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Preface
This volume gathers together a number of the papers
and studies that were prepared as background research
to the Final Report of the Working Party on the Measurement of International Capital Flows (also referred
to as simply the Report on Capital Flows). Although
not part of the report itself, these papers provide detail
on a number of issues that are treated in a more general
way in the report. The papers include contributions by
members of the technical staff of the Working Party,
national compilers, and several outside experts who
collaborated with this endeavor to improve compilation
practices for these important international capital flow
statistics.
The Working Party's two-year investigation into
imbalances in the global capital account covered a wide
range of topics. It also required the assistance of balance of payments compilers in a large number of countries, many of whom cooperated by filling out the
demanding Special Questionnaire on International
Capital Flows and by providing some of the detail
behind national balance of payments statistics, as well
as written descriptions and critiques of national compilation practices and ad hoc studies on subjects suggested by the Working Party. The selection of material
in this volume includes only a portion of these contributions. The Working Party thanks all the individuals
who contributed, and in doing so provided a foundation
for the Working Party's conclusions and recommendations. It is hoped that the papers reproduced in this
background volume will be helpful in understanding
the framework of the research into capital flows and
some of its detail.
Although each paper in this volume was prepared
independently, they are grouped here by general topic.
The first group consists of three papers dealing with the
data sources and methodology used by capital account
compilers. The first of these papers provides an overview of compilers' responses to the Working Party's
Special Questionnaire on International Capital Flows,
as well as a copy of the Questionnaire itself. The
remaining two focus on national data sources and procedures. As the Report on Capital Flows makes clear,
sources and methods vary greatly across countries for
such important categories as direct investment, portfolio investment, and nonbank capital flows. "Data
Sources Used by National Compilers" affords a more
detailed examination of the similarities and differences
among national compilation systems than could be dedicated to this topic in the report itself. "National Compilation Systems" is a cross-country view based on
contributions made directly by balance of payment
compilers in eleven countries that have significant capital account transactions. The sections of this survey

address three topics for the country concerned: a) the
main features of its capital account compilation; b) the
important problems perceived by the national compilers themselves, and; c) the improvements planned or in
progress. Information provided by compilers on these
topics was of great help to the Working Party in its
research. This paper provides in a relatively standardized form further detail about problems that compilers
are aware of in their national sources.
The second section of this volume deals with direct
investment capital flows. Thefirstpaper of this section,
"Bilateral Comparisons of Direct Investment Data,"
comments on the use of bilateral comparisons as a
guide to measurement problems in national statistics.
The data in this contribution were assembled in the
course of the Working Party's research with the assistance of many national compilers, and they underpin
the conclusions and recommendations of Chapter 3 in
the Report on Capital Flows. The second paper in this
section, "U.S. Direct Investment Flows with Selected
Caribbean OFCs," illustrates capital flow measurement conventions (and problems) in transactions with
offshore financial centers.
Several papers on portfolio investment constitute the
third group of studies in this volume. As noted in the
Report on Capital Flows, measurement of portfolio
capitalflowshas become increasingly difficult in recent
years because of several developments affecting the
traded instruments, the kinds of transactors, and the
channels through which transactions are effected
across national boundaries. "Innovative Financial
Instruments and Capital Flow Discrepancies" affords
a survey of the new, and sometimes exotic, instruments—most of which fall into the portfolio category—
that have come into play in the past decade. It discusses
the problems that such instruments pose for balance
of payments measurement and their possible role in
global imbalances. "Foreign Investments of Pension
Funds in Six Countries" provides an overview of the
activities of a major class of institutional investor. Legislative and regulatory developments in a number of
countries have liberalized the scope for cross-border
investments by pension funds, and the Working Party's
research suggests that closer attention to reporting by
(or on behalf of) such organizations would benefit the
global figures.
The complexity of inward and outward portfolio
transactions has reached a point where even substantial
improvements in flow measurement may not be sufficient to yield reliable figures at the global level. Furthermore, improvements inflowstatistics cannot compensate for past errors in measurement that may have
accumulated into highly flawed estimates of internavii
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tional position figures. One of the principal recommendations made by the Working Party in its final report
is that major countries conduct benchmark studies of
inward and outward portfolio positions, focusing especially on large institutional issuers of, and investors in,
securities. Apart from benchmarks of inward portfolio
investment conducted every five years by the United
States, there is only limited experience with measuring
such positions. "Benchmarking Positions in Portfolio
Securities" discusses the United Kingdom's recent
effort to improve the measurement of nonresident holdings of British equities and also addresses the revisions
made to the U.K. capital account as a result of the
survey. This paper also reviews the U.S. experience
with benchmarking and that country's plans to conduct
an outward survey for year-end 1993.
The fourth section of this volume provides background detail on nonbank capital flows and international banking statistics. As outlined especially in
Chapter 6 of the Report on Capital Flows, these are
closely related topics because capital flows of private
nonbanks are poorly measured in many countries, and
international bankingfigures(as assembled by the Bank
for International Settlements and the IMF) provide a
"derived" perspective on a large part of these flows.
Within certain limits, a comparison of national balance
of payments statistics and the figures derived from
international banking reports can help to reveal and
quantify problems with capital account transactions of
nonbank sectors for individual countries. Some of the
largest potential "adjustments" that help to reduce the
global capital account imbalance arise from these comparisons.
The paper "International Banking Statistics in Captal Flow Measurement" closely examines several
aspects of the banking data and their connection to
balance of payments figures. The first section of the
paper surveys compilation systems and statistics for a
number of major countries to help answer the question
of how nonbank capital flows are covered in balance
of payments statements and to what extent national
data can be compared to the IMF's international banking statistics (IBS) coverage of similar flows. The second section describes the methodology used by the
Working Party to extract cross-border holdings of portfolio securities from the bankingfiguresfor the comparisons made in its report. Separating security positions

from other bank assets is especially important for
Japan, whose banks hold large amounts of international
securities, and is necessary so that IBS figures can be
put on a basis consistent with the balance of payments
accounting. The third section of the paper presents
a number of tables of annual comparisons for major
countries between IBS and balance of payments statistics and adjustments that were presented in Chapter
6 of the Working Party's report. The fourth section
provides a more detailed look at nonbank capital flow
statistics for the United States in the context of this
discussion. A fifth section expands the comparisons to
other countries, and the final section develops the
annual adjustments for the principal OFCs described
in annual-average form in Chapter 9 of the Report on
Capital Flows.
Two papers on other capital flows comprise the fifth
and final group in this volume. As emphasized in the
body of the Working Party's report, consistent
accounting for swap transactions of members of the
European Monetary System with the European Monetary Cooperation Fund (EMCF) is important to proper
measurement of reserve transactions in the countries
belonging to this monetary arrangement. The first
paper, "Balance of Payments Reporting for Transactions of the European Monetary Cooperation Fund"
provides a fuller description of the EMCF than was
possible in Chapter 8 of the Working Party's report.
The second paper in this set examines international
movements of physical currency and their potential
connection to the global capital account imbalance.
Although compilers are aware that currency movements may be substantial, in most countries there are
no mechanisms for tracking such movements or
accounting for them in balance of payments statements. Therefore, this subject remains largely unexplored terrain. "Physical Currency Movements and
Capital Flows" deals with the relation of currency
movements to balance of payments accounts, and it
presents some rough, model-based estimates about
cross-border movements of certain currencies for
recent years. An annex describes what is known about
cross-border currency investments for a few key countries.
Finally, the views expressed in these papers are
those of the individual authors and should not be attributed to the IMF or the Working Party itself.
John F. Wilson
Director
Technical Staff
of the Working Party

viii
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Special Questionnaire on International
Capital Flows
Samuel Pizer
Main Objectives
At an early stage in its deliberations, the Working
Party on the Measurement of International Capital
Flows approved the design and circulation of a questionnaire that would request several types of information on international capital flows. This Special Questionnaire on International Capital Flows was prepared
in English, Spanish, and French and was mailed in
April 1990 to balance of payments compilers in 69 countries. Its main objectives were as follows.
—To obtain details on inflows and outflows in each
principal category of capital flows. For instance,
capital flows involving banks were broken down
into components useful for checking against Bank
for International Settlements (BIS) data or the
IMF's international banking statistics (IBS) data.
—To obtain data on stocks of cross-border assets
and liabilities as a check on the reported flow data
and to compile as complete a set of position data
as possible (see Chapter 12 of the Report on the
Measurement of International Capital Flows).
Also, countries were requested to provide reconciliations of their flow and stock data—a step that
conforms to the principles of the United Nations

System of National Accounts (SNA) and is

stressed in the draft fifth edition of the Fund's
Balance of Payments Manual.
—To obtain data on compilation methodologies and
on the valuation of asset and liability stocks.
—To test the relationship between reported income
receipts and payments and the associated asset
and liability stocks and to assist the Statistics
Department of the IMF in preparing its annual
estimates of the shortfall in reported global income
receipts.
Responses to Questionnaire
Of the 69 recipients of the Questionnaire, 48 countries returned responses (see Table 1). Thirty-five of

the responses were sufficiently complete to contribute
significantly to an analysis of capital flows data. Some
of the respondents provided adequate data only after
several inquiries.
Middle Eastern and Eastern European countries are
not well represented among the respondents, and a few
of the nonresponding countries had significant capital
account transactions. The returned Questionnaires
exposed many major differences with data previously
supplied to the Statistics Department. The Questionnaire responses showed somewhat larger net capital
flows than did the data that have been regularly submitted to the Fund.
Analysis of Questionnaire Data
The data on capital flows reported in the Questionnaire were referred to the Statistics Department and
discussed with the reporting countries. Analysis of the
figures proceeded through correspondence, computerized tabulations, and direct interviews with a crosssection of countries.
Table 2 compares the capital flow data reported on
the Questionnaire with other data reported to the Statistics Department. Differences gave the Working
Party a basis for communicating with the countries
concerned and, in most cases, resulted in adjustment
or clarification. Some of the discrepancies reflected
revisions of data since the publication of the 1990 Balance of Payments Statistics Yearbook, but in many
instances the reporting country only recognized that
corrections were necessary over the course of the data
review. Data on stocks of assets and liabilities as
reported on the Questionnaire are discussed in Chapter
12 of the Report on Capital Flows. These position figures are more complete than the reports sent to the
Statistics Department and probably are the most comprehensive set of data on this topic ever reported by
the countries themselves, though large gaps remain.
Several analytical insights have been produced by
the Questionnaire.

Samuel Pizer was a member of the Working Party's technical staff.

i
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SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS
Table 1. Respondents to Special Questionnaire on International Capital Flows
Respondents
Argentina
Malaysia
Australia
Mexico
The Bahamas
Netherlands
Netherlands Antilles
Bahrain
Belgium-Luxembourg
New Zealand
Bolivia
Nigeria
Canada
Norway
Chile
Pakistan
Panama
China
Colombia
Philippines
Denmark
Portugal
Ecuador
Singapore
Egypt
South Africa
Finland
Spain
France
Sweden
Germany
Switzerland
Greece
Thailand
Hong Kong
Turkey
India
United Kingdom
Indonesia
United States
Israel
Vanuatu
Italy
Venezuela
Japan
Yugoslavia
Korea
Zaire
Note: This table also appears as Appendix I in the Report on Capital Flows.

—More information on reinvested earnings of direct
investment was obtained than is usually supplied
to the Fund. In the future, the Fund should be
able to broaden its coverage of this important statistic as a result of the Questionnaire.
—In many cases, the additional capital flow detail
supplied in the Questionnaire provided a basis for
correcting data reported by national statistical
offices. This detail has helped detect misclassifications, close gaps in the data, and correct arithmetic errors.
—In several cases, it appeared that agencies in the
reporting countries prepared balance of payments
data on bank flows independently from the position data sent to the BIS and the Fund. A followup to the Questionnaire explored the connection
between the two data sets. The Questionnaire also
requested details on transactions of nonbank sectors with foreign banks, which facilitated comparisons with BIS and IBS data (see Chapter 6 in the
Report on Capital Flows).
—In some cases, countries' income accounts were
clearly out of line with the stock data reported in
the Questionnaire. Some improvements should be
achieved when the countries concerned are made
aware of the problem, and the Fund should make
adjustments to the income accounts to counter the
discrepancy.
—Information on country methodologies—main
data sources and valuation practices—was
obtained in the Special Questionnaire. These
reports were supplemented by subsequent specialized surveys covering direct investment, portfolio
investment, and banking, by a Statistics Department inquiry in connection with the draft Balance

Nonrespondents
Algeria
Austria
Bermuda
Brazil
Cayman Islands
Cote d'Ivoire
Hungary
Islamic Republic of Iran
Iraq
Ireland
Kuwait
Libya
Morocco
Oman
Qatar
Romania
Saudi Arabia
Syrian Arab Republic
Trinidad and Tobago
Tunisia
United Arab Emirates

of Payments Compilation Guide, and by discussions with national compilers. This methodological information underlies the analysis in many
chapters of the Report on Capital Flows.
—As part of the Questionnaire, the Working Party
requested geographic breakdowns of available
data. Some countries were able to provide detail
that was very useful to the work on direct and
portfolio investment.
Perspectives of Special Questionnaire
The Working Party's Special Questionnaire was
detailed and demanding; a copy of the Questionnaire
follows this paper. It probed aspects of international
capital flows and stocks of cross-border assets and liabilities and requested breakdowns far beyond those
regularly reported to the Fund. In quite a few cases,
it turned out that additional information was available
from national offices. In view of the difficulties for
both the Fund and the respondents in implementing the
Questionnaire, the Working Party does not recommend
repeating it except at considerable intervals. However,
the Fund may wish to conduct more limited special
surveys when a major component of the global current
or capital account seems to behave erratically or deviates from some norm.
The Working Party wishes to acknowledge the substantial effort of the many compilers who completed
the Special Questionnaire and who responded to the
inquiries of the technical staff. These contributions to
the mission of the Working Party are deeply appreciated.

