it is being con-
ducted annually thereafter. The concepts, coverage,
valuation, and classification of data collected in the
CDIS are consistent with the BPM6 and BD4."

10.27 The OECD database on International Direct
Investment Statistics presents statistics on DI to and
from OECD economies. Data are broken down by
geographical zone and industrial sector for DI flows
and positions.

10.28 In some cases, indirect estimation tech-
niques are also employed when collection systems are
nonexistent or deficient. The estimation techniques
draw on a variety of source data, including imports
statistics, tax data, and building permits. The compiler
may use trade data on the imports of DIENTS to esti-
mate the level of DI inflows, or may use the informa-
tion to supplement information obtained from other
sources, such as the ITRS.

10.29 In some economies, tax data on profits are
used in tandem with related information and industry-
specific assumptions, to create an income and balance
sheet profile of DIENTS, as a basis for estimating DI
transactions and positions. To address coverage is-
sues related to threshold based-data collections, tax

1See Chapter 7 for a discussion on adjustments to the CDIS data
needed for compiling the balance of payments and IIP accounts.
Table 7.1 in Appendix 7 explains how DI data collected on the
directional principle basis are mapped to the assets/liabilities
presentation.
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data may also be used to estimate the transactions of
small DIENTS, by assuming industry-specific ratios
on profitability.

10.30 DI flows related to construction activity may
also be estimated on the basis of building permits, but
the compiler needs to be cautious of the limitations of
approvals data.

10.31 Financial information disclosed by direct in-
vestors, including information disclosed to fulfill the
regulatory requirements of securities exchange com-
missions, are also useful for identifying flows, particu-
larly for new investment projects.

Portfolio Investment
Concept and Coverage

10.32 Portfolio investment is defined as cross
border transactions and positions involving debt or
equity securities, other than those included in DI or
reserve assets (BPM6, paragraph 6.54). Equity securi-
ties are instruments that acknowledge a claim on the
residual value of a company. Debt securities are nego-
tiable instruments serving as evidence of debt. They
include bills, bonds, negotiable certificates of depos-
its, commercial paper, debentures, asset-backed secu-
rities, and similar instruments normally traded in the
financial markets.

10.33 “Collections on International Activity Asso-
ciated with Securities” in Chapter 3 provides detailed
information on collection of data on international
activity with securities. It covers issues on identifying
security issuers and owners, and the transactor. The
chapter also describes in detail possible data sources
for collecting data on securities and how to overcome
possible problems.

Valuation of Portfolio Investment
Positions and Transactions'

10.34 Financial transactions in securities generally
fall into four categories: (1) issues, (2) redemptions,
(3) purchases, and (4) sales. These transactions are gen-
erally recordable and can be collected using a form for
international securities (see Appendix 8, model form
19, International Securities). For securities issued by

2The valuation of positions of financial assets and liabilities is
discussed the BPM6, Chapter 3.
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Box 10.3 General Methods for Estimating Fair Value of Portfolio Investment Debt

When market-price data are unavailable for portfolio investment debt instruments, there are two general methods for
estimating fair value (which is an approximation of the market value of such instruments):

¢ Discounting future cash flows to the present value using a market rate of interest

e Using market prices of financial assets and liabilities that are similar

The first general method is to value financial assets and liabilities by basing market value on the present, or time-
discounted, value of future cash flows. This is a well-established approach to valuation in both theory and practice.
It calculates the market value of a financial asset or liability as the sum of the present values of all future cash flows.

Market value is given by the following equation:

n
Discounted present value = ¥ (Cash flow).

t=1 (1+i0)

where (Cash flow), denotes the cash flow in a future period (t), n denotes the number of future periods for which
cash flows are expected, and i denotes the interest rate that is applied to discount the future cash flow in period t.

The method is relatively easy to apply in valuing any financial asset or liability if the future cash flows are known with
certainty or can be estimated, and if a market interest rate (or series of market interest rates) is observable.

Directly basing market value on the market price of a similar financial instrument is a well-used technique when
a market price is not directly observable. For example, the market price of a bond with five-year remaining maturity
might be given by the market price of a publicly traded five-year bond having comparable default risk. In other cases, it
may be appropriate to use the market price of a similar financial instrument, but with some adjustment in the market
value to account for differences in liquidity and/or risk level between the instruments.

In some cases, the financial asset or liability may possess some characteristics of each of several other financial instru-
ments, even though its characteristics are not generally similar to any one of these instruments. In such cases, informa-
tion on the market prices and other characteristics (e.g., type of instrument, issuing sector, maturity, credit rating, etc.)
of the traded instruments can be used in estimating the market value of the instrument.

residents and owned by nonresidents, the correspond-
ing transactions impact the net incurrence of liabilities
side of the financial account; for securities issued by
nonresidents and owned by residents, the correspond-
ing transactions impact the net acquisitions of assets
side of the financial account. The following conven-
tions apply to both Part A (Securities Issued in New-
land) and Part B (Securities Issued Abroad) of form 19.

10.35 Positions in financial assets and liabili-
ties should, in general, be valued as if they were ac-
quired in market transactions on the balance sheet
date. Many financial assets are traded in markets
on a regular basis and therefore can be valued by
directly using the price quotations from these mar-
kets."”® For assets and liabilities that are not traded in
financial markets or that are traded only infrequently,
it is necessary to estimate fair values that, in effect,

31f 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.

approximate market prices. Two general methods for
estimating fair values of portfolio investment debt are
used: (1) discounting future cash flows to the present
value using a market rate of interest; and (2) using
market prices of financial assets and liabilities that
are similar. These methods are discussed in Box 10.3.
Portfolio investment equity that is untraded may be
valued using the same methods that are used for valu-
ing unlisted direct investment shares—see the BPMG6,
paragraphs 7.16-7.17 and 7.29.