2
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Perspectives of Special Questionnaire
Table 2. Total Net Capital Flows: Comparison of Special Questionnaire and Statistics Department Data, 1988
(In millions of U.S. dollars; outflows (-))
Special
Statistics
Country
Questionnaire1
Department2
Industrial countries, total
39,921
41,504
9,449
9,494
Australia
-3,460
Belgium
-4,850
9,868
Canada
9,921
3,587
Denmark
2,398
1,706
Finland
1,703
2,882
France
2,606
-52,645
Germany
-52,894
1,211
Greece
917
6,776
Italy
6,168
-82,430
Japan
-82,737
-3,103
Netherlands
-1,676
5,549
5,654
Norway
-657
Portugal
-744
2,995
Spain
6,199
2,331
Sweden
4,600
-12,322
Switzerland
-12,326
12,497
United Kingdom
9,666
137,270
United States
137,340
-1,518
All other
—
Developing countries, total
Argentina
The Bahamas
Bahrain
China
Colombia
Ecuador
India
Indonesia
Israel
Korea
Malaysia
Mexico
Pakistan
Philippines
South Africa
Singapore
Thailand
Turkey
Vanuatu
Venezuela
Yugoslavia
All other
All other countries and international organizations

8,027
1,687
65
-302
4,714
776
247
7,189
2,688
532
-13,572
-1,920
5,679
1,176
-89
-458
-1,078
1,270
-958
23
2,997
-2,637
—
—

6,276
1,755
64
-303
4,823
752
821
6,240
2,305
530
-13,570
-1,906
5,283
1,401
-89
-253
-1,076
1,258
-2,111
15
3,040
-2,636
-67
-1,095

Difference
1,583
-45
1,390
-53
1,189
3
276
249
294
608
307
1,427
105
87
-3,204
-2,269
4
2,831
-70
1,518
1,751
-68
1
1
-109
24
-574
949
383
2
-2
-14
396
-225
0
-205
-2
12
1,153
8
-43
-1
67
1,095

49,531
45,100
4,431
Total
1
Data are after revisions and based on further information received from compilers. They include countries' revisions not yet included in
the IMF data bases.
2
As published in Balance of Payments Statistics Yearbook, 1990.

3
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SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS

SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS
Please read the attached instructions carefully before completing
this form. Retain one copy of your reply for reference. Please return one copy to:
Working Party on Measurement of International Capital Flows
Bureau of Statistics
International Monetary Fund
Washington, D.C. 20431
Country:.
Please report amounts in currency and quantities normally used in reporting to the Bureau of Statistics;
please specify currency__________________________and quantity unit____________________________(e.g. millions).

PART I. INTERNATIONAL CAPITAL FLOWS
Outflow: increase in foreign assets or decrease in liabilities ( - )
Inflow: increase in foreign liabilities or decrease in assets ( + )
Net Flows

Line
No.

1987

1988

A. DIRECT INVESTMENT
1 1. Direct investment abroad, total
2
3
4

a. Equity capital
b. Reinvestment of earnings
c. Intercompany debt (net)
5
d. Other or unallocated (specify)
6 2. Direct investment in reporting country, total
7
a. Equity capital
8
b. Reinvestment of earnings
9
c. Intercompany debt (net)
d. Other or unallocated (specify)
10
1987
Credits ( + ) Debits ( - )

Line
No.

1988
Net

Credits

Debits

Net

1

B. TRANSACTIONS IN SECURITIES
11 1. Portfolio investment, total
a. Foreign securities, total
12
1. Bonds and notes of international
13
organizations
2. Bonds and notes of other foreign official
14
sector
3. Other bonds and notes
15
4. Equity securities
16
Memorandum:
Breakdown of B.1.a. total by type of
beneficial owner
i. Banks (own account)
17
ii. Other financial institutions
18
(own account)
iii. Other private sector
19
iv. Resident public sector
20
b. Domestic Securities, total
21
1. Bonds and notes of resident official
22
sector
2. Bonds and notes of public nonbank
23
enterprises

1

Exclude direct investment transactions (included in Section A), certificatesofdeposit (included in Sections C or D) or other custody transactions (included
in Section D).

4
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Special Questionnaire

1988

1987

Line
No.

Credits ( + ) Debits ( - )

Net

Credits

Debits

Net

24
25

3. Other bonds and notes
4. Equity securities
Memorandum:
Breakdown of new issues, redemptions,
and other transactions in B.1.b.
Bonds and notes
26
i. New issues in international markets ..
27
ii. New issues in foreign markets
28
iii. New issues in domestic markets
29
iv. Redemptions
30
v. Secondary market transactions
Equity Securities
31
i. New issues
32
ii. Other transactions in equity securities
33 2. Short-term instruments, total
34
a. Foreign securities, total
35
1. Short-term bills or similar obligations of
official sector
36
2. Commercial paper, bankers acceptances,
or other obligations of private sector
37
3. Other foreign short-term securities
(specify)
38
b. Domestic securities, total
39
1. Short-term bills or similar obligations of
resident official sector
40
2. Short-term bills, etc. of non-bank public
enterprises
41
3. Short-term debt of resident banks (except
deposits)
42
4. Other short-term securities (specify) ....
Net Flows

Line
No.

1987

1988

43 C. LOAN AND DEPOSIT TRANSACTIONS OF
44

45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61

1.
2.

3.
4.
5.

6.

RESIDENT BANKING SECTOR, TOTAL2
Assets, total (increase - )
Claims on foreign banks, total
a. Affiliated banking offices
b. Other foreign banks
Claims on foreign public sector, total
a. General government
b. Central banks
c. Other
Claims on other nonresidents
Liabilities, total (increase + )
Liabilities to foreign banks, total
a. Affiliated banking offices
b. Other foreign banks
Liabilities to foreign public sector, total
a. General government
b. Central banks
c. Other
Liabilities to other nonresidents

2
Include in this section only transactions for banks' own account. Custody transactions should be reported in Section D below. Exclude direct investment
transactions (Section A), securities (Section B), and certificates of deposit issued by resident banks held in custody accounts (Section D). Include credit
extended through repurchase agreements (repos).

5
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SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS

Net Flows

Line
No.

1987

1988

62 D. TRANSACTIONS BY RESIDENT FINANCIAL

INSTITUTIONS FOR CUSTODY ACCOUNTS, TOTAL3..

63 1. Custody accounts held for residents, total
a. Claims on foreign banks
64
b. Transactions in foreign securities
65
c. Other foreign assets
66
67 2. Custody accounts held for nonresidents, total
68
a. Claims on resident banks, including certificates of
deposit (CDs) held in custody
b. Tranactions in domestic securities
69
c. Other domestic assets
70
71 E. TRANSACTIONS OF RESIDENT NONBANK

72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108

FINANCIAL INSTITUTIONS, TOTAL4
1. Claims on nonresidents, total
a. Claims on nonresident banks
b. Claims on nonresident official accounts
c. Claims on other nonresidents
2. Liabilities to nonresidents, total
a. Liabilities to nonresident banks
b. Liabilities to other nonresidents
F. OTHER RESIDENT PRIVATE SECTOR
TRANSACTIONS, TOTAL4
1. Claims on nonresidents, total
a. Claims on nonresident banks
b. Claims on nonresident official accounts
c. Trade credit to nonresident private sector
d. Other claims on nonresidents
2. Liabilities to nonresidents, total
a. Liabilities to nonresident banks
b. Liabilities to other nonresidents
G. RESIDENT OFFICIAL SECTOR: LOANS AND
OTHER EXTERNAL TRANSACTIONS 5
(except reserves and securities), TOTAL
1. Loans extended to private nonresidents, net
a. Drawings ( - )
b. Repayments
2. Loans extended to foreign official sector, net
a. Drawings ( - )
b. Repayments
3. Other external assets of resident official sector, net
(specify)
4. Loans received from international organizations other
than IMF, net
a. Drawings
b. Repayments ( - )
5. Loans received from other foreign official sector, net . . .
a. Drawings
..
b. Repayments ( - )
6. Loans received from foreign banking sector, net
a. Drawings
b. Repayments ( - )
7. Loans received from other nonresidents, net
a. Drawings
b. Repayments ( - )
8. Other external liabilities of resident official sector, net . . .

3

Include in this section transactions in custody accounts held with resident financial institutions and included in your capital flow data. If these transactions
are included in Sections B or C and cannot be separated, please supply a note to that effect.
4
Exclude direct investment (Section A), securities (Section B), and custody accounts (Section D). Include public enterprises not in the resident official sector.
5
Includes central bank; includes all maturities.

6
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Special Questionnaire

Net Flows

Line
No.

1988

1987

TRANSACTIONS IN RESERVES, TOTAL6
Gold (monetary)
Special Drawing Rights
Reserve position in the Fund
Claims on foreign official sector, total
a. Bonds and notes
b. Bills and other short-term obligations
c. Central banks (include BIS)
5. Other reserve assets, total
a. Claims on nonresident banks
b. Bonds and notes
c. Other (specify)
6. Use of Fund credit and Fund-administered resources ..
Memorandum: Balance of Payments Summary
122
Current Account (goods, services, income,
and transfers)
123
Capital Account (Sum of Part I items A-H)
124
Errors and Omissions
109
110
111
112
113
114
115
116
117
118
119
120
121

H.
1.
2.
3.
4.

PART II. ENTRIES IN PART I RELATED TO INTERNATIONAL
DEBT RESTRUCTURING OR RENEGOTIATIONS7
[Increase in claims ( - ) ; increase in liabilities (+)]
Net Flows

Line
No.

1987

1988

A. ENTRIES IN SECTION I.C. (RESIDENT BANKING),

RELATED TO:
Changes in claims on nonresident banks
Changes in claims on nonresident official accounts
Changes in claims on other nonresidents
Changes in liabilities to nonresident banks
Changes in liabilities to other nonresidents

125
126
127
128
129

1.
2.
3.
4.
5.

130
131
132
133
134

B. ENTRIES IN SECTIONS I.E. AND I.F (RESIDENT
NONBANK PRIVATE SECTOR), RELATED TO:
1. Changes in claims on nonresident banks
2. Changes in claims on nonresident official accounts
3. Changes in claims on other nonresidents
4. Changes in liabilities to nonresident banks
5. Changes in liabilities to other nonresidents

135
136
137
138
139
140
141

....

C. ENTRIES IN SECTION I.G. (RESIDENT OFFICIAL
SECTOR), RELATED TO:
1. Changes in claims on nonresident banks
2. Changes in claims on nonresident official accounts ....
....
3. Changes in claims on other nonresidents
4. Changes in liabilities to nonresident banks
5. Changes in liabilities to international organizations
6. Changes in liabilities to nonresident official accounts . . .
7. Changes in liabilities to other nonresidents

6

Exclude valuation changes and monetization or demonetization of gold.
ln this Section please provide details on the transactions included in the Part I capital flow data that are related to the restructuring or renegotiation of
international debts. Please identify separately any flow entries resulting from write-offs or from forgiveness of debt. Also, please identify separately the entries
resulting from debt/equity swaps, if any.
7

7
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SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS

PART III. STOCKS OF INTERNATIONAL ASSETS AND LIABILITIES
(outstanding amount at ends of calendar years; if other dates, specify
Line
No.

1986

142 A. ASSETS, TOTAL
143 Private sector,
144 1. Direct investment
145 2. Foreign securities, total
146
a. Bonds and notes
147
b. Short-term instruments
148
c. Equity securities
149 3. Other foreign assets of resident banks, total
150
a. Claims on nonresident banks
151
b. Claims on foreign official sector
152
c. Claims on other nonresidents
4. Other private foreign assets of:
153
a. Nonbank financial institutions
154
b. Other nonbanks
155 Resident official sector, total
156 5. International reserves, total
157
a. Gold
158
b. SDRs
159
c. Reserve position in the Fund
160
d. Claims on foreign official sector
161
e. Private sector securities
162
f. Claims on nonresident banks
163
g. Other reserve assets
164 6. Loans and credits
165 7. Other (specify)

)
1987

total8

166 B. LIABILITIES, TOTAL
167 Private sector,
total8
168 1. Direct investment
169 2. Securities, total
170
a. Bonds and notes
171
b. Short-term instruments
172
c. Equity securities
173 3. Other liabilities of resident banks, total
174
a. To nonresident banks
175
b. To nonresident official accounts
176
c. To other nonresidents
177 4. Other liabilities of resident nonbanks, total:
178
a. To nonresident banks
179
b. To other nonresidents
180 Resident official sector, total
181 5. Loans received, total
182
a. From nonresident banks
183
b. From foreign official sector
184
c. From IMF or IMF-administered resources
185
d. From other international organizations
186 6. Bonds and notes
187 7. Short-term securities
188 8. Other liabilities to nonresidents
Memorandum: Distribution of bonds and notes of resident
private and official sector (2.a. plus 6)
189 9. Originally issued in external markets
190 10. Originally issued in domestic markets

8

Include public enterprises.
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Line
No.

1986

1988

1987

C. CUSTODY ACCOUNTS NOT INCLUDED ABOVE
191 1. Claims on nonresidents
192 2. Liabilities to nonresidents

PART IV. RECONCILIATION OF ANNUAL CHANGES IN STOCK DATA
[Increase (+) ; decrease (-)]
Line
No.

193
194
195
196
197
198
199
200
201
202
203
204
205
206
207
208
209
210
211
212
213
214
215
216
217
218

Capital
Flows

Exchange
rate
changes

Price
changes

Write-offs
and
Other
adjustments

Stock
End of
1987

Stock
End of
1987

Capital
Flows

Exchange
rate
changes

Price
changes

Write-offs
and
Other
adjustments

Stock
End of
1988

A. EXTERNAL ASSETS, TOTAL
Private sector, total9
1. Direct investment
2. Foreign securities, total
a. Foreign bonds and notes
b. Short-term instruments
c. Equity securities
3. Other foreign assets of resident banks10
4. Other private foreign assets
Resident official sector, total
5. International reserves
6. Other official assets
B. EXTERNAL LIABILITIES, TOTAL
Private sector, total
1. Direct investment
2. Securities, total
a. Bonds and notes
b. Short-term instruments
c. Equity securities
3. Other liabilities of resident banks10
4. Other liabilities of resident nonbanks ....
Resident official sector, total
5. Loans received
6. Bonds and notes
7. Short-term securities
8. Other liabilities to nonresidents

Line
No.

219
220
221
222
223
224
225
226
227
228
229
230

Stock
End of
1986

A. EXTERNAL ASSETS, TOTAL
Private sector, total9
1. Direct investment
2. Foreign securities, total
a. Foreign bonds and notes
b. Short-term instruments
c. Equity securities
3. Foreign assets of resident banks10
4. Other private foreign assets
Resident official sector, total
5. International reserves
6. Other official assets

9

Include public enterprises.
Excude direct investment and portfolio holdings of securities, if possible.

10

9

©International Monetary Fund. Not for Redistribution

SPECIAL QUESTIONNAIRE ON INTERNATIONAL CAPITAL FLOWS

Stock
End of
1987

Line
No.

231
232
233
234
235
236
237
238
239
240
241
242
243
244

B. EXTERNAL LIABILITIES, TOTAL
Private sector, total
1. Direct investment
2. Securities, total
a. Bonds and notes
b. Short-term instruments
c. Equity securities
3. Liabilities of resident banks11
4. Liabilities of other private resident
nonbanks
Resident official sector, total
5. Loans received
6. Bonds and notes
7. Short-term securities
8. Other liabilities to nonresidents

Capital
Flows

Exchange
rate
changes

Price
changes

Write-offs
and
Other
adjustments

....

PART V. DATA SOURCES FOR CAPITAL FLOWS
1988
Assets

Line
No.

Liabilities

check appropriate box or boxes •

A. DIRECT INVESTMENT
245 1. Surveys of enterprises
246 2. Foreign exchange transaction records
247 3. Data supplied by banking sources, other than A.2
248 4. Other (describe)
B. SECURITIES TRANSACTIONS
249 1. Data supplied by resident beneficial owners or obligors .
250 2. Foreign exchange transaction records
251 3. Data supplied by resident banks and security dealers ..
252 4. Data from foreign sources
253 5. Other (describe)
C. BANKING SECTOR DATA
254 1. Flow data reported by resident banks
255 2. Flows derived from position figures reported by resident
banks
256 3. Flows derived from external banking statistics
257 4. Other (describe)
D. OTHER PRIVATE CAPITAL FLOWS
258 1. Data reported by resident beneficial owners or obligors .
259 2. Foreign exchange transaction records
260 3. Data reported by resident financial sector
261 4. Data derived from foreign sources (describe)
262 5. Other (describe)

•
•
•
•

•
•
•
•

•
•
•
•
•

•
•
•
•
•

•
•
•
•
•

•
•
•
•
•

•
•
•
•
•

•
•
•
•
•

11

Excude direct investment and portfolio holdings of securities, if possible.

10
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Stock
End of
1988
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PART VI. BASIS OF VALUATION FOR STOCKS OF
INTERNATIONAL ASSETS AND LIABILITIES, 1988
Line
No.

263
264
265
266
267
268
269
270
271
272
273
274
275
276
277
278
279

A. EXTERNAL ASSETS
1. Private sector12

2.
B.
1.

2.

a. Direct investment
b. Bonds and notes
c. Short-term instruments
d. Equity securities
e. Other banking sector assets
f. Other private assets
Residential official sector
a. Reserves
b. Other
EXTERNAL LIABILITIES
Private sector12
a. Direct investment
b. Bonds and notes
c. Short-term instruments
d. Equity securities
e. Other banking sector liabilities
f. Other private liabilities
Resident official sector
a. Loans received
b. Other debt obligations
c. Other liabilities

Book
Value

Market
Value
(check appropriate column)

Other
(specify)

•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•
•

•
•
•
•
•
•
•
•
•
•

PART VII. INCOME IN INTERNATIONAL ASSETS AND LIABILITIES
1987

Line
No.

Credit

1988
Debit

Credit

Debit

280 A. DIRECT INVESTMENT INCOME,
TOTAL

281 1. Reinvested earnings
282 2. Distributed earnings (dividends,
interest, and branch profits)

283 B. OTHER PRIVATE INCOME, TOTAL ..
284 1. Interest received or paid by resident
banks, total
a. From/to nonresident banks
285
b. From/to other nonresidents
286
287 2. Interest received or paid by other
private residents, total
a. From/to nonresident banks
288
b. From/to other nonresidents
289
290 3. Dividends (other than on direct
investment)

291 4. Other (specify type)
5. Commitment, renegotiation, or other
292
293
294

fees charged by banks
a. Included in investment income
b. Included in other services
c. Other (please specify where
included)

...

12

Include public enterprises.

11
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1987

Line
No.

Credit

1988
Debit

Credit

295 C. RESIDENT OFFICIAL INCOME,
TOTAL
296 1. From/to foreign official institutions
297 2. From/to international organizations . . .
298 3. From/to nonresident banks
299 4. From/to other private nonresidents . . .
Memorandum: Interest on bonds and notes
Included above in Item B
Included above in Item C
Indicate whether income entries are:
300 1. Before [ ] or after [ ] withholding taxes in the reporting country.
301 2. Before [ ] or after [ ] withholding taxes in partner countries.
Identification of person responsible for completing this form:
Name:
Address:

Phone No.:
Fax No.:

NOTES & COMMENTS

12
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NOTES & COMMENTS
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INTERNATIONAL MONETARY FUND
WORKING PARTY ON THE MEASUREMENT OF
INTERNATIONAL CAPITAL FLOWS
Notes and Instructions for Questionnaire on
International Capital Flows
This Questionnaire is part of a special effort by the Working Party on the Measurement of International Capital Flows,
established by the IMF, to develop a detailed, comprehensive
set of data on international capital flows, together with related
data on investment income, stocks of international assets and
liabilities, and material on sources and methods of data
collection. Because of the broad scope of this inquiry, the
questionnaire is necessarily extensive. Moreover, to facilitate
comparisons across many data sources, the breakdowns by
types of transactions and types of transactors are structured in
considerable detail. They may differ in some respects from
definitions or categories normally used in reporting to the
Bureau of Statistics.
Part I of this form covers comprehensively the balance of
payments entries for private and official international capital
flows; Part II relates to debt restructuring and other elements
of the flow data; Part III requests data for stocks of international assets and liabilities; Part IV provides a reconciliation
of stocks and flows; Part V is a checklist for data sources on
capital flows; Part VI is a checklist for asset and liability
valuations, and Part VII requests data on related international
income entries. The basic period for this study is the calendar
years 1987 and 1988; if a different period is being reported,
please state the period used.

The 4th edition of the Fund's Balance of Payments Manual
(1977) is presently in the early stages of revision, and it is too
soon to predict what changes in BOP compilation methodology might be recommended. An effort has been made in the
present Questionnaire to conform critical elements of terminology (e.g., descriptions of economic sectors and instruments) to those used in the existing Manual, but some differences will be noted. Likewise, the ordering of some
capital flow entries may be slightly different than those used
on the basis of the Manual for submissions to the Bureau of
Statistics. In filling out the Questionnaire, compilers are
invited to comment on elements of their national procedures
that, for whatever reason, do not conform to standards set
forth in the existing Manual.

PURPOSE

CONFIDENTIALITY

Most of the data requested are already part of the data
collection system of the Bureau of Statistics of the Fund,
although the details and specifications may differ. However,
the Working Party believes that by pulling together these data
covering many countries in this more direct and focused way,
it will be possible to bring to light certain gaps or discrepancies that may not be apparent in the preparation of regular
statistical reports. It is the intention of the Working Party to
follow up this questionnaire through direct consultations between members of its Technical Staff and the national compilers and authorities of a cross-section of member countries.
A further major purpose of the questionnaire is to compile
a comprehensive record of the methodologies used by national compilers for collection and estimation of data on
international capital flows. Such a compilation will not only
facilitate comparisons of data across countries, but will also
provide an opportunity for national compilers and their authorities to express their own views on the problems of
compiling these data.

The Working Party will restrict the use of any reported
information to the members and staff of the Working Party
and of the IMF, when such a restriction is requested by the
respondent.

ESTIMATES AND REVISIONS
It should be emphasized that this inquiry is in no way a
substitute for the material regularly prepared for the IMF's
Bureau of Statistics. For purposes of this questionnaire, the
best estimates of the compilers are requested, even where
actual data are not available or are considered to be too
imprecise to be reported to the Bureau of Statistics. Such

estimates should be identified with an asterisk (*). Where the
data now available are revisions of data supplied earlier to the
Bureau of Statistics, such entries should be marked (rev.). In
those cases where details are not available, but are included
in a relevant total, please mark the item "not shown separately" (nss).
RELATION TO THE FUND'S BALANCE OF
PAYMENTS MANUAL

REPORTING SCHEDULE
We would like to have your replies as quickly as possible,
but at the same time we realize that the Questionnaire is quite
extensive, so that some accommodation is necessary. To
meet our schedules, it would be most helpful if you could
return the entire Questionnaire not later than 45 days after
receipt. However, if you can complete and return any sections
of the Questionnaire at an earlier date our work would be
greatly facilitated.
METHODOLOGICAL DESCRIPTIONS
A checklist of the types of data sources for capital flows is
provided in Part V of the Questionnaire. However, each
national compiler is also requested to provide a reasonably
comprehensive description of the sources and methods behind each of the main flow and position categories reported in
Parts I and II. If complete and current descriptions have been
prepared for other purposes (including the Fund's proposed
Balance of Payments Compilation Guide or the Eurostat
series) a reference to that source will be acceptable. Otherwise, please send copies of whatever published material or
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working documents will enable the Technical Staff to understand details of your compilation and valuation procedures.
For the special purpose of this survey, respondents are urged
to call attention to statistical problems that are known to exist
in their national data. Comments on your plansfor improving
the data would also be very helpful.
VALUATION AND OTHER ADJUSTMENTS
For the purpose of this Questionnaire, the over-all capital
flow data reported should conform to the conceptual standards established for the reporting of statistics to the IMF's
Bureau of Statistics, apart from the insertion of estimates, or
revisions, as noted above. In principle, these flow data are
calculated so as to exclude the effects of factors other than
actual transactions that affect the value of external assets and
liabilities, such as exchange rate fluctuations, unrealized
capital gains or losses, write-offs, or other stock adjustments.
Part IV is intended to capture the adjustments not included in
your capital flow data. However, if you have additional comments please add a note to your return.
GEOGRAPHIC DETAIL
The Questionnaire items do not call for any geographic
breakdowns of the requested data, but any study of the global
capital account discrepancy inevitably requires comparisons
of data reported by partner countries or regions. Of course,
there is great variation among countries in the extent and
derivation of any such geographic detail. Therefore, rather
than prescribe a fixed format for such information, the Working Party is requesting each national compiler to provide,
along with the Questionnaire itself, the most detailed geographic breakdowns that are available, preferably for 1987
and 1988, either in published form or as estimated for internal use, for the items listed in the Questionnaire, or for
similar items, wherever possible. Geographical data for direct investment and for official credits extended or received
would be especially helpful.
In supplying geographic data, the respondent should indicate, where relevant, the allocation principle that is used
when transactions pass through intermediary centers such as
tax havens or through chains of ownership in multinational
corporate enterprises.
SPECIFIC INSTRUCTIONS
The categories used in this Questionnaire are sometimes
broken down into details that may not be available to national
compilers. Compilers are requested to provide all possible
detail but, where details are not available, sub-totals or totals
may be reported instead. For items where you have no information and make no estimate please insert "not available"
(n.a.) in the appropriate space; insert a zero (0) where transactions are negligible or do not exist.
Part I. International Capital Flows —
Sections A through H of Part I cover all private and official
capital flows, including reserve transactions. Entries should
not be duplicated in different Sections of Part I.
I.A. Direct investment —
The concept of direct investment is described in Chapter
18 of the Fund's Balance of Payments Manual. The breakdown in this Questionnaire follows lines 45-52 of the Bal-

ance of Payments Yearbook, except that Item A.I.c and
A.II.c include both long-term and short-term accounts. Note
that for banks the concept of direct investment as used here
covers the long-term capital invested by the parent, but excludes day-to-day commercial banking or financial transactions, which are to be reported in Section I.C.
There
appears to be some potential for discrepancies (differences in
national treatment) in cases where affiliates own equity
shares in their parent organizations. If you have such cases,
please provide a note indicating how you treat such situations, i.e., whether net or gross.
I.B. Transactions in securities —
This section of the Questionnaire covers primarily the
capital flows reported under portfolio investment in the standard components of the Fund presentation. However, a separate grouping is provided for short-term instruments that may
be included elsewhere in your reports to the Bureau of Statistics. If they are included elsewhere in such reports please add
a note indicating where they are ordinarily included.
In the memorandum item covering new issues, "international markets" refers to markets drawing buyers from various
countries; "foreign markets" refers to markets where local
residents are the predominant purchasers.
Note that negotiable certificates of deposit are not treated
as portfolio securities - a departure from the Manual. For
purposes of this Questionnaire, CDs are to be treated as bank
deposits.
I.C. Resident banking sector —
This section of the Questionnaire consolidates the items in
the Yearbook relating to transactions of "deposit money
banks." The arrangement is intended to fit as closely as
possible with banking data available from other national and
international sources, and to identify categories of special
interest in analyzing sources of discrepancies in reporting.
As a result, direct comparisons with individual lines of the
Yearbook are not feasible. Note that the resident banking
sector includes banks that are resident agencies, branches,
and subsidiaries of nonresidents. Transactions involving
"financial" leases should be reported under item I.C. if the
lender is a bank, or under I.E. for other financial institutions.
I.D. Custody accounts —
This section of the Questionnaire covers primarily custody
accounts held by financial institutions for domestic and foreign customers. If changes in these accounts are regularly
included in your balance of payments accounts, and can be
identified separately, please report them in this section. If you
have information on these custody accounts, but do not
include changes in their external assets or liabilities in your
balance of payments accounts, please provide a note giving
as much relevant information as possible, including the type
of securities held.
I.E. Nonbank financial institutions —
This section of the Questionnaire covers a classification,
"nonbank financial institutions", that is not separately identified in the Fund's balance of payments reporting system, but
is presumably included among "other" sectors. Examples of
such financial institutions would be: finance companies, insurance companies, pension funds, mutual funds, security
dealers, and non-bank deposit-taking institutions. If transactions of this potentially important category of transactors can
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be shown separately, it would be very useful for analytical
purposes. If separate data are not available, these transactions
will presumably be recorded under item I.F. If instead, they
are recorded as part of the banking sector under I.C., please
provide a footnote to that effect.
I.F. Other private sector —
This section of the Questionnaire corresponds in general to
the information in lines 77-83 and 93-97 of the Yearbook,
apart from the assets and liabilities of nonbank financial
institutions (which may be reported in Section I.E.), and
short-term obligations reported in I.B.. The breakdowns
employed in the Questionnaire are intended to facilitate comparisons with other data sets where the sector of the nonresident partner to the transactions is the main reference point.
I.G. and I.II. Resident official sector, including
reserves —
These sections are intended to capture most capital flows
involving the resident official sector other than those reported
in I.B.. The coverage corresponds to Yearbook lines 62-68,
84-88, and 98-111, except that the entries for changes in
reserves should be transactions only; they should exclude
valuation changes and monetization and demonetization of
gold (see Part IV below). In this Questionnaire there is an
attempt to identify the sources of governmental financing by
type of lender, in order to facilitate comparisons with data
from partner countries.
With respect to liabilities, the principle followed in this
Questionnaire is to treat nonresident transactions in debt
obligations of the resident official sector as part of the transactions in securities covered in Section I.B., but to include
transactions in direct loans received (or extended) by the
resident official sector from (to) foreign lenders (borrowers) including loans from foreign official agencies or commercial
banks.
Part II. Debt restructuring —
This section is intended to capture various types of special
transactions or adjustments, primarily related to debt restructuring, that affect reported capital flows in significant
amounts. The identification of possible special transactions is
limited to a few cases; if you have other kinds of significant
special transactions that affect your reported capitalflows(or,
additionally, may affect your asset or liability stocks, or
income accounts) please provide a note identifying them and
showing the amounts entering your flow data. If you are