10.36 When debt securities, such as bonds (includ-
ing deep-discount and zero-coupon bonds), bills, and
similar short-term securities are issued at a discount (or
at a premium), the difference between the issue price
and its face or redemption value at maturity is treated,
on an accrual basis, as interest (negative interest) over
the life of the instrument. When issued at a discount,
the interest costs that accrue each period are recorded
as being reinvested in the debt security, increasing the
principal amount outstanding. This approach can be
described as the capitalization of interest; it is not a
holding gain for the security owner. When issued at



a premium, the amount accruing each period reduces
the value of the debt security. Chapter 11 of the BPM6
presents numerical examples of calculation of inter-
est accrual on zero-coupon bonds (Box 11.2) and on
index-linked bonds (Boxes 11.3 and 11.4). The corre-
sponding entry to the interest accrued is an increase in
debt securities in the financial account.

10.37 When persons and other entities change
their economy of residence, their existing financial
assets are added to or removed from the IIP through
a reclassification, not by imputing transactions in the
balance of payments. The change in residence does
not involve a transaction between two entities, but a
change in the status of a single company or person.
The treatment of change in residency applies to all the
financial assets and liabilities, not just those that are
shifted to the new economy of residence. The reclassi-
fication in the IIP is done through the Other Changes
in Financial Assets and Liabilities Account, other
changes in volume, under the applicable functional
and instrument category (see “Other Changes in Fi-
nancial Assets and Liabilities Account” in Chapter 9).

10.38 For equity shares that are listed in organized
markets or are readily tradable, the value of outstand-
ing positions should be based on observable market
prices. As noted, the value of total shareholder equity
not quoted on stock exchanges or not traded regularly
may be estimated using any of the methods listed and
described in the BPM6, paragraphs 7.16-7.19.

Data Sources

10.39 Data on portfolio investment draw mainly
from official sources and surveys, usually depending
on the degree of regulation and the scope of cross bor-
der activities. The main sources are as follows.

10.40 Monetary and financial statistics (MFS) pro-
vide position data on the financial assets and liabilities
of depository corporations (central banks and other
depository corporations (ODC)). However, as dis-
cussed in Appendix 6, “Linkages of the International
Accounts with Monetary and Financial Statistics,” there
are limitations in using monetary statistics to compile
ITP.* Particularly, limitations are in the following:

!4“Linkages of the International Accounts with Monetary and Fi-
nancial Statistics” in Appendix 6 also discusses how to overcome
the limitations.
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o Valuation—For example, in MFS liabilities in the
form of shares and other equity are measured at
book value while in the BPM6 shares assets and
liabilities should be valued at market value.

Coverage—For example, money market funds in
MES are classified under other depository cor-
porations while in the BPM6 they are included
under other financial corporations.

Functional categories—For example, MFS do not
use functional categories to classify financial as-
sets and liabilities, which makes it challenging
to compile direct investment position in IIP for
other financial corporations based on the MFS.

Maturity breakdown—For example, MFS con-
tain a maturity breakdown only for central bank
liabilities with nonresidents, but not for financial
assets of the central bank, or for assets and lia-
bilities of other deposit-taking corporations and
other financial corporations.

10.41 When using MFES position data to derive
transactions, the compiler must be aware of the re-
cording basis of the source data, and should seek
to exclude changes in position explained by other
changes in volume, and by revaluation (exchange rate
changes and other price changes) in order to compile
a reliable estimate of transactions based on changes in
position (see Box 10.2).

10.42 Transactions may also be sourced from the
ITRS, but coverage should include the transactions
on ODCs’ own account as well as those conducted on
behalf of their clients.

10.43 Security-by security (SBS) databases have
also become increasingly widespread, and are used
in a number of economies as the basis for recording/
estimating balance of payments and IIP entries. A SBS
database is a microdatabase that stores statistics at an
individual equity and/or debt security level; it is also
known as a securities reference database. This infor-
mation is classified according to a range of attributes
or characteristics that may vary depending on the
purpose of the database. The main variables stored in
the SBS databases are: (1) the International Securities
Identification Number (ISIN), or any other unique and
unequivocal identification number or key); (2) issuer-
related attributes, like name of the issuer, residence of
the issuer, institutional sector and subsector; (3) in-
strument related attributes, like issue date, type of
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security, redemption date, currency of denomination,
issue price, redemption price, outstanding amount or
market capitalization; (4) income-related attributes,
like coupon payments and dates; and (5) price-related
attributes, like price value and price date (see Diagram
A3.1 of the Handbook on Securities Statistics, Part 1).

10.44 The SBS reference database generally cov-
ers various categories of financial instruments, such
as debt securities, equity securities, investment fund
shares or units, and financial derivatives. It can be
linked to information on securities holdings to cre-
ate a securities holdings database. For that purpose,
holdings information provided by respondents on a
security-by-security level is linked (e.g., through the
ISIN code) at the level of individual securities to the
data stored in the SBS reference database.'

10.45 On the holders’ side, in addition to informa-
tion to establish the link with the reference SBS da-
tabase, the database would have information on the
holder’s residency and institutional sector/subsector
and on amount of securities held. In most cases, data
on holders are collected from custodians, as well as
centralized securities depositories, on an SBS basis.

10.46 In some economies, data on portfolio in-
vestment are collected through surveys. The surveys
target the holders of the securities (end-investor ap-
proach) and/or the custodians (custodian approach).
In choosing one approach, or a combination of the
two, the compiler should seek to determine the best
coverage while minimizing overlap. In this regard,
the compiler may wish to bear in mind the sector di-
mensions, not only for analytical purposes but also to
avoid double counting.'®

10.47 Information on transactions conducted
through an economy’s stock exchange may also be col-
lected. However, in some cases the data may be based
on the nationality of the transactors, and adjustments
may be necessary to ensure the BPM6-based resi-
dency criterion is observed. Securities issued in the
domestic market and purchased by nonresidents on
the secondary market may also present similar chal-

'*In technical terms this does not necessarily mean two physically
distinct databases, but rather components of a single database.
'See Coordinated Portfolio Investment Survey Guide, 2nd edition
(2002), Chapter 4, for a discussion of the methods for collecting
position data.

lenges, and adjustments to data collected from the
stock exchange may be necessary to ensure the BPM6-
based residency criterion is observed. For securities
issued by the government—usually through its de-
pository institution (central bank)—information on
the residency of the purchaser may be available from
the central bank, or through custodians/agents acting
on behalf of the issuer.