aware of a different treatment accorded to these same transactions by a partner country, please call that to our attention.
Parts III & IV. Stocks and reconciliation of changes in
stocks —
The data on stocks of international assets and liabilities
covered in Part III, together with the reconciliation shown in
Part IV, will provide a basis for comparison with data on
capital flows, and will also help in the updating of adjustments to international investment income prepared by the
Bureau of Statistics - (Balance of Payments Statistics, Part2,
Table 3). If your capital flow data include any of the reconciliation items other than capital flows shown in Part IV,
please provide an explanatory footnote. The effects of
exchange-rate and price changes should be calculated independently, if possible. As with other sections of this Questionnaire, the breakdowns of the dataareintended to facilitate
comparisons with other available data sets. For Part III, also,
it would be most helpful to have as much information as
possible on the geographic distributions of the global figures.
Part V. Data sources —
This section provides a simple checklist of the most important data sources for international capital flows. Together
with the more extensive descriptions of methodologies to be
provided by respondents, these entries will provide a background for evaluation of the effects of varying data sources
and methodologies on the overall quality of the reported data
on international capital flows.
Part VI. Valuation principles —
This section is intended to provide a simplified guide to the
valuation practices of individual countries, in order to facilitate cross-country comparisons. "Book value" refers to valuations maintained in the accounts of the asset and liability
holders, which may include mixtures of historical cost and
market value elements. "Market value" refers primarily to the
estimates, often made by national statistical offices, based on
transactions or other available information, to approximate
current market values.
VII. Income accounts —
The information on income on investments requested in
this section of the Questionnaire parallels the data collected in
1985 by the Working Party on the Current Account Discrepancy. As before, the breakdowns are designed to be comparable with data on stocks of external assets and liabilities.
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Data Sources Used by National Compilers
Neil Patterson
Introduction
Countries have developed systems for collecting and
aggregating data on international transactions that
reflect their institutional structures and capabilities. In
nearly all cases, the basic conceptual framework for
organizing the data is broadly compatible with the
Fund's Balance of Payments Manual.
Most countries use a combination of sources to compile their balance of payments statements. Even for
a single component of the accounts, such as direct
investment, a number of sources may be used. It is
possible, however, to focus on three features of data
sources. First, data collection may be based on the
reporting of individual transactions or on the reporting
of aggregates. Second, data may be collected by the
statistical agency from an intermediary (say, a dealer
that handles security transactions for clients) or
directly from a transactor. Third, data may be collected
on transactions or on stocks of assets and liabilities.
The Fund's draft Balance of Payments Compilation
Guide sets out a classification scheme for data sources.
The collection of data on international capital flows
falls mainly into four categories: international transaction reporting systems (ITRS); enterprise surveys;
official sources; and foreign sources. These data
sources are described and discussed in the next section.
The final section discusses how these data sources are
used to compile three of the four main capital account
categories: direct investment, portfolio investment,
and other capital.1
Types of Data Sources
International Transaction Reporting Systems2

ITRS encompass both "simple" foreign exchange
reporting systems (FERS) and "modified" versions of
FERS. Broadly, an FERS measures purchases and
1The remaining category is reserves. Reserves data are obtained
from the monetary authorities of each country.
2
These systems are sometimes described by other names; one such
name is "direct reporting systems."

sales of foreign exchange by resident banks, classified
by the source of funds in the case of purchases and by
the purpose for which the funds are required in the
case of sales. These systems have usually developed
as a by-product of foreign exchange control administration. Therefore, they usually involve the reporting of
residents' individual transactions to resident banks,
which then transmit data to the statistical compiler.
FERS provide data on transactions in foreign currencies. These data are suitable for balance of payments
measurement in countries where tight foreign exchange
controls exist under which (a) nonbank residents are
not permitted to hold foreign currency accounts with
resident banks or accounts with nonresident banks,
(b) nonresidents cannot hold accounts with resident
banks, and (c) residents cannot engage in noncash
transactions, such as the granting of trade credit and
changes in intercompany accounts.
As foreign exchange regulations have been relaxed
or abolished, compilers in many countries have modified their reporting systems. These modified systems
still depend on the reporting of individual foreign
exchange records via bank intermediaries, but these
records have been supplemented in some of the following ways: (a) residents with either foreign currency
accounts at resident banks or accounts with nonresident banks report details of transactions through these
accounts; (b) residents report details of domestic currency transactions with nonresidents; (c) transactions
that take place through nonresident bank accounts with
resident banks are monitored; and (d) enterprises
report details of noncash transactions.
ITRS vary in their comprehensiveness and internal
consistency. Some can be described as closed systems.
They reconcile individual transactions with corresponding changes in foreign accounts. For example,
each form submitted by a client to a bank is matched
with an entry in the bank's foreign currency account.
An open system does not require complete accounting
and reconciliation. Often the latter is a partial system,
in that certain transactions are excluded from the
reporting system because the data are collected
through other channels.
A survey of balance of payments compilers, conducted by the Fund's Statistics Department in 1990

Neil Patterson was a member of the Working Party's technical staff. He is now a Deputy Division Chief in the IMF's Statistics Department.
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(BOP Compilers Survey), obtained information on the
data sources used by 58 countries. The survey found
that 49 of these countries used ITRS as a data source
for at least some balance of payments transactions,
although frequently in conjunction with other sources.3
Of the ITRS countries, 28—of which 1 was an industrial
country and the rest were developing countries—covered only foreign currency transactions, and the
remaining 21—including 11 industrial countries—measured both foreign currency and domestic currency
transactions. The systems of 14 surveyed countries—
including 6 industrial countries—were described as
being "closed"; 24 systems—including 4 in industrial
countries—were described as "open"; and 8 systems
were described as "partial."
Enterprise Surveys

Enterprise surveys also cover a wide range of
approaches. In them, the measure is usually the sum
of all the specified transactions of a business entity,
but data on balance-sheet positions may be collected
as well, or even instead of transactions data. The draft
Compilation Guide distinguishes between
—the collection of data from resident asset holders
or obligors;
—collections from resident intermediaries (such as
securities dealers and fund managers); and
—collections from resident banks andfinancialinstitutions.
The first and third of these categories relate to "own
account" activity, while the second relates to activity
undertaken on behalf of customers. The third category
covers collections that are often conducted by compilers of domestic financial statistics and that may yield
only balance-sheet data.
In some countries, enterprise surveys involve largescale collections covering thousands of enterprises. In
others, collections from a few large companies may be
all that is required, particularly if these are the only
companies that engage in significant international
transactions or if the collection is used to supplement
other data sources. In enterprise surveys, particular
attention must be paid by compilers to ensuring satisfactory coverage of transactors.
Of the 58 respondents in the BOP Compilers Survey,
34 countries—including 11 industrial country respondents—said that they conducted surveys of asset holders and obligors; 17—including 10 industrial country
respondents—said that they conducted collections
from intermediaries; and 39—including 12 industrial
country respondents—said that they conducted banking collections. Since there were more data sources
than respondents, it was evident that many countries
used more than one source.
3

However, some of these 49 countries did not use ITRS as a source
for any capital account items. For example, Australia used an ITRS
for a few current account items only.

Official Sources

"Official sources" cover a wide range of other data
sources. They may be government financial accounts,
records of the particular agency responsible for debt
management, foreign investment approvals, or applications to acquire foreign exchange. In some instances,
these sources may yield individual transactions data.
In others, such as foreign investment approvals, they
may provide data based on anticipated rather than
actual flows, or on initial investments but not on incremental investments or disinvestments.
Official sources may often provide valuable data at
relatively small cost to the balance of payments compiler. However, the statistician may have limited
influence over these collections, since they have usually been designed for administrative or revenue purposes rather than to meet statistical needs. In this
respect, these sources differ from ITRS and enterprise
surveys, which have usually been designed for balance
of payments purposes.
Foreign Sources

Data from foreign sources, namely partner countries
or international organizations, are occasionally used in
balance of payments compilation. For example, the
Fund and the BIS collect data on the external claims
and liabilities of banks vis-a-vis foreign banks and nonbanks. Individual countries' banking claims on and liabilities to the rest of the world can be derived from
these figures. Some countries use these statistics to
derive certain capitalflowitems in the absence of complete national data.
Data Sources Used in Capital Account
Compilation
Overview

Table 1 is derived from responses to the BOP Compilers Survey and summarizes the use of various data
sources in the compilation of capital account items.4
The table shows the number of data sources used for
4

In the survey, the reporting industrial countries were
Australia
Germany
Norway
Belgium
Italy
Portugal
Canada
Japan
Sweden
Denmark
Netherlands
United Kingdom
Finland
New Zealand
United States
The reporting developing countries were
The Bahamas
Haiti
Senegal
Hong Kong
Sierra Leone
Bahrain
Bangladesh
Indonesia
Singapore
Solomon Islands
Benin
Jamaica
Burundi
Korea
South Africa
China
Liberia
Sri Lanka
Malaysia
Sudan
Congo
Mali
Swaziland
Costa Rica
Dominica
Malta
Thailand
Ecuador
Mauritius
Tonga
Egypt
Nigeria
Trinidad and Tobago
Pakistan
Tunisia
El Salvador
Gabon
Peru
Turkey
Philippines
Venezuela
Guatemala
Saudi Arabia
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Data Sources Used in Capital Account Compilation
Table 1. Data Sources Used by 58 Countries
(Number of sources)
Other direct investment
Reinvested earnings
Portfolio investment
Other capital
Industrial Developing
Industrial Developing
Industrial Developing
Industrial Developing
countries countries Total countries countries Total countries countries Total countries countries Total
—
—
—
11
16
10
14
26
23
9
20
9

Data sources
ITRS1
Enterprise surveys
Data supplied by
resident asset
9
holders and obligors
Data supplied by
resident
intermediaries
...
Data supplied by
banks
...
Data from official
1
sources
Data from foreign
—
sources
Item not measured or
5
estimated

7

24

15

19

26

6

11

17

8

12

20

...

...

...

...

...

6

6

12

3

—

3

...

...

...

...

...

5

13

18

10

13

23

12

20

9

18

27

-

_

3

1

4

17

17

=

18

18

70

104

42

76

118

12

13

2

14

16

8

—

—

—

—

—

—

17

22

=

6

6

=

74
55
34
19
59
44
15
Total
Source: BOP Compilers Survey, conducted by the Fund's Statistics Department in 1990.
1International transaction reporting systems.

the three main types of capitalflows(with direct investment split into reinvested earnings and other flows).
Many countries used more than one source to construct
a capital account item.
Direct Investment

According to the survey, the most frequently used
sources of direct investment data were enterprise surveys and ITRS. A selection of responses to the BOP
Compilers Survey was examined in further detail for
the direct investment category. The replies of 54 compilers were classified by the principal data source used
(see Table 2).
Industrial Countries
Of the 15 industrial countries covered in Table 2,
9 national compilers reported using ITRS to compile
Table 2. Direct Investment: Principal Data Sources in
54 Countries
(Number of countries)
Data sources
ITRS
ITRS, supplemented by
enterprise surveys
Enterprise surveys
Data from official sources
Items not measured
Total

Developing
countries

Total

41

102

14

1

—
163
10
3
39

5
21
11
3
54

Industrial
countries

=

5
5
1
15

Source: BOP Compilers Survey
1These measure both foreign currency and domestic currency
transactions.
2
These measure foreign currency transactions only. In a few cases,
they were supplemented by data from official sources.
3
In a few cases, these were supplemented by enterprise surveys.

direct investment data, 5 reported using only enterprise
surveys, and 1 reported using official sources. Of the
group of nine, all the collection systems were based
on compulsory reporting of individual transactions—
from the banking system, directly from enterprises, or
from a combination of both.5
All nine compilers reported that their systems
extended beyond FERS to cover domestic currency
transactions as well as foreign currency transactions.
Nonresidents generally were permitted to hold
accounts with domestic banks, and residents were
allowed to hold foreign currency accounts with either
domestic or foreign banks. Most compilers indicated
that their systems were designed to record transactions
occurring through these accounts.
Of the nine compilers,five—includingGermany and
the Netherlands—conducted supplementary surveys
to collect additional direct investment data. Two of the
five, Finland and Sweden, have introduced surveys
recently. All five compilers collected and published
data on reinvested earnings; the others did not. The
same five reported that noncash transactions between
a parent and its affiliate abroad were recorded in the
direct investment statistics; the others did not. A further compiler, Belgium, was developing a supplementary survey.
Of the five compilers that used only enterprise surveys, all conducted annual (or less frequent) benchmark surveys that covered a very large number of
enterprises and quarterly surveys that covered a sample of these enterprises, including the more important
5
The nine reporters in this category were Belgium-Luxembourg,
Denmark, Finland, Germany, Italy, the Netherlands, Norway,
Japan, and Sweden.
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ones.6 The five compilers generally reported that few
enterprises (those with minimal investments) were
excluded from their benchmark surveys. The coverage
in their quarterly surveys was quite high (80 percent
or more, by total value of the direct investment activity
of all enterprises). Of the five compilers, four recorded
reinvested earnings in their balance of payments statistics.7
The fifteenth compiler reported using official records
and data supplied by the authorities responsible for
foreign investment approval.
Developing Countries
The responses of 39 developing countries are covered in Table 2. Broadly, 10 compilers reported using
ITRS to compile direct investment data, 16 reported
using enterprise surveys, 10 reported using official
sources, and 3 reported that direct investment transactions were not measured.
Of the group of 10 compilers that used ITRS, none
had extended their systems to cover domestic currency
as well as foreign currency transactions. A few of these
systems were extensions of the basic FERS model;
several compilers reported that their systems captured
resident holdings of foreign currency accounts. Several
countries supplemented their FERS using data from
official sources and measured reinvested earnings.
Of the group of 16 countries that used enterprise
surveys, 15 reported that they collected reinvested
earnings data (in some cases not separately identified in
their statistics) and 4 reported that they supplemented
their survey data using FERS. The surveys conducted
by this group of compilers ranged from comprehensive
inquiries to limited inquiries covering only a small number of firms.
The 10 compilers that used official data most frequently described their information source as foreign
investment approvals or applications to acquire foreign
exchange. In several instances, these two types of data
were combined, and in one case they were supplemented by tax records. In some instances, the official
data were supplemented by surveys to obtain reinvested earnings data. Reinvested earnings were compiled by six of the ten economies, although not always
from the survey source.
Portfolio Investment
Table 1 shows that the 58 respondents in the BOP
Compilers Survey reported 104 types of data sources
for the measurement of portfolio investment; hence
many countries used several sources. The data were
obtained in most countries from financial intermediaries, either as the product of an ITRS or as a statistical
report, but quite a few countries collected data directly
6The five reporters in this category were Australia, Canada, New
Zealand, the United Kingdom, and the United States.
7
The exception was Canada.

from issuers and holders of securities or from official
sources. For example, the United States and Germany
relied heavily on reports from financial intermediaries
but also used data supplied by issuers and holders.
Investigations by the Working Party on the Measurement of International Capital Flows determined that,
in most countries, portfolio investment data were based
on the collection of transactions information. Only a
few countries—one was Switzerland—derived portfolio data from changes in stock positions. Financial
intermediaries played a dominant role in the provision
of portfolio data, especially for secondary-market
transactions. Across countries, practices varied considerably regarding how much securities detail was collected from intermediaries. France and Canada collected a large amount of detail on individual securities
bought and sold to nonresidents, but in many other
countries the transactions data were collected in highly
aggregated form.
Other Capital
In view of the diversity of transactions covered in
''other capital," it is not surprising that Table 1 shows
that the 58 respondents in the BOP Compilers Survey
reported 118 different types of data sources. Data were
obtained most frequently from financial institutions as
well as from resident enterprises and official sources.
In the absence of complete domestic data, a small number of countries—including Canada, Germany, and the
United Kingdom—compiled certain items of their nonbank sector from the international banking statistics of
the Fund and BIS.
The frequent use of banking reports is partly because
the transactions of resident banks form an important
part of "other capital." Information on the sources of
banking flows for 38 countries was extracted from the
Working Party's Special Questionnaire on International Capital Flows. This information is shown in
Table 3.
In the case of banking flows, nearly all countries
relied on data reported by resident banks and a majority—including Canada, France, Germany, India, Italy,
Japan, the United Kingdom, and the United States—
based their flow data on changes in the positions
reported by banks, sometimes in combination with data
reported on a flow basis.

Table 3. Banking Flows: Data Sources in 38 Countries
(Number of countries)
Assets Liabilities
6
Flow data reported by resident banks
5
16
17
Position data reported by resident banks
Combination of flow and position data
11
9
reported by resident banks
2
1
Data from foreign sources
Other, including combinations of listed
4
5
sources
Total
38
38
Source: Special Questionnaire on International Capital Flows.
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National Compilation Systems
The Working Party on the Measurement of International Capital Flows asked a number of countries to
prepare brief descriptions of their systems for compiling data on international capital accounts, together with
an exposition of the problems they have encountered
with their systems and the steps being taken to improve
the data. In the following section, 11 of these statements are presented, modified to some extent to meet
requirements for length and uniformity of presentation.
It is hoped that these statements will illustrate the range
of statistical systems in place as well as the problems
and possible solutions connected with them.
Australia
Main Features of Capital Account Compilation

Data for Australia's balance of payments capital
account are derived from a number of sources, of which
the most important is the Survey of Foreign Investment
(SFI). Data are collected by the Australian Bureau of
Statistics (ABS).
Survey of Foreign Investment
The SFI is a survey conducted under the authority
of the Census and Statistics Act. The act provides the
Australian Statistician with the power to direct disclosure of the desired information; penalties can be
imposed for noncompliance. The act also stipulates
that replies are held confidential.
The SFI consists of small monthly telephone surveys
and much larger quarterly and annual mail-based collections. The SFI contains a variety of reporting forms
designed to fit the activities of all types of international
transactors and covers data on capital flows, investment stocks, and related income items. Many details
are required, including types of transactions and geographic allocations.
The monthly telephone survey covers 18 enterprise
groups.1 It obtains information on the foreign borrowing activity of the state governments and on nonresi1

An enterprise group comprises enterprises related under the terms
of the Corporations Law that operate within a single resident sector
(such as the banking sector, the nonbank financial sector, or the
trading sector).

dent holdings of debt securities issued in Australia by
the Commonwealth and state governments and by public nonbank enterprises. Respondents include the central borrowing authorities of each state government,
the Reserve Bank of Australia, and the large nominee
enterprises holding Australian securities on behalf of
foreign principals.
The quarterly collection covers just over a thousand
enterprise groups that have foreign investment activity
in excess of certain thresholds, plus about 80 nominee
and securities dealers that act on behalf of foreign principals. Information is collected on all aspects of foreign
investment activity of the selected enterprise groups,
except on the stocks of foreign portfolio investment in
Australian corporate equities and reinvested earnings
attributable to direct investors. Nonetheless, quarterly
estimates of both types of investment are made as
described below.
The annual collection covers the two aspects of foreign investment activity not covered in the quarterly
collection and any foreign investment activity of enterprise groups not included in the quarterly collection.
The annual collection covers all large transactors and
a stratified random sample of other enterprise groups.
Approximately 4,200 enterprise groups are surveyed
annually from about 6,200 enterprise groups that fall
within the scope of the SFI. Many enterprise groups
are included in both the quarterly and annual collections but do not need to resubmit data already reported
in one or the other survey.
Other Sources
Some elements of the capital account are collected
outside the SFI. In particular, data are collected separately from the Commonwealth Government and the
Reserve Bank on their holdings of certain foreign
financial assets and liabilities, including borrowing in
foreign markets and official reserve assets. In addition,
the principal Australian export marketing authorities
are separately approached for information on accounts
receivable.
Although quarterly details on the stock of foreign
portfolio investment in Australian corporate equities
are not collected in the SFI, estimates of this component are made using both the latest annual SFI stock
data, supplemented by capital transactions data collected in the quarterly SFI from brokers and other
security dealers, and relevant data from other sources,

The country reports were edited by Arie C. Bouter and Neil Patterson, who both served as members of the technical staff.
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such as the financial press and the Australian Stock
Exchange. These sources are also used to supplement
stock information annually reported by companies and
nominee enterprises in order to revise estimates of
capital transactions.
Estimation Methods
Australia compiles comprehensive capital account
statistics (and corresponding statistics on stocks and
investment income) on a quarterly and annual basis
as described above. However, in compiling preliminary quarterly and annual statistics from the SFI, estimates are included for late respondents. Individual
estimates are made for large nonrespondents and global
estimates are made for smaller ones. Quarterly published data include a coverage adjustment, based on
historical trends for those entities not approached quarterly. When the annual SFI results are available, the
coverage adjustment is replaced with an estimate based
on the actual annual collection for that year. For quarterly reinvested earnings, estimates are made by
extrapolation until survey-based data are available
from the annual SFI. Two basic approaches are used
to prepare final quarterly estimates from annual SFI
data: first, when no better basis is available, the annual
data may be allocated evenly to the quarters; second,
annual data may be allocated to quarters on the basis
of the information reported by quarterly respondents.
Existing Problems as Seen by National Compilers

Measurement of capital account transactions has
become increasingly difficult during the 1980s. Since
October 1983, there have been a number of government
initiatives designed to liberalize the financial system
and to introduce diversity and competition into the
enterprise sector. These measures have included the
freeing-up of controls on participation in the foreign
exchange market, suspending virtually all exchange
controls, floating the Australian dollar, authorizing a
number of foreign banking interests to establish banking operations in Australia, allowing many new merchant banks to be set up (most with significant foreign
ownership), permitting substantial foreign ownership
in Australian stockbroking businesses, and liberalizing
controls on foreign investment in Australia. One outcome of these initiatives has been an "internationalization" of the Australian financial system, which has
contributed to a significant increase in the number and
types of entities engaged in international transactions.
New instruments and methods of financing have also
been introduced.
These changes to the structure of thefinancialsystem
in Australia have challenged international accounts
statisticians. For example, the correct conceptual
treatment for new, often complicated, sets of transactions has had to be determined, and procedures to
ensure that new transactors are covered by the SFI
have had to be developed. The latter problem has been

compounded by the suspension, from December 1983,
of exchange controls. Up to that point, information on
entities that had been granted exchange control
approvals had provided a prime source for identifying
new transactors; since then, the ABS has had to resort
to various partial sources. Also, as the government has
relaxed its monitoring of foreign investment proposals,
with the result that fewer transactions require
approval, the Foreign Investment Review Board data
are less useful as a source for identifying new transactors.
Two other measurement problems also may have
had a significant impact. First, problems have emerged
in the measurement of gains and losses on foreign
exchange transactions, particularly those involving
banks. The nature and extent of these deficiencies are
under investigation. Second, the potential for inconsistencies in the time of recording and the valuation of
the two sides of a transaction has increased with the
rapid growth in the volume of international transactions
and the increased frequency of exchange rate adjustments since the floating of the dollar and other major
currencies.
Foreign investment in Australian real estate became
substantial during the latter half of the 1980s. Until
recently, such investments were captured in the statistics only when they had been channelled through an
entity operating in Australia. The ABS has investigated
and estimated the undercoverage of such investments,
incorporating the figures into the published statistics
from the third quarter of 1989 onward. This adjustment
significantly reduced Australia's balancing item (net
errors and omissions) between the periods 1986-87 and
1988-89. However, some undercoverage may still be
associated with this type of investment. In addition to
producing undercoverage estimates for past years, the
ABS has developed a methodology, within the SFI
framework, to improve the regular measurement of
investment in Australian real estate.
More recently, many Australian enterprise groups
have been liquidating both Australian and foreign
assets in order to reduce indebtedness. The coverage
of the capital inflows associated with the acquisition
of these assets by nonresidents is probably incomplete.
A further problem confronting Australian compilers is
the lagging receipt of data from an increasing number
of companies in receivership or liquidation.
Plans for Improvements

A number of projects to improve coverage in the
SFI are currently under way: investigation of new data
sources (such as the Australian Securities Commission); development of a survey drawn from an alternative population register to quantify as accurately as
possible the extent of undercoverage in the SFI and
identify units not in the survey; and reconciliation of
unit record data reported in the SFI with data reported
in other ABS collections. Methodologies for partial
coverage and nonresponse estimation are being
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reviewed in order to develop more quantitative and
automated models.
A review of the SFI's computer editing system is
being conducted with the aim of making the system
simpler and more effective, thus freeing computing and
clerical resources to undertake other tasks. Also, electronic reporting is being progressively extended in the
SFI. Data are edited as they are entered into the electronic form by the respondent, thus minimizing reporting errors. This development is expected to improve
the quality of reported data and free clerical resources
to check paper returns more thoroughly.
Two methodologies are currently being assessed for
improving quarterly estimates of reinvested earnings.
The first is an estimation model based on estimates of
the total operating surplus generated for inclusion in
quarterly national accounts. The second is extending
the quarterly SFI collection to obtain data on reinvested earnings.
Work is also under way to align more closely the
measurement of debt securities with the market-price
principle of valuation and to improve the measurement
of discount and premium income. Various inconsistencies and other deficiencies have been identified in these
data but are expected to be overcome by modified SFI
reporting requirements that were introduced during the
first half of 1992.
Work on an overall quality framework for the SFI
is in progress. The aim is to provide regular measures
of data quality against predetermined targets so that
problems can be identified and addressed quickly.
Belgian-Luxembourg Economic Union

the currency used and is converted into francs by the
IBLC at the corresponding monthly average exchange
rate. All settlements must be reported; there is no minimum threshold. On a daily basis, the total of the
reported settlements must equal the change in the net
currency position of the bank; thus, the reporting system is the "closed" type.
Resident companies report transactions that are settled through foreign financial intermediaries, by way
of bilateral or multilateral clearing of mutual debts, or
to some extent in bank notes. Their reports also provide
details using the IBLC list of codes.
For balance of payments purposes, data received
from the IBLC are supplemented by the NBB with
information provided by other sources, mostly concerning current account transactions. Furthermore,
some transactions are reported to the IBLC on a global
basis only—broken down by currency and country of
the foreign party, but not by type of transaction. They
concern both settlements of the European Communities in Belgian francs and in European currency units
with residents of the BLEU and transactions in bank
notes. The former are classified on the basis of information provided by the European Community; the breakdown of the latter is estimated on the basis of a set of
economic and financial indicators. The large fluctuations in the bank note transactions of the BLEU probably reflect capital transactions, given the well-developed financial center in Luxembourg and the absence
of a withholding tax. Capital flows involving trade
credit are computed as the difference between data on
merchandise transactions by date of payment and that
by date of invoice. The latter are not derived from
customs statistics but from the same source as the
payments data.