10.48 For partner economy data, the IMF’s Coor-
dinated Portfolio Investment Survey (CPIS) is a main
source (see Chapter 7). The CPIS Table 8 series on
“Derived Portfolio Investment Liabilities by Economy
of Nonresident Holder” can be used as a data source
for this information. These derived data are based on
data reported by economies participating in the CPIS.
Therefore, in most cases, the derived data would be a
lower limit of the total portfolio liabilities of the com-
piling economy. If, for example, neighboring econo-
mies that do not participate in the CPIS are known to
hold a significant amount of the compiling economy’s
portfolio investment liabilities, then the CPIS-derived
data would understate the total.

10.49 In general, it is usually not possible to con-
nect a specific buyer to a specific seller of shares
traded on stock exchanges. Paragraph 4.154 of the
BPMG6 states: “For balance of payments transactions,
the partner attribution could be made on the basis
of the parties to the transaction (namely, the buyer
and the seller, the so-called transactor approach), or
for assets owned, the residence of the issuer (the so-
called debtor-creditor approach). In these cases, it is
acceptable to adopt a convention for partner attribu-
tion of assets owned based on the residence of either
the counterparty to the transaction or the issuer. On
practical grounds, the information available does not
always permit identification of the two parties to the
transaction”

10.50 Thus, when a specific buyer cannot be con-
nected to a specific seller, the so-called debtor-creditor
approach is a practical approach for recording balance
of payments transactions in securities. Under this ap-
proach, when a resident purchases (or sells) a security
that was issued by a resident, it is regarded as a do-
mestic transaction regardless of the residence of the
actual seller (or buyer) of the security, because the
latter is unknown, and when a resident purchases (or
sells) a security that was issued by a nonresident, it



is regarded as an international transaction regardless
of the residence of the actual seller (or buyer) of the
security, again because the latter is unknown.

10.51 Further are presented some cases of record-
ing of transactions in securities in balance of pay-
ments under debtor-creditor approach:

o Resident investor sales shares to nonresidents that
were listed on the stock exchange in the resident
economy: the resident involved in the transac-
tion does not know whether another resident or
a nonresident is buying the shares; however, by
convention, under the debtor-creditor approach
a balance of payments transaction is reported by
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o Nonresident investors purchase shares issued by
residents and listed on the stock exchange in the
compiling economy: Transactions in securities
should be recorded in the balance of payments
accounts because a nonresident purchased shares
issued by a resident. The brokerage company that
conducted the transaction on behalf of its non-
resident customer would know that a nonresi-
dent customer was involved in the transaction.

Uplifting of shares from an international ex-
change: When shares issued by a nonresident are
subsequently traded on the stock exchange in the
compiling economy, an international transaction
is recorded only when a resident purchases the

the resident seller. shares.

Box 10.4 The Use of the Centralized Securities Database in the European System of Central Banks

in Compiling Balance of Payments and IIP Statistics

Background

In the past decade, the European System of Central Banks (ESCB) has set up the Centralized Securities Database
(CSDB) to provide complete, consistent, validated, and up-to-date information on all securities relevant to the
ESCB's statistical objectives. The CSDB contains information on over nine million debt securities, equities, and
also mutual fund shares/units issued or held by residents of the European Union (EU) member states or denomi-
nated in euro. This comprehensive reference database is fed with data from several commercial data providers,
ESCB national central banks (NCB), and other sources. The most reliable value for each attribute is selected, and
gaps are filled with estimates (in particular for prices and income), using a set of automated rules and algorithms
and making use of expertise within the ESCB to enhance data quality.

From a statistical angle, the CSDB serves two purposes: to supply information for the direct compilation of
aggregates for the euro area (such as securities statistics), and to supply reference information on individual
securities and issuers, in particular to support the collection of holdings from reporting agents on a security-by-
security (SBS) basis. Since 2008, the use of a SBS collection system for the compilation of portfolio investment in
balance of payments and IIP statistics is mandatory for euro area economies. In the past years, SBS reporting has
been also increasingly used (and has in some cases become legally required) for statistics on investment funds,
financial vehicle corporations, and monetary financial institutions. A link of the CSDB with granular information
on holders of securities is providing aggregates by economy of residence, economic sector, and possibly specific
banking and/or insurance groups.

A mandatory data quality management framework has been developed by the ESCB Statistics Committee,' which lays
down the responsibilities of the euro area NCBs and the European Central Bank (ECB). NCBs of the noneuro area EU
member states voluntarily participate in the operation of the CSDB and its data quality management.

Benefits of Using the CSDB

One of the main advantages of the CSDB in the compilation of balance of payments and IIP statistics, when compared
to aggregate reporting, is that compilers, rather than respondents, are responsible for the statistical classification of
securities in a standardized and harmonized way. This promotes accuracy and consistency of the data, and adherence
to international statistical standards. It avoids potential miscalculations, misclassifications, or the use of nongeneralized
aggregation procedures by the different reporting entities, with clear advantages in terms of quality and homogeneity.

The CSDB, in combination with information on holdings of securities, allows for the compilation of aggregated
statistics at market-to-market value and potentially offers all the ingredients for the compilation of comprehensive
breakdowns in the portfolio investment category in balance of payments and IIP statistics, like type of instrument, issuer
sector, issuer economy, currency of issue, original and remaining maturities, and so forth. The CSDB is also useful for the
purposes of estimating revaluations and other changes in the volume of assets and liabilities by type of financial instru-
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Box 10.4 The Use of the Centralized Securities Database in the European System of Central Banks

in Compiling Balance of Payments and IIP Statistics (concluded)

ment, as well as to derive transactions from high-frequency position data (when not collected directly). It also allows for

the derivation of investment income data on an accruals basis.

The CSDB provides a greater flexibility to cater for new or additional output requirements (e.g., changes in geo-
graphical areas, in the instrument or maturity breakdown or a new split by currency) and to easily obtain consistent
time series. This is often possible without additional requests to the reporting entities, by means of amendments to the

aggregation procedures managed by the compiler itself.