Main Features of Capital Account Compilation

The balance of payments of the Belgian-Luxembourg
Economic Union (BLEU) is compiled by the National
Bank of Belgium (NBB) broadly according to the principles recommended by the IMF. The NBB obtains the
necessary data from the Belgian-Luxembourg Foreign
Exchange Institute (Institut Belgo-Luxembourgeois du
Change, or IBLC), which collects data on international
payments.2 Until 1990, the prevailing exchange control
regulations established a two-tier exchange market,
consisting of a regulated and a free market. On March
5, 1990, the two-tier exchange market was abolished,
but the data collection was continued.
The IBLC collects data from resident banks and
other companies. Resident banks report their own
international transactions and the transactions of their
customers. All settlements are coded by the banks by
type of transaction, by country of the foreign transactor, and by currency; the list of codes is provided by
the IBLC. The amount of the settlement is reported in
2

In practice the IBLC and the NBB collaborate closely: the NBB
acts as the secretariat of the IBLC.

Existing Problems as Seen by National Compilers

The closed reporting system of the BLEU banks
and other companies with nonresidents is complete
in principle. Only "free market" transactions settled
without the intervention of a domestic bank were missing before March 5, 1990, and it does not appear that
this gap was very important. However, since the banks
and other companies are responsible for coding the
transactions, the coding list cannot be too long or too
complicated, and it cannot be changed frequently. Consequently, the available data are not very detailed and
the system is inflexible in response to new demands.
In addition, it appears that the transactions of holding
companies operating in Luxembourg, those of some
"coordination centers" operating in Belgium, and
those of other foreign-owned direct investment enterprises are causing problems for the compilers in the
BLEU. Although foreign-owned holding companies
operating in Luxembourg handle huge flows of capital,
details on theseflowsare insufficient to permit comparisons with the figures published by other countries on
direct investment in the BLEU.
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Until recently, some of the resident coordination
centers of multinational enterprises, which can carry
out only limited activities for their affiliated enterprises, were considered by the IBLC to be nonresident
companies in order to reduce the administrative burden
of exchange control. Coordination centers could benefit from that status only if they could prove that in more
than 80 percent of their activities they acted as an
intermediary between two nonresidents. Consequently, none of their settlements with nonresidents
was recorded in the balance of payments of the BLEU,
but their payments to Belgian or Luxembourg companies or individuals were considered to be international
transactions. Since this status was given to both foreignand BLEU-owned entities, the creation of a coordination
center in Belgium by a Belgian company was recorded
as direct foreign investment by the resident company.
As a result, BLEU statistics on direct investment differed
from those published by BLEU partners. In September
1991, these centers were reclassified as residents.
Capital flows between affiliated enterprises are classified as direct investment, and no minimum ownership
threshold is specified. There are no data on reinvested
earnings.
Plans for Improvements

Some changes in methodology are planned for 1992.
—A new regulation will introduce a threshold of
BF 250,000 for reporting the nature of a transaction and also a new coding list that conforms more
closely to Fund classifications.
—The stock of direct foreign investment will be surveyed, giving the BLEU an opportunity to verify
the flows and to estimate the reinvested earnings
on direct investment.
—Inquiries to get faster and more complete information on changes in trade credits will be introduced.
—More detailed information on portfolio investment
will become available as a result of the introduction of new transaction categories in the IBLC's
coding list. In particular, it will become possible
to distinguish short-term financial instruments,
such as commercial paper and treasury certificates, from long-term bonds.
Canada
Main Features of Capital Account Compilation

Canada's balance of payments statistics are prepared
by Statistics Canada. Two main data sources are used
to produce the record of financial transactions with
nonresidents.
—Statistics Canada collects information on most of
the capital account flows from surveys conducted
under the authority of the Statistics Act. Informa-

tion is treated in strict confidence and is specifically exempt from being released under the Access
to Information Act.
—Administrative data are used to compile external
banking flows and claims of the Government of
Canada.
About 400 large Canadian enterprises are surveyed
on a quarterly basis for direct investment and other
international transactions. These preliminary estimates
are superseded by information from an annual survey
covering the international transactions of some 4,000
enterprises. Estimates of capital flows for smaller
enterprises are derived from information reported on
annual international investment position questionnaires sent to 6,200 enterprises for inward direct investment and long-term debt and on those sent to 1,800
enterprises for outward investment.
The coverage of direct investment transactors is
reviewed against two major administrative sources.
For inward direct investment, the reporting universe
is periodically checked against information filed under
the Corporation and Labour Unions Returns Act,
which requires the reporting of ownership information
(in Canadian dollars) from Canadian corporations with
assets over $10 million, or gross revenues over $15
million, or long-term debt or equity held by nonresidents exceeding $200,000. For outward direct investment, a new tax form requiring Canadian companies
to report transactions with foreign affiliates is being
used to update the reporting population.
Monthly estimates on portfolio transactions are
obtained from three main sources:
—monthly survey of Canadian intermediaries, pension funds, mutual funds, and other institutions
that transact directly with nonresidents;
—monthly information from Canadian governments
and corporations that borrow in international capital and money markets. The financial press is also
closely monitored for information on borrowings
abroad; and
—redemptions of Canadian bonds held by nonresidents, derived from an automated data base that
contains particulars on some 10,000 individual
bonds held in total or in part by nonresidents.
For transactions in Canadian bonds (and money market instruments), details are collected for individual
instruments—both international bonds and secondarymarket trading in domestically issued debt instruments.
Data on international bonds are checked against annual
international investment position surveys covering
approximately 7,000 enterprises, in which information
is reported on each long-term debt obligation owing to
nonresidents.
Data on transactions in Canadian bonds are entered
into a data base that contains detailed information on
more than 14,000 long-term debt instruments held by
nonresidents, 10,000 of which are Canadian bonds.
Each issuer is identified separately and coded accord-
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ing to the country whose residents control the issuer,
its province of incorporation, its sector (the various
levels of government or private corporations), and its
industry. In addition, each issue is identified by type
of debt, date of issuance and maturity, currency of
issue, rate of interest, frequency of interest payment,
geographical detail, and the particulars of any interest
rate or currency swap. Since 1991, as available, numbers relating to uniform securities identification have
also been used. In addition to information on new
issues and redemptions, the system generates estimates of accrued interest payable to nonresidents and
offsetting short-term payables as well as estimates of
the outstanding stock of debt valued at prevailing
exchange rates. In order to alleviate respondents' burden, the system generates for each issuer a detailed
listing of debt, which is preprinted on the annual questionnaires sent to the various levels of Canadian government (including the government enterprises) and,
beginning with the data for 1991, to corporations.
Respondents are requested to correct or update the
information as needed.
A separate data base with a similar degree of detail
is maintained for domestically issued money market
instruments held by nonresidents. The system also calculates interest, retirements, and the stock of debt outstanding.
Information on banking transactions is obtained from
monthly reports filed by Canadian banks with the Bank
of Canada on their foreign claims and liabilities. These
reports are provided on magnetic tape to Statistics Canada, which processes the information to derive flows
from changes in reported positions. Flows derived from
foreign currency positions exclude valuation changes.
Banks also report annually on write-offs of external
claims booked in Canada; this information is used to
exclude write-offs from the flow figures derived from
changes in positions. In the balance of payments, the
foreign currency transactions of Canadian banks are
published on a net basis (liabilities net of assets), as is
the case in the international investment position.
Information on Canadian nonbank deposits abroad
comes from foreign banking data and is derived from
changes in position figures. Data for other claims and
liabilities are largely obtained from quarterly and
annual surveys. Capital flows related to short-term
claims are derived from changes in the amounts outstanding at the beginning and end of the reporting
period. For long-term capital transactions, data on
drawings and repayments are reported.
Existing Problems as Seen by National Compilers

Statistics Canada regularly adapts its statistical system in response to developments in international markets, aided by Statistics Canada's close contact with
major transactors in these markets. Relatively minor
difficulties arise when foreign data are used for such
activities as banking and portfolio transactions. For
nonbank deposits abroad, the foreign data cannot be

verified, so that information on major revisions and
large shifts in positions is not available.
For portfolio transactions, the Canadian statistical
system is believed to capture most of the foreign investment flows, but no benchmark surveys are conducted
to check the accuracy of data on transactions in the
domestic market. For borrowings in international bond
markets, little is known on who holds Canadian securities (apart from holdings by Japan, which are reported
by Japanese financial institutions).
Plans for Improvements

Statistics Canada is working in the following areas
to maintain or improve the adequacy of the capital
account statistical system: better monitoring of survey
coverage; enhancing systems to process information;
working with U.S. compilers to reconcile bilateral capital flows; and producing estimates of reinvested earnings on direct investment.
—Coverage: Quarterly data are initially obtained
from sample surveys and then superseded by
annual benchmark surveys. The quarterly coverage is supplemented by an economic intelligence
system. Various newspapers, periodicals, and
other public sources of information are systematically reviewed on a weekly basis to identify Canada's
international transactions. For direct investment
flows, this information is scrutinized to ensure
coverage of all large transactions. Since 1987, public information on direct investment transactions
has been entered into a data bank containing the
names of the Canadian transactors, survey codes
to determine if the enterprise is already surveyed
on the balance of payments questionnaires, the
names of the foreign transactors, the value of the
transactions, and other pertinent information. The
data base ensures that large transactions are covered quarterly and is also used to update the annual
census. In addition, the coverage of the annual
direct investment surveys is validated against tax
data.
—Data processing systems: A recent innovation in
the processing of data on securities transactions
reported by investment dealers and banks has
been the replacement of questionnaires providing
only aggregated data with detailed information on
individual transactions that is reported on magnetic tape. The benefits of this approach have
proved to be multifold. More detailed transactions
information has allowed for the updating of the
data base on Canadian bonds held by nonresidents
(data previously entered manually). It has also
substantially enhanced the quality of the data,
which previously included classification and valuation errors, and has reduced the reporting burden. It is intended to exploit further the detailed
information on trading in securities by setting up
an inventory of Canadian equities held by nonresi25
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dents, similar to the system now being used for
bonds. Moreover, it is now possible to identify
the type of foreign securities in which Canadian
residents invest and to survey foreign issuers periodically for information on Canadian investments.
The data processing system for bonds has recently
been enhanced to handle currency and interest
rate swaps and, by extending the data base, to
include long-term bank loans and other long-term
debt. The latter information is obtained from
annual international investment position questionnaires.
—Reconciliation of capital account data with the
United States: Canadian current account transactions with the United States have been reconciled
on an annual basis since 1972. It is expected that
data reconciliation will be extended to the capital
account.
—Reinvested earnings on direct investment: Currently, steps are being taken to produce quarterly
data on reinvested earnings on direct investment
for inclusion in the balance of payments within
the next few years.
France
Main Features of Capital Account Compilation

The French balance of payments uses two sources
of data on capital movements:
—records of payments that are filed either by credit
institutions on behalf of their customers or by
enterprises that have large transactions with nonresidents or that have accounts abroad.
—monthly and quarterly reports of banks providing
information on their stocks of claims and liabilities
vis-a-vis nonresidents to the Banking Commission
(Commission Bancaire). The banking sector's
capital transactions are derived from changes in
the stocks of assets and liabilities denominated in
francs and foreign currencies. For items denominated in foreign currencies, adjustments are made
for changes in exchange rates.
Existing Problems as Seen by National Compilers

The existing problems facing national balance of payments compilers are attributable to a combination of
several factors.
1. The complete lifting of exchange controls at the
end of 1989. Balance of payments compilation
was once a by-product of the exchange control
system, which was based on the completion of
vouchers for each international payment. Since
the lifting of exchange controls, the task of identifying capital transactions has become more difficult because banks are showing a certain reluc-

tance to ask their customers to provide statistical
information on transactions in the newly deregulated exchange market.
2. The internationalization of markets. The internationalization of markets has had a pronounced
effect on capital movements, which have greatly
increased during the past two years. It has not
been possible to compile statistics for these fastgrowing transactions as rigorously as has been
done in the past, a problem reflected in the
increase in errors and omissions.
3. Financial innovations. Innovations in the area of
short-term credit facilities, in particular the
expansion of the commercial-paper market and
the introduction of financial derivatives, do not
lend themselves readily to statistical measurement.
4. Challenges to the distinction between long-term
and short-term instruments. Reporting enterprises have been finding it increasingly difficult
to apply the putative distinction between shortand long-term instruments—particularly regarding new instruments (note issuance facilities,
revolving underwriting facilities, and multioption
facilities), which often come with guarantees of
more than one year, and transactions in the interbank market, on account of the flexible and
dynamic nature of this market's cash management
features (negotiability of underlying instruments,
the option for early repayment, and securitization
operations).
Plans for Improvements

Work is nearly finished on regulations setting out
the statistical obligations of reporting enterprises, and
steps are also being taken to develop the collection
of data on stocks and to streamline certain reporting
procedures. Expanded stock surveys are primarily
designed to correct flow data, the quality of which has
deteriorated.
Since 1989, stock surveys have been introduced primarily for French direct investment abroad and for
portfolio investment. These surveys will be expanded
to include foreign direct investment in France and other
claims and liabilities of the private nonbanking sector,
as well as commercial claims and liabilities. Surveys
of direct investment will make it possible to identify
reinvested earnings, which are currently not available
from payments records. Data on changes in stocks of
trade credits will replace the imperfect data derived
from a statistical model for reconciling payments and
shipments of merchandise. This model has been based
on thefinancialarrangements reported on customs declarations, which will cease to be collected from the
beginning of the unified European market in 1993.
Reporting procedures, specifically those for transactions passing through two resident intermediaries, are
to be streamlined by making responsibility for the
reporting rest with just one transactor. More precise
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statistics are to be introduced on transactions in financial derivatives (included under portfolio investment,
as of 1991) and all negotiable credit instruments.
Germany
Main Features of Capital Account Compilation