The SBS approach increases the quality of the data as it allows for better checking and greater accuracy in the calculation
of position and/or flow data. Numerous quality checks are performed at the level of the individual security, instead of at ag-
gregate level. For example, it allows for comparisons of total outstanding issuances and holdings at individual security level,
reconciliation of flows and positions for individual securities, and improved bilateral geographical data comparisons.

The availability of information at the level of individual securities eases the identification of direct investment rela-
tionships between holders and issuers of specific (mainly equity) securities. This mitigates the risk of misclassification
across balance of payments functional categories (i.e., between direct and portfolio investment) and/or double counting.

From the euro area perspective, the availability of CSDB data permits one to perform detailed checks in case of incon-
sistencies in contributions from euro area economies to the euro area balance of payments and IIP aggregates.

Costs and Challenges Associated with Using the CSDB

The setting-up costs of the CSDB were substantial, as are the maintenance costs. It implied relatively high costs in the
implementation phase, largely attributable to purchasing/developing the necessary hardware and software. Information
technology costs for database storage and processing of large volumes of data were also significant as the CSDB data
are largely sourced from commercial database providers; the acquisition of this information is rather expensive on a

continuous basis.

A high degree of automation is necessary for the exchange of data and for the comprehensive checking and aggrega-
tion routines. As a consequence, the responsible staff has to be well skilled and trained on the system.

The SBS reporting, in comparison with aggregated reporting, implies a shift of the costs from reporting agents to
compilers, while the overall costs are expected to be lower. If reporters would have to aggregate the data according to
statistical classifications themselves, each one of them would have to keep track internally of SBS information and run

aggregation procedures, which would imply higher costs.

Moreover, the marginal costs of introducing new statistics have been reduced (reporting forms do not need to be
changed) and the consistency among various types of statistics has been improved.

Source: European Central Bank.

'The ESCB Statistics Committee is chaired by the ECB Statistics Directorate and composed of the ECB Statistics Directorate and

heads of Statistics Departments of the ESCB NCBs.

Financial Derivatives (Other than
Reserves) and Employee
Stock Options

Concept and Coverage

10.52 A financial derivative contract is a financial
instrument that is linked to another specific financial
instrument or indicator or commodity and through
which specific financial risks (such as interest rate
risk, foreign exchange risk, equity and commodity
price risk, credit risks, and so on) can be traded in
their own right in financial markets. Transactions and
positions in financial derivatives are treated separately
from the value of any underlying item to which they

are linked. The steps for recording transactions in fi-
nancial derivative entries in the international accounts
are outlined in the BPM6, paragraphs 8.34-8.40

10.53 Employee stock options (ESO) are options
to buy the equity of a company, offered to employ-
ees of the company as a form of remuneration. ESOs
carry the right, but not the obligation, to buy a certain
amount of shares in the company at a predetermined
price. An ESO is slightly different from a regular
exchange-traded option because it is not generally
transferable (if a stock option granted to employees
can be traded on financial markets without restric-
tion, it is classified as a financial derivative) and there



is no put option."” Furthermore, employees typically
must wait a specified vesting period before being al-
lowed to exercise the option.

10.54 Transactions in ESOs are included in the
international accounts only if they are cross border
in nature; for example, in a few cases, the company
that issues the option is a resident of a different
economy from the employee. It is possible that mul-
tinational corporations may offer employees in one
economy options on shares of their parent com-
pany in another economy. In the BPM6, stock op-
tions provided to suppliers of goods and services to
the company are also included, in the scope of ESO
transactions, on the basis that although these are not
employees of the company, their nature and motiva-
tion are similar.

10.55 ESO cross border transactions may not be
significant in a number of economies. In cases where
underlying data collections do not capture the transac-
tions data, the compiler should undertake exploratory
work to determine the magnitude of such transactions
as a basis for making decisions on the implementation
of surveys or other collection methods.

Valuation of Financial Derivative
Positions and Transactions

10.56 The valuation of financial derivative posi-
tions and transactions depends on the type of the
instrument. The recording of these transactions and
positions at inception and at settlement is outlined in
the BPM6, paragraphs 8.34-8.40. The market value
of a forward financial derivatives contract is derived
from the difference between the agreed-upon con-
tract price of an underlying item and the prevailing
market price (or market price expected to prevail) of
that item, times the notional amount, appropriately
discounted. The notional amount is the amount un-
derlying a financial derivatives contract that is nec-
essary for calculating payments or receipts on the
contract. This amount may or may not be exchanged.
In the specific case of a swap contract, the market
value is derived from the difference between the ex-
pected gross receipts and gross payments, appropri-
ately discounted—that is, its net present value.

17 A put option gives the buyer the right to sell the underlying
asset at the strike price, on or before the expiration date.
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10.57 The market value for a forward contract can
therefore be calculated using available information—
market and contract prices for the underlying item,
time to maturity of the contract, the notional value,
and market interest rates. From the viewpoint of the
counterparties, the value of a forward contract may
become negative (liability) or positive (asset) and may
change both in magnitude and direction over time,
depending on the movement in the market price for
the underlying item. An illustrative numerical exam-
ple is provided in Box 10.5. Forward contracts settled
on a daily basis, such as those traded on organized
exchanges—and known as futures—have a market
value, but because of daily settlement it is likely to be
zero value at each end-period.

10.58 The price of an option depends on the poten-
tial price volatility of the price of the underlying item,
the time to maturity, interest rates, and the difference
between the contract price and the market price of
the underlying item. For traded options, regardless of
whether they are traded on an exchange, the valua-
tion should be based on the observable price. At in-
ception the market value of a nontraded option is the
amount of the premium paid or received (in contrast
to a forward-type contract, which does not generally
require the recording of a transaction in a financial
derivative because risk exposures of equal value are
usually being exchanged). Subsequently nontraded
options can be valued with the use of mathematical
models, such as the Black-Scholes formula, that take
account of the aforementioned factors that determine
option prices. In the absence of a pricing model, the
price reported for accounting or regulatory purposes
might be used. Unlike forwards, options cannot
switch from negative to positive value, or vice versa,
but they remain an asset for the owner and a liability
for the writer of the option.