Long-Term Capital Transactions
Direct Investment
Almost all German data are taken from the foreign
payments statistics. Data on reinvested earnings,
which are compiled from balance-sheet information,
are an exception. In the broad sense used in the statistics, "payments" cover settlements on a gross basis
and certain transactions not associated with a payment,
such as the acquisition of equity capital through the
provision of physical assets and rights. The figures are
available for individual transactions, including those
encompassed by a net settlement.
Portfolio Investment
The recording of securities transactions with nonresidents is based on transaction reports. Only transactions between a resident and a nonresident are
recorded. Because domestic banks act as intermediaries in most securities transactions and because domestic customers may not know whether the party with
whom they conduct a transaction is a resident of Germany, the banks must report all transactions with nonresidents, those for their own account and those for
the account of their domestic customers. Domestic
nonbanks have to report only those securities transactions with nonresidents that take place without the
intermediation of domestic banks. Recorded are the
transaction values according to the banks' settlements.
These figures include commissions and fees, as well as
the accrued interest. In the case of portfolio investment, German investment abroad is attributed to the
country in which the debtor or issuer of the securities
is domiciled. Foreign investment in German securities
is classified to the country of the partner in the purchase
or sale transaction.
Other Transactions
Most of the figures on loans and other credits come
from the foreign payments statistics. However, data
from stock reports are used to derive the credits and
deposits of banks. The data on other investment are
chiefly derived from the foreign payments statistics.
Short-Term Capital Transactions
Banks have to report monthly the stocks of their
external assets and liabilities, broken down by type,
maturity, economic sector, partner country, and cur-

rency. Nonbanks—enterprises, individuals, and public
authorities—have to report all external assets and liabilities (excluding securities) if the sum of the assets or
the liabilities exceeds DM 500,000. Changes in stocks
derived from these reports are adjusted for large
changes in coverage and, in the case of banks' external
assets and liabilities, for changes resulting from
exchange rate changes and other factors that do not
reflect transactions.
Existing Problems as Seen by National Compilers

In principle, the German collection system is based
on reports submitted by resident transactors, but in
certain areas—for example, securities transactions and
outgoing payments by payment order—domestic banks
play an important role in transferring data on their
customers' cross-border transactions to the Deutsche
Bundesbank (DBB). The reporting of international capital transactions of private individuals is incomplete.
Specifically, the following problem areas can be identified:
—Transactions through new intermediaries, such as
independent fund managers. Fund managing has
until recently been effected predominantly by
banks, whose statistical records were good. Currently, independent fund managers are attracting
private customers.
—Transactions through foreign banks. Private and
institutional investors have shifted their portfolio
activities abroad and maintain custody accounts
with banks in Luxembourg, London, and Zurich.
German private investors, who are required to
report balance of payments transactions affecting
these accounts, often fail to report.
—Transactions in international financial centers.
Large institutional investors purchase and sell
securities in foreign markets. Depending on the
settlement techniques, transactions may not be
reported, and even double reporting is possible.
Also, German investors use international financial
centers, even when buying and selling German
securities. Statistical distortions can easily occur.
—Financial innovations. In the beginning, the statistical coverage of new financing techniques might
be partially incomplete. It usually takes extensive
research to adjust the reporting rules to the new
techniques.
Plans for Improvements

As a first step to improving balance of payments
compilation, the DBB is reviewing new channels and
instruments and encouraging institutional investors as
well as banks to improve coverage. In addition, the
DBB is adjusting its collection system to the newly
emerging instruments and techniques, either by agreements with important institutional investors and banks
or by changing reporting regulations (for example, in
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the case of financial derivatives). Third, the DBB is
investigating whether statistics available from other
countries or international institutions could be used to
close gaps in its compilation system. In addition, the
DBB plans to expand its activities in comparing balance
of payments statistics at a bilateral level.
Italy
Main Features of Capital Account Compilation

The process of liberalizing capital movements, completed in 1990, was a major event for the balance of
payments data collection system. Before the new
exchange regime came into force in October 1988, balance of payments statistics in Italy were obtained as a
by-product of the exchange control system. For control
purposes, residents were required to channel transactions with nonresidents through the banking system,
which in turn was required to transmit information on
the transactions to the Italian Exchange Office (UIC).
The latter maintained data banks, from which nonresidents could be identified and each transaction tracked
from start to finish.
Exchange control made it possible to maintain reliable statistics for balance of payments purposes. Nonetheless, there were some problems regarding capital
movements:
—The covert export of capital. In the first half of
the 1970s, large capital outflows in conjunction
with an expected devaluation of the lira were disguised as current payments (for example, by overinvoicing tourism expenses and imports). Some of
these outflows were in the form of Italian bank
notes. Evidence suggests that they were used for
financial investments abroad, especially in Switzerland, and were included in the balance of payments as capital flows.
—Capital flows associated with other illegal activities. No estimates were included in the balance of
payments Most of these outflows were probably
directed to Switzerland and various offshore centers.
—Reinvested earnings. Data were not available on
a regular basis from the UIC, but occasional estimates were based on the outstanding stock.
After the liberalization process, the old system
became inadequate and a new procedure for collecting
data was implemented. The new procedure, known as
Eleuteria, became operational in December 1990.
The new statistical system endeavors to overcome
some of the drawbacks arising from the exchange control system, in particular, the requirement to channel
all transactions through an Italian bank. The new legislation has three major prescriptions. First, for statistical purposes, all residents are required to transmit to
the Foreign Exchange Office data on foreign transac-

tions exceeding Lit 20 million. For nonbank residents
this is done byfillingout a foreign exchange statistical
form. Second, the UIC may no longer maintain a central data bank that includes the name of the transactor.
Instead, each statistical return is subject to a formal
check of its completeness, correctness, and congruency. In the event of errors or omissions, the UIC will
contact the bank or the transactor directly, but once
the error or omission has been corrected the name of
the transactor must be erased from the return. Third,
no direct information on the holdings of foreign assets
and liabilities of nonbank residents can be collected by
the UIC.
The new legislation authorizes the UIC to collect
information concerning settlements. The Bank of Italy
compiles the balance of payments accounts on a transactions basis, the principal source for which is the data
collected by the UIC.
The banking system provides information on both
its assets and liabilities (broken down by currency,
maturity, and partner country) and its customers'
transactions (broken down by type, currency, and partner country). The information conveyed through the
banking channel is part of a more general reporting
framework for banking operations. Information is collected from all banks and relates without exception to
all transactions.
The exchange rate used for converting capital flows
into lire is the average official foreign exchange rate
for the month in which theflowtakes place. Stocks are
valued at market prices and converted at the prevailing
exchange rate.
Important methodological changes introduced with
the new collection system include:
—Direct investment. The transactor has to indicate
whether a transaction is connected with a lasting
interest or an active role in the management of the
direct investment enterprise. The investor is also
asked to specify the percentage of equity capital
held as a result of the transaction; all investments
resulting in a share of more than 20 percent are
treated as direct investment, regardless of the
investor's reply to the first question.
—Trade credits. For a given trade credit, the new
statistical form includes questions on the amount
of future payments or receipts connected with that
trade credit. When the replies are correlated systematically with settlement and transaction dates,
it is possible to produce reliable and timely data.
Existing Problems as Seen by National Compilers

The new system does not fill all the gaps left by the
old system of collecting data on capital movements. In
fact, it creates a number of new ones.
—The new legislation on capital movements requires
nonbank operators to fill in the statistical form
only for operations exceeding Lit 20 million.
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—Transfers of financial instruments carried out
without an underlying payment (with the sole
exception of compensations) are no longer
recorded by the UIC.
—Information regarding stocks is collected by the
UIC only from authorized intermediaries and the
central bank. When exchange controls were in
force, all Italian securities owned by nonresidents
and foreign securities bought by residents had to
be deposited in an Italian bank, so that it was
possible to collect reliable data on stocks. Now
that this regulation has been abolished, stock data
have to be estimated by cumulating flows.
—Data on reinvested earnings are not collected by
the UIC.
Since the new data collection system has been in
operation only for a short period of time, it is not possible for the Italian compilers to assess all the problems
still to be solved. At the moment three main issues are
under discussion:
—Whether to classify new financial instruments
(such as futures and options) as services or as
capital flows.
—The classification of flows connected with Italian
residents' deposits with foreign banks. When
deposits constitute working accounts opened to
settle current payments, they should not be considered financial assets.
—Foreign securities recently admitted for trading on
Italian exchanges. Certain conventional procedures are being adopted to measure the daily transactions between residents and nonresidents, but
it is difficult to record them all.
Plans for Improvements

No major reassessments of the new system are envisaged in the near future. Significant improvements in
the quality and comparability of data could be achieved
by international agreements on the harmonization of
statistical forms.
Japan
Main Features of Capital Account Compilation

Japanese balance of payments statistics are compiled
under the Foreign Exchange and Foreign Trade Control Law. Data are derived from reports submitted by
authorized foreign exchange banks and designated
securities dealers, as well as by other residents who
are subject to the reporting requirements of the law.
The Ministry of Finance has authorized the Bank of
Japan to collect the reports and to compile the balance
of payments statistics.
In principle, settlements of cross-border transactions
have to be made through the foreign exchange banks.

Residents who enter into transactions with nonresidents are required to report to the authorities by way
of the foreign exchange banks, which are required to
ascertain the purpose of a money transfer by residents.
Designated securities dealers and other authorized
institutions are required to submit reports on portfolio
transactions for their customers' accounts and for their
own accounts. Individual investors directly entering
into transactions with foreigners must report each
transaction.
For direct investment, investors (for outward investment) or their agents (for inward investment) have to
submit to the authorities a notification of their intentions, which are used to verify the payments records.
In these varied ways, almost all capital transactions
are captured and entered into the balance of payments
statistics.
Existing Problems as Seen by National Compilers

Compilers in Japan generally follow the concepts
and principles of the Fund's Balance ofPayments Manual but deviate from these concepts and principles in
some instances.
—The Japanese balance of payments accounts do
not fully capture the activities of direct investment
enterprises, including their reinvested earnings. In
order to compile data on these activities, it would
be necessary to impose additional reporting
requirements, but, given the trend toward the liberalization of transactions and simplification of
reporting forms, it is not easy to introduce more
requirements.
—Borrowings by Japanese banks and other parent
companies from their overseas subsidiaries are
classified as increases in "other long-term liabilities" not as reductions in direct investment. Similarly, short-term capital flows between parent
companies and their subsidiaries are recorded as
"other short-term capital."
—There are large discrepancies in the figures for
nonbank deposits in the Japanese balance of payments and in the banking statistics of the Bank for
International Settlements (BIS) and the IMF.
—For the geographical allocation of outward portfolio investment, the Japanese compilers do not use
the debtor principle because they find it difficult
getting information about the ultimate debtor.3 It
would impose a great burden on securities dealers
and other reporters of portfolio transactions to
compile securities information on this basis.
Plans for Improvements

Given the trend toward the liberalization of transactions and simplified reporting, it is difficult to obtain
3

Under the debtor principle, transactions in foreign securities are
allocated to the country of the foreign debtor or issuer of the security.
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from additional surveys data on the reinvested earnings
of direct investors. In 1987, the Bank of Japan conducted a small survey to estimate these data. The Ministry of International Trade and Investment (MITI) has
been conducting annual surveys, but they do not cover
all industries. The Ministry of Finance and the Bank
of Japan are planning to use the MITI data, together
with data from other sources, to derive estimates of
reinvested earnings.
The discrepancies between the figures for nonbank
deposits published in the Japanese balance of payments
statistics and those published in the banking statistics
of the BIS and the IMF have been examined. Possible
reasons for these discrepancies are (i) the inclusion in
the BIS and IMF statistics of deposits related to gensaki (repurchase) transactions by securities dealers,
which are omitted from the Japanese statistics on nonbank deposits and (ii) the recording in the Japanese
balance of payments of some nonbank deposits according to their ultimate purpose, for instance, as direct
investment. However, there may be other reasons for
the discrepancies, and the Bank of Japan will continue
to investigate them.
Thus far, the Bank of Japan has not reported to the
BIS data on the stock of portfolio investments because
of the difficulty of their disaggregation. However, the
Bank of Japan is reviewing the possibility of improving
the reporting system without additionally burdening
the reporting banks.
In addition, the Ministry of Finance and the Bank
of Japan have made efforts to reduce the size of the
errors and omissions that have emerged in the Japanese
balance of payments statistics for recent years. They
have done so by monitoring the reporting institutions
and by clarifying the treatment of new financial products.