Valuation and Recording of ESO Positions
and Transactions

10.59 An ESO is an agreement made at a given
date (the “grant” date) under which an employee may
purchase a given number of shares of the employer’s
stock at a stated price (the “strike” price’) either at a
stated time (the “vested” date”) or within a period of
time (the “exercise” period) immediately following
the vesting date. The exercise date is the time at which
the option can be exercised.



10.60 As noted in the 2008 SNA, accounting rec-
ommendations of the International Accounting Stan-
dards Board (IASB) are that the company derives a
fair value for the options at the grant date by taking
the strike price of the shares at that time multiplied
by the number of options to be exercisable at vesting
date divided by the number of service years expected
to be provided until the vesting date. This fair value
is applied to the number of service years provided in
each year to derive the cost to the firm in the year. In
the 2008 SNA, if there is neither an observable mar-
ket price nor an estimate made by the corporation in
line with the preceding IASB recommendations, the
valuation of the options may be estimated using a po-
sition options pricing model (2008 SNA, paragraphs
17.386-17.387).

10.61 In recording ESOs in the international ac-
counts, an estimate of the value should be made at
the grant date. In the financial account of the econ-
omy of the employer, a transaction (incurrence of a
liability) is recorded as a contra-entry to compensa-
tion of employees (debit) in the current account. In
the financial account of the economy in which the
employee is resident, a transaction (acquisition of
assets) is recorded as a contra-entry to compensa-
tion of employees (credit) in the current account.
At this point, a financial asset/liability is also re-
corded in the IIP of the economy of the employee
(household)/employer. In principle, any change in
the value of the ESOs between the grant date and
the vesting date should be treated as compensation
of employees, while any change in the value between
vesting date and exercise date is treated as a holding
gain or loss.

10.62 When an ESO is exercised, positions under
financial derivatives and employee stock options dis-
appear to be replaced by the value of shares acquired.
This change in classification takes place via transac-
tions in the financial account as follows. In the fi-
nancial account of the economy of the employer, a
transaction under portfolio investment, equity and
investment fund shares (increase in incurrence of
a liability), is recorded as a contra-entry to a de-
crease in financial derivatives and ESOs liabilities. In
the financial account of the economy in which the
employee is resident, a transaction under portfolio
investment, equity and investment fund shares (in-
crease in acquisition of assets), is recorded as a con-
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tra-entry to a decrease in financial derivatives and
ESOs assets.'

10.63 If an ESO is extinguished between the
grant and vesting dates without an agreed settle-
ment between the parties, another change in volume
is recorded (a loss of an asset by the employee and a
reduction of liabilities by the employer) in the other
changes in financial assets and liabilities account (see
BPM6, paragraph 9.12).

Data Sources

10.64 Financial derivative statistics compiled by
a central bank may originate from three primary
sources: (1) the central bank may for supervision and/
or regulatory purposes, require banks to complete
statements on derivative transactions and positions
when trading with local and overseas counterparties;
(2) a central bank’s department of foreign exchange
may collect information on banks engaging in foreign
exchange operations; and (3) a central bank may col-
lect flow and/or position data primarily for compiling
the international accounts. A common issue is that
a central bank’s derivative statistics that are sourced
from prudential-based data collections may not fully
capture nonbank private sector’s activities, and the
compiler would need to develop enterprise surveys to
enhance the collection of derivative statistics.

10.65 Regarding its own transactions in financial
derivatives, a central bank should distinguish finan-
cial derivatives that are included in reserve assets so
that the correct functional category classification can
be achieved.

10.66 In some economies, several institutions
may collaborate in the collection and compilation of
data on derivative statistics; for example, the Trea-
sury International Capital (TIC) Reporting System
of the United States Department of Treasury is used
to compile selected data on the United States finan-
cial account, including on transactions in financial
derivatives. The Federal Reserve Bank of New York,
acting as the agent of the Treasury, collects and edits
the data on the TIC’s Form D, which collects quar-
terly data on holdings of and transactions in deriva-
tives contracts with foreign residents by economy.

'8Changes in the value of an ESO may occur after the vesting
date as a result of changes in the market price of the underly-

ing instrument (equity). Such changes are revaluations, and in
practice it may be feasible to recognize the revaluation only at the
exercise date.
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Box 10.5 Recording a Forward Contract in the International Accounts

In period t0, economy A signs an export contract to export goods for 1,200 two years later (t2). To avoid the exchange
rate risk, economy A engages in a forward contract with a nonresident in which it agrees to buy US$1,000 at t2 for
€1,200—that is, at an exchange rate of €1.2 = US$1 (spot market rate at t0). At t1, the exchange rate is €1.1 = US$1,
and at t2, €1 = US$1. The contract will be settled on a net basis. The relevant interest rates are 6 percent for both cur-
rencies in each period.

In t0: No transactions are recorded in the balance of payments and the IIP. The value of the contract at inception is zero.
In the IIP, the position in financial derivatives is zero.

In t1: There are no transactions in the balance of payments. The IIP entries are as follows:

International investment position (in U.S. dollars)

Opening Valuation

position Transactions change Other changes Closing position
Financial account
Financial derivatives, liabilities 0 0 85.7 85.7

Explanation to entries in t1: At the end of t2, economy A will buy US$1,000 for €1,200. At the current exchange rate
economy A would need to pay only €1,100 for US$1,000. The contract therefore has a negative value of €100 if settled
at t = 2. The current value is 100/1.06 = €94.3. In dollars, the current value of the contract is 94.3 /1.1 = US$85.7. The
negative current value is recorded in the IIP as an increase in liabilities due to a valuation change.

In t2: The balance of payments and IIP, entries are as follows:

Balance of payments (in U.S. dollars)

Net acquisition of Net incurrence of
Credit Debit financial assets liabilities Net
Current account
Goods 1,200 1,200
Financial account
Currency and deposits, assets 1,000 [1,200-200] 1,000
Financial derivatives, liabilities -200 -200

International investment position (in U.S. dollars)

Opening Valuation

position Transactions change Other changes Closing position
Financial account
Currency and deposits, assets’ 0 1,000 1,000
Financial derivatives, liabilities 85.7 -200 1143 0

TAssuming an opening position of zero.

Explanation to entries in t2: At t = 2, economy A exports goods for €1,200. At the prevailing exchange rate this receipt
is equivalent to US$1,200, which is shown as an increase in currency and deposits, assets. Under the forward contract,
economy A has agreed to exchange €1,200 for US$1,000. At the current exchange rate, the value of the €1,200 equals
US$1,200. The net value is therefore -US$200 (receive US$1,000; pay US$1,200). The net value of the contract does not
need to be discounted as the contract will be settled at the same instance. The settlement of the contract is recorded in
the balance of payments as a decrease of currency and deposits, assets (US$200), and an equivalent decrease of financial
derivatives, liabilities. In the IIP, the opening position of financial derivatives, liabilities of US$85.7 and the transaction
(settlement of the contract at US$200) are offset by a valuation change of US$114.3 to bring the closing position to zero.

Transactions are based on net settlements (all trans- 10.67 As is the case for data on portfolio invest-
actions including the proceeds from the purchase ment, the major data suppliers are local financial
and sale of derivatives and all contractual flows). intermediaries or agents such as deposit-taking cor-



porations except the central bank, securities houses,
share registrars, nominees, custodians, trusts, and
fund managers that often engage in external financial
investment activities. The data on financial derivatives
may be collected through the framework of the cen-
tral bank’s MFS, and/or through surveys (see Appen-
dix 7 for a model form for collecting data on financial
derivatives). However, it is not possible to derive reli-
able estimates of transactions from data on changes
in derivatives positions at market value due largely to
volatility in prices.

10.68 As in the case of ESOs, transactions in finan-
cial derivatives may not be significant in a number of
economies. In cases where underlying data collections
do not capture the transactions data, the compiler
should undertake exploratory work to determine the
magnitude of such transactions as a basis for making
decisions on the implementation of surveys or other
collection methods.

Other Investment
Concept and Coverage

10.69 Other investment covers other equity; cur-
rency and deposits; loans; insurance, pension and
standardized guarantee schemes;' trade credit and
advances; other accounts receivable/payable-other;
and special drawing rights (SDRs). With the exception
of loans and currency and deposits, these financial in-
struments have either been introduced or updated in
the BPM6. An overview of other investment compo-
nents is presented ahead.

Data Sources and Compilation Issues
Other equity

10.70 Other equity is included in other investment,
when it is not direct investment or reserve assets. Other
equity (as defined in BPM6, paragraph 5.26) is not in
the form of securities, so it is not included in portfolio
investment. It can include equity in quasi-corporations,
such as branches, trusts, limited liability and other part-
nerships, unincorporated funds, and notional units for
ownership of real estate and other natural resources. In
most cases, equity in quasi-corporations and notional

“See Appendix 2 for a discussion of employment-related pension
schemes and social security.
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units for ownership of land is included in DI; however,
it is included in other investment (under other equity)
if the share of voting power is less than 10 percent. As
noted in the BPM6, paragraph 5.26, participation in
some international organizations is not in the form of
securities and so it is classified as other equity. Own-
ership of currency union central banks is included in
other equity.

10.71 Regarding the government sector, other eq-
uity cannot be a liability of general government units,
but they can be held by these units as assets. Informa-
tion on participation in international organizations is
generally available from government and central bank
records. In the case of other sectors, the data may be
available from business surveys. However, in cases of
notional units for ownership of land, positions may
not be directly observable, and so the compiler could
use estimation methods similar to those used for DI
(BPMS, paragraph 2.16).

Currency and deposits

10.72 Position data on the assets and liabilities of
the central bank, deposit-taking corporations (ex-
cept the central bank), and other financial corpora-
tions are generally collected within the framework of
a economy’s MFS (see Appendix 6, “Linkages of the
International Accounts with Monetary and Financial
Statistics”), while those of the general government
are collected within the framework of government
finance statistics (GFS). For resident nonfinancial
corporations, households, and NPISHs, data on cur-
rency and deposits (assets) may be collected through
surveys. The BIS’ international banking statistics also
provides a source for data on the external deposits of
resident other financial corporations and nonfinan-
cial corporations (see Chapter 7). A comprehensive
ITRS captures transactions in deposits (assets and
liabilities).

10.73 Positions in deposits are recorded at nomi-
nal value®® In cases where only position data are
available, transactions in deposits denominated in do-
mestic currency can be readily derived (except in the
case of deposits sold at discount) from changes in

#Unallocated gold account assets not held as reserve assets, and
all unallocated gold account liabilities, are classified as deposits.
For classification of gold accounts, see the BPM6, Chapter 5,
paragraphs 5.76-5.77.



positions; these transactions would cover both funds
deposited and withdrawn, as well as any accrued in-
terest that would have counterpart entries in the cur-
rent account.

10.74 Transactions denominated in a foreign cur-
rency are converted to their value in the domestic cur-
rency at the rate prevailing when the transactions take
place, and positions are converted at the rate prevail-
ing on the balance sheet date. The midpoint between
the buying and selling rates should be used (at the
time of transaction (for transactions) or at the close of
business on the reference date (for positions)).

10.75 MFS data are typically recorded in domestic
currency. For the purposes of compiling the interna-
tional accounts, the compiler should seek to obtain the
position data in original currency so as to eliminate the
impact of exchange rate movements in deriving transac-
tions. After the transactions are derived in the original
currency of denomination, they should then be con-
verted to the currency used for compiling the balance
of payments, using the midpoint between the buying
and selling rates of the relevant currencies. While the
use of the daily average exchange rate for daily transac-
tions usually provides a good approximation, this may
not be practicable for transactions derived from MFS; in
this case, the compiler should use the average rate for the
shortest period for which the position data are compiled.

Loans

10.76 For the international accounts, informa-
tion on loans is generally available through the com-
pilation system employed for external debt statistics
(EDS). However, in some economies, the scope of the
EDS may be limited to the general government (or
public sector), and data compilers may need to un-
dertake additional steps to include the debt of other
sectors. The range of data sources available is likely
to change with progressive liberalization of foreign
exchange regulations from administrative and bank-
ing records towards survey collection methods.* The
administrative and financial records of government
borrowing and repayments are usually the primary

2'The External Debt Statistics: Guide for Compilers and Users
(2013) outlines the impact of the regulatory environment on the
collection techniques for external debt statistics. Chapter 11 and
Appendix 8 also discuss the compilation of public sector and
private sector debt, respectively.

source of transactions data on public sector loans.
Further, central banks in most economies undertake
administrative functions related to central govern-
ment external debt management, and their payments
systems may be designed to cover external loan trans-
actions made on behalf of the Ministry of Finance.
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10.77 Compiling comprehensive data for the pri-
vate sector presents a greater degree of difficulty than
for the public sector. Problems can arise from the lim-
itations inherent in the available information sources.
In all instances, the importance and relevance of the
data need to be weighed against the likely costs of col-
lection, and, where appropriate, alternative sources
and methods used to produce data of an acceptable
degree of accuracy and reliability.

10.78 In circumstances where controls on foreign
borrowing are still in place, it is possible for the cen-
tral bank to compile information on private sector
borrowing from information provided by borrowers
for regulatory purposes, such as when they seek ap-
proval for foreign borrowing. Also, commercial banks
might well be required to report on foreign transac-
tions of their private sector clients. However, as liber-
alization of financial transactions proceeds, and such
information becomes less readily available, there is a
need to develop methods of collecting data on private
sector debt through other means. The main sources
are as follows:

o Deposit-taking corporations are closely regulated
in nearly all economies—and so are usually iden-
tifiable to the statistical agency—and have to
report balance sheet data to central banks or reg-
ulatory agencies for both supervisory and mon-
etary policy purposes. These reports can be a
major source of information on the outstanding
external debt of banks, and from which transac-
tions can be derived.

Similarly, other financial corporations data might
be compiled in some economies within the
framework of monetary and financial statistics.
If this is the case, the compiler could use this data
source. Also, in some economies certain financial
intermediaries, such as investment funds, insur-
ance corporations, and pension funds, report
their balance sheets to supervisory authorities.
Those reports could be accessible to statistical
authorities as a data source, including for deriv-
ing transactions.



o« When no comprehensive exchange controls
exist, data on loans and other external debt of
other sectors are best obtained through periodic
surveys of those companies (including other fi-
nancial corporations) that are involved in exter-
nal transactions. In some instances, the so-called
registers of external loans are used to obtain data
on loans received or granted by the nonbank
sector.

Loans made by some creditors might be avail-
able from external sources, such as debt owed to
international financial organizations (e.g., inter-
national financial corporations), or position data
on nonbank liabilities to foreign banks that could
be cross-checked with the international banking
statistics from the BIS. Some compilers may use
the BIS data from nonresident banks on loans in
relation to resident nonbanks (nonbanks include
other sectors as well as the general government
sector—that is, nonbanks include public and pri-
vate sector units) to supplement other sources.

10.79 Similar to the accrual of interest on debt se-
curities, interest costs that have accrued and are not
yet payable on loans are included as part of the value
of the loan. That is, the accrual of interest costs not yet
payable continuously increases the principal amount
outstanding of the loans (and should be included in
loans transactions in the financial account). Arrears
occur when principal and/or interest payments are
not made when due, such as on a loan. When arrears
occur, they should continue to be shown in the same
debt instrument until the liability is extinguished. The
nonpayment of principal and/or interest when due
leaves the debt liability position unchanged. Arrears
should continue to be reported from their creation—
that is, when payments are not made—until they are
extinguished, such as when they are repaid, resched-
uled, or forgiven by the creditor. A compiler would
also need additional information on arrears for re-
cording exceptional financing transactions; these are
identified in Chapter 16, Table 16.3.

10.80 As discussed in the BPM6, paragraph 12.51,
loans with concessional interest rates could be seen as
providing a current transfer equal to the difference be-
tween the actual interest rate and the market interest
rate. Further, if such a transfer is recognized, it could
be reported as current international cooperation be-
cause the concessional lending is provided by official

Balance of Payments and International Investment Position Compilation Guide

creditors (e.g., foreign governments or international
organizations). The interest would then be adjusted
by the same amount. However, the compiler should be
aware that the treatment of concessional lending is yet
to be fully evolved, and so it is recommended that the
information on concessional debt be provided as sup-
plementary. Paragraph 12.51 of the BPM6 describes
which information should be shown as supplementary.

10.81 The BPME6 also clarifies the treatment of se-
curities repurchase agreements and gold swaps. As in-
dicated in the BPMS6, paragraph 5.53, the supply and
receipt of funds under a securities repurchase agree-
ment may be treated as aloan or deposit. It is generally
aloan, but is classified as a deposit if it involves liabili-
ties of a deposit-taking corporation and is included in
national measures of broad money (see Table 10.3).
If a securities repurchase agreement does not involve
a supply of cash (i.e., there is an exchange of one se-
curity for another, or one party supplies a security
without collateral), there is no loan or deposit. Margin
calls in cash under a repo are classified as loans.

10.82 In international accounts, entries under
loans are registered also in connection to financial
leases (BPM6, paragraphs 5.56-5.60). The economic
nature of the arrangement is that the lessor is provid-
ing a loan to allow the lessee to acquire the risk and
rewards of ownership (economic ownership), but the
lessor retains the legal title. Thereafter the leased asset
is shown on the balance sheet of the lessee and not
of the lessor. Under statistical convention, the lessor
is shown as making a loan to the lessee with whom
the lessee acquires an asset; the loan is shown as an
asset of the lessor and a liability of the lessee. At the
inception of the lease, the value of the loan is equal
to the full value of the good. At the maturity of the
lease, the loan liability arising from the residual value
of the goods leased is extinguished either when the
goods are returned or when a payment is made and
legal ownership changes hands. A numerical example
of a financial lease is presented in the BPM6, Appen-
dix 6b, Box A6b.I.

10.83 Accounts receivable/payable, which are
treated as a separate category of financial assets/li-
abilities, and loans that have become debt securities
are excluded from loans.

10.84 Loan positions are recorded at nominal
value; deriving transactions from positions data is



therefore relatively straightforward for loans denomi-
nated in domestic currency, with the issue of address-
ing price changes not applicable. However, for loans
(as well as for deposits and other accounts receivable/
payable) sold at discount, the transaction values re-
corded in the financial account may differ from the
nominal value recorded in the IIP. Such differences
are recorded as valuation changes in the other changes
in financial assets and liabilities account.

Insurance, pension, and standardized
guarantees schemes

10.85 The key features of insurance, pension, and
standardized guarantee schemes are presented as a
topical summary in the BPM6, Appendix 6¢c. Compi-
lation guidance on the treatment of these instruments
in the international accounts is presented in Appen-
dix 2 of the Guide. In analyzing the economic nature
of these operations, it is important to rearrange these
processes to derive the service, investment income,
transfer, and investment elements.

Trade credit and advances

10.86 Trade credit and advances consist of claims
or liabilities arising from the direct extension of credit
by suppliers for transactions in goods and services,
and advance payments by buyers for goods and ser-
vices and for work in progress (or to be undertaken).
Long- and short-term trade credit and advances are
shown separately. Trade-related loans provided by a
third party, such as a bank, to an exporter or importer
are not included in this category but under loans,
earlier. Note that letters of credit are not included in
loans because they are contingent liabilities. Progres-
sive payments (or stage payments) on high-value cap-
ital goods—such as ships, heavy machinery, and other
structures that may take years to complete—do not
give rise to trade credit and advances unless there is a
difference in timing between the change in ownership
of these high-value goods and the payments. In some
economies, the value of trade credit and advances in
balance of payments can be significant on both assets
and liabilities sides. Therefore their estimation re-
quires careful consideration.

10.87 Data on trade credits and advances may be
sourced from companies’ balance sheet data, busi-
ness surveys, and/or external debt statistics. In some
cases, compilers use a proxy method by comparing
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customs-based information on goods with payments
made through the banking system (i.e., ITRS data).
For example, where information on both the date
of shipment and the date of payment are reported
by the importers, trade credit and advances are im-
puted taking into account the difference between
these dates, as illustrated in Chapter 4. In practice,
the adoption of such an approach should be done
at a microlevel, as a simple estimation based on the
difference between customs-based data on imports
and ITRS-based data on imports would not provide
an accurate estimate of trade credit and advances.
Further, when adopting this approach, the compiler
should monitor trends in the time series to ensure
reasonableness; for example, if the net acquisition
of these assets/net incurrence of liabilities is con-
sistently increasing, this may call attention to gaps
in estimating the repayment of trade credit and ad-
vances. For banks, data on trade credit and advances
can be obtained from the MFS.

Other accounts receivable/payable-other

10.88 The other category of other accounts receiv-
able/payable includes accounts receivable/payable
other than those included in trade credit and advances
or other instruments (e.g., liabilities for dividends,
taxes, wages and salaries, social contributions, finan-
cial derivatives contracts that were not paid when due,
etc.) (see BPM6, paragraph 5.73). Interest accrued
should be recorded with the financial asset or liability
on which it accrues, not as other accounts receivable/
payable, with the exception of securities lending and
gold loan fees, which are treated as interest by conven-
tion. The treatment of securities lending and gold loan
fees is presented in Table 10.3.

10.89 Data on other accounts receivable/payable
other may be sourced from the MFS (for the financial
corporations sector), GFS (for general government),
companies’ balance sheet data, business surveys, and
external debt statistics. Position data captured by
these sources are recorded at nominal value. As in the
case of currency and deposits, if only position data are
available, the transaction value for other accounts re-
ceivable/payable can be readily derived as a change in
positions for positions denominated in domestic cur-
rency (except when sold at discount).

10.90 In using companies’ balance sheet data,
the compiler should be aware of the composition of
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Table 10.1 Recording Increases in SDR Holdings and Allocations, and Associated Interest Accruals’

Balance of payments
Current account
Other investment income el
Financial account
Other investment (liabilities)

SDR allocations

Accrued interest on total SDR holdings

Transactions during the period

Accrued interest on total SDR
allocations (debit)

Value of the new general and
special allocations plus

accrued but unsettled interest on total

outstanding allocations (recorded
under net incurrence of liabilities)

Reserve assets

Special drawing rights (holdings)

1P
Other investment (liabilities)
SDR allocations
Reserve assets
Special drawing rights (holdings)
Source: IMF staff.

Value of the new general and special
allocations plus accrued but unsettled
interest on total outstanding holdings
(recorded under net acquisition of
financial assets)

End of period positions

Value of (total) allocations including unsettled interest payable

Value of (total) holdings including unsettled interest receivable

"Guidance on how SDR allocations should be recorded in the balance of payments and IIP is also available at http://www.imf.org/exter

nal/np/exr/fag/pdf/sdrfagsta.pdf.

accounts receivable/payable, as, for example, trade
credit and advances may be included and would need
to be removed and reallocated to its own financial
instrument.

10.91 As noted earlier, MFS data are typically re-
corded in national currency. For the purposes of com-
piling the international accounts, the complier should
seek to obtain the position data in original currency
so as to eliminate the impact of exchange rate move-
ments in deriving transactions. These guidelines also
apply to the use of companies’ balance sheet data.

Special drawing rights (SDRs)

10.92 Under the BPM6, the allocation of SDRs to
participants in the IMF SDR Department is shown
as the incurrence of a liability of the recipient under
SDRsin other investment, with a corresponding entry
under SDRs in reserve assets. A main change in the
treatment of SDRs under the BPM6 is the recognition
of the SDR allocation as a long-term debt liability.

When there are new allocations of SDRs, transactions
in both assets and liabilities should be recorded.?
The recording of SDR holdings and allocations,
and associated interest accruals, is summarized in
Table 10.1.

Reserve Assets
Description and classification

10.93 Reserve assets are those external assets that
are readily available to and controlled by monetary
authorities for meeting balance of payments financing
needs, for intervention in exchange markets to affect
the currency exchange rate, and for other related pur-
poses (such as maint