Netherlands

from these data does not include an item for errors and
omissions.
In order to keep the system manageable, banks are
asked to report the total only of transactions that have
a value below the reporting threshold (currently
f. 25,000) and that have been settled through banks.
This total is allocated by the Nederlandsche Bank to
individual balance of payments items by using a fixed
distribution scheme.
The system is supplemented by some specific provisions. One provision concerns over-the-counter transactions in foreign currency. Banks report the total of
sales and purchases of foreign bank notes. For transactions above a threshold of f. 5,000 the nature of the
transaction is specified. All other transactions are classified as travel. In addition, details of transactions
between residents and nonresidents that do not involve
actual payment must be reported by the resident concerned, who must specify the transactions that have
been netted out.
This type of reporting makes it possible to exercise
tight control over reporting, since the opening balance
on residents' accounts abroad plus receipts minus payments always has to match the closing balance in these
accounts. Moreover, the opening balance of accounts
for a given period must be equal to the closing balance
for the immediately preceding period.
Further checks are made for direct and portfolio
investment by comparing stock data, collected by an
annual survey, withflowdata included in the balance of
payments. The direct investment survey also provides
information on reinvested earnings. Checks against
stock data are also made for external transactions of
domestic banks. The latter submit position reports for
each currency on a quarterly basis. The reports show
banks' external claims and liabilities broken down by
item, like nostro and loro accounts, time deposits, and
loans.
Existing Problems as Seen by National Compilers

Main Features of Capital Account Compilation

All components of the Dutch balance of payments,
including the capital account, are compiled from information the Nederlandsche Bank receives about transactions between residents and nonresidents. For this
purpose, all residents (both banks and nonbanks) are
obliged to report on accounts held with nonresidents.
This reporting obligation was laid down in Section 13
of the External Financial Relations Act.
The system requires monthly information to be given
about the opening and closing balances on external
accounts as well as about the underlying transactions
that explain the changes in these balances. Both balances and transactions are denominated in the transaction currency. Since the total change in the external
account is entered in the balance of payments, a contraentry for the underlying transactions is also made.
Therefore, the Dutch balance of payments derived

The Dutch compilation system has proved to be well
equipped to handle increasingly complex and volatile
financial flows into and out of the economy. This is
basically because the reporting system in fact covers
every type of account that residents—banks and nonbanks—maintain abroad in a way that permits tight
control. The excellent contacts the Nederlandsche
Bank maintains with reporting banks and nonbanks
also support the high standard of reporting. Serious
problems are not perceived.
Plans for Improvement

Improvements in the reporting system are constantly
being pursued. For instance, the Nederlandsche Bank
is investigating whether ISIN (International Securities
Identification Number) codes can facilitate the reporting of detailed information on portfolio investment and
whether it is feasible to collect balance of payments
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data by domestic industrial sector. Furthermore, the
process of European integration will require the harmonization of both the compilation and collection of balance of payments data. The Nederlandsche Bank
argues that the Dutch compilation system will be able
to make an important contribution to the harmonization
because of its completeness and flexibility.
Switzerland
Main Features of Capital Account Compilation
Swiss data are taken from regular surveys of bank
and nonbank companies. Banks are obliged by the federal law on banks and saving banks to report regularly
on their operations with nonresidents, but nonbank
companies are not obliged to participate in the survey.
Experience shows that the voluntary character of
reporting is often a drawback, affecting the coverage
of the survey.
For the purpose of compiling the capital account of
the Swiss balance of payments, it was decided to treat
natural and legal entities whose center of interest lies
in Switzerland or in Liechtenstein as residents. That
decision was made after Liechtenstein declared the
Swiss franc its official currency, following the currency
agreement of 1980 between the two countries. Banks
in Liechtenstein have to report to the Swiss National
Bank in the same way that Swiss banks do. However,
nonbank companies in Liechtenstein are not included
in the balance of payments surveys because the Swiss
National Bank is not authorized to include them.
Direct Investment
Banks and nonbanks are required to report their
direct investment transactions if the value of their
investment capital exceeds Sw F 10 million. The outward direct investment survey covers 300 companies;
the inward survey uses data from 600 companies. Neither of the two surveys includes all companies that
would be required to report on the basis of the Sw F 10
million threshold. Some companies refuse to answer
because of the voluntary character of the survey; others are not known to the compilers.
Transaction values for short- and long-term intercompany credit are derived from amounts outstanding
at the beginning and end of the reporting period. Shortterm credits are equal to the difference between the
two outstanding amounts; long-term credits are equal
to the difference between the valuation-adjusted
amounts outstanding. Bilateral comparisons of stocks
of direct investment show lower values for assets and
liabilities in the Swiss statistics than in foreign sources.
Portfolio Investment
The primary data sources for portfolio investment
are reports of banks on the long-term security holdings

(in their security and custody accounts) that they manage for their clients. Management responsibilities may
vary from bookkeeping to the purchase and sale of
securities. Reports of banks and nonbank companies
on their own holdings of securities form a secondary
data source.
Plausibility checks show that the total stock of securities issued by Swiss residents to nonresidents were
reported fairly comprehensively. No such checks can
be applied to securities that are issued by foreigners
and acquired by Swiss residents.
Securities holdings are usually reported at their market value. If a market value is not available, the face
value is reported. Portfolio flows are calculated by
adjusting the change in holdings for changes in market
prices and in foreign exchange rates.
Transactions of Commercial Banks
Information on short- and long-term credit transactions of banks and on fiduciary operations on behalf
of residents is drawn from monthly balance-sheet and
off-balance-sheet reports by resident offices of banks
in Switzerland and Liechtenstein whose balance-sheet
total exceeds Sw F 100 million. Fiduciary transactions
are an off-balance-sheet business, whereby resident
banks channel resident and nonresident funds abroad
in the name of the bank. Risk and return are entirely
for the account of the nonbank investors. Changes in
the fiduciary accounts of nonresidents reflect transactions between nonresidents and are therefore excluded
from the Swiss capital account. Fiduciary investments
are usually made in the form of time deposits. At the
end of 1990, the value of the stock of fiduciary accounts
was Sw F 377 billion, of which Sw F 94 billion were
held in the accounts of residents.
Assets and liabilities of banks as well as those held in
fiduciary accounts are reported in Swiss francs. Assets
and liabilities in foreign currencies are converted at the
prevailing exchange rate. Generally, assets and liabilities are recorded at face value. However, the banks
are allowed to offset provisions for bad debts directly
against the assets concerned. Credit and fiduciary
capital flows of assets and liabilities denominated in
foreign currencies are calculated by adjusting the
change in holdings for changes in foreign exchange
rates.
Data on cross-border trade in gold and silver bullion
are taken from customs records. In the Swiss balance
of payments, purchases and sales of gold and silver
bullion by banks are treated as financial transactions
and are therefore included in the capital account.
Transactions of Nonbank Companies
Data on the capital transactions of nonbank
are taken from company reports on foreign assets
and liabilities outstanding. As mentioned above, flows
of assets and liabilities denominated in foreign currencies are calculated by adjusting the change in holdings
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for changes in foreign exchange rates. Companies are
required to report their position if the sum of their
holdings of foreign assets and liabilities exceeds Sw F
10 million.
Existing Problems as Seen by National Compilers
Method for Compiling Flow Data
For the purpose of deriving flow data on assets and
liabilities denominated in foreign currencies from the
stock data, Swiss compilers make assumptions that
affect the calculation. The assumptions concern the
composition of the stocks, the exchange rates and stock
exchange indices to be used for adjusting the stock
data, and the comparability over time of the coverage
of the reported data. If the assumptions are not realistic, the results will be distorted.
Coverage
Nonbank companies in Liechtenstein are, for reasons mentioned above, not included in the surveys. In
addition, as a result of the absence of exchange control,
many companies holding foreign assets and liabilities
are not known to the compilers and are therefore not
included in the surveys.
Direct Investment
Transactions between Swiss insurance companies
and their nonresident branches are not included in the
capital account because the insurance companies cannot distinguish between reserves attributable to their
own operations and those attributable to their
branches. Furthermore, experience has shown that
reinvested earnings are sometimes distorted by valuation changes. Data on the purchases and sales of real
estate abroad by Swiss residents are not available.
Commercial Banks
Transactions between Swiss commercial banks and
the Bank for International Settlements (BIS) are
treated as transactions between two residents. They
are, therefore, not recorded in the capital account. In
addition, information on transactions in precious metals between Swiss commercial banks and nonresidents
is not available if the metal does not cross the Swiss
border.
Other Transactions
Data on the transactions in short-term securities of
private households are not available nor are data on
changes in the holdings of Swiss franc bank notes by
nonresidents.
Plans for Improvements
Balance of payments compilers plan to ask companies to report data on transactions for all components

of direct investment. The Swiss National Bank plans
to collect data on transactions in portfolio instruments.
Plans also include treating the BIS as a nonresident
bank.
Finally, plans are to include in the capital account
those changes in assets and liabilities of resident nonbanks vis-a-vis nonresident banks that can be derived
from the Eurocurrency statistics of the BIS.
United Kingdom
Main Features of Capital Account Compilation
The U.K. balance of payments account is conceptually identical to the overseas sector account within
the framework of the national economic and financial
accounts. Much of the information used for the overseas sector account is prepared in conjunction with
that for the domestic accounts. This is both a strength
and a weakness. It is a strength because overseas transactions are seen in conjunction with domestic transactions as part of an overall economic andfinancialframework. It is a weakness to the extent that the domestic
economic and financial accounts use a variety of data
sources with no single unifying principle.
Although the U.K. system has been characterized
as a "survey" system, in contrast to the international
transaction reporting systems (ITRS) used in many
other countries, there is considerable variety in its data
sources, some of which may not be recognized as surveys. Also, it needs to be recognized that the United
Kingdom has not (or at least not yet) pursued the system to its logical conclusion and has accepted a degree
of incompleteness, at a time when financial markets
have become increasingly sophisticated, both in its
coverage of some overseas transactions (such as trade
credit) and the surveys it has carried out.
The guiding principles of the U.K. system, which
may not yet be observed fully, are
—Using general government accounting records on
holdings of or transactions in U.K. public sector
securities maintained by the central bank;
—Requiring U.K. corporate bodies to report transactions in foreign assets and nonsecuritized liabilities with nonresidents;
—Using counterpart data from other countries on
transactions of U.K. residents (other than the general government and banks) with nonresident
banks;
—Dealing with transactions in the security liabilities
of U.K. companies by a combination of reports
from corporate bodies (direct investment), surveys of registers (for registered securities, such as
equities), and by residual estimates (for bearer
securities, such as bonds).
Table 1 identifies the key features of each part of the
accounts.
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Table 1. U.K. Statistical System for Recording Assets and Liabilities for Capital Account Categories, by Domestic Sector
Other capital
Portfolio investment
Other domestic sectors
Direct investment
Liabilities
U.K.
Vis-a-vis
Other
Sector
Assets
Liabilities
Assets
Shares
Bonds
banks foreign banks
Assets
Liabilities
Central government
BC
D
D
DF
Local authorities
DF
D
D
D
Public corporations
A
D
A
A
Banks and building
societies
A
A
A
BC
BF
F
A
Other financial institutions
A
A
A
BC
F
AF
A
E
Industrial and commercial
companies
A
A
B/A
BC
AF1
F
BF/A1
E
_4
_2
_4
D3
B
Personal
E
Guide to sources:
A: Survey of U.K. enterprises (for own account)
B: Survey of U.K. enterprises (as agent)
C: Register survey
D: Government accounts
E: Non-U.K. source
F: Derived as residual, using market data on net issues and transactions by domestic sectors.
Note: Where two indicators are shown separated by a slash (/), the second is in the course of replacing the first.
1May remain incomplete with respect to much trade credit.
2
Present estimate for property is speculative. Future estimates may rely on B (estate agents) or household surveys.
3
Based on taxation records.
4
Assumed to be negligible.

Existing Problems and Plans for Improvements

The main problem areas in the U.K. accounts, some
of which are in the process of being resolved, are the
following.
Incomplete Reporting by the Corporate Sector
The long-term objective of balance of payments compilers is to cover all parts of the corporate sector using
reports on overseas transactions in which U.K. companies act as principals, thus reducing reliance on suspect
data from intermediaries. Substantial extensions of
coverage have been made recently with regard to securities dealers (from the end of March 1989) and nonfinancial companies (from the end of December 1990).
Information from the latter led to substantial revisions
in the estimated holdings of overseas portfolio assets
by nonfinancial companies in the 1991 United Kingdom
Balance of Payments (or the Pink Book). Further
extensions in the financial sector are planned. Also,
improvements are being made in some financial sectors
already covered, such as private pension funds. Some
components, like trade credit between unrelated companies, are not yet covered.
Personal Financial Transactions
So far, obtaining data from surveys of individuals,
possibly as part of wider household surveys, has not
been regarded as cost effective, and it has been
assumed that personal transactions are either negligible
or can be measured by surveys of intermediaries. Some
work is being considered to improve the estimates of
overseas property transactions by individuals through

surveys of estate agents. Also, the use of a household
survey to measure the overseas transactions of individuals, including transactions in securities and property,
is being reconsidered. Transactions in overseas securities (at present measured very imperfectly via surveys
of securities dealers and banks) may be more effectively (although still imperfectly) measured through
surveys of fund managers' private client business,
which are under consideration.
Definition of the United Kingdom
As transactions by residents in offshore locations in
the United Kingdom (Channel Islands and Isle of Man)
are very poorly covered outside banking, and constitutional arrangements limit severely the scope for
improvements, the practical implications of redefining
the United Kingdom, for balance of payments purposes, to exclude offshore United Kingdom are now
being explored.
International Banking Statistics and Domestic
Data
The United Kingdom uses the IMF's international
banking statistics to measure U.K. nonbank private
sector transactions with banks abroad and it uses
domestic sources on the transactions of U.K. banks
and U.K. public sector entities with banks abroad.
Differences in the scope and coverage of international
versus domestic banking statistics—for example, the
treatment of nonbanking affiliates of banking groups—
are potential sources of imbalances in the account. This
may be an area where the Report on Capital Flows
can play a part in producing more consistent data.
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Inward Portfolio Investment
The compilation of data on overseas investment in
U.K. equities has been improved by the introduction
of an annual share register survey (from the end of
1989). The survey has helped correct biases apparent
in earlier data provided by financial intermediaries.
Investigations are continuing into ways of improving
estimates by inquiries to fund managers.
Overseas investment in U.K. company securities
other than equities has been derived, since March 1990,
as a residual from total net new issues obtained from
market sources and net acquisitions reported by
domestic sectors. These estimates should be improved
as reporting by corporate sectors improves. Improvement in the recording of overseas investment in government securities through further refinement of register
information is being examined.
Sectorization of Short-Term Liabilities
The extension of corporate reporting has improved
the coverage of nonsecuritized short-term liabilities to
overseas residents. The sectorization of short-term
securities—such as U.K. banks' certificates of deposits
and commercial paper—remains a problem area. The
examination of residuals between net new issues and
net acquisitions by domestic sectors is being explored
and has led to substantial revisions in the 1991 Pink
Book.
Chancellor's Initiative on Economic Statistics
The report of a year-long review of balance of payments statistics, carried out as part of the Chancellor's
Initiative on Economic Statistics, was published in
November 1991. In general, the developments
described above are reinforced by its recommendations. An action plan has been prepared and is currently
being implemented. Among the items being considered
are
—The wider use of existing statutory powers to
secure a full response to surveys;
—The transfer to the Central Statistical Office of
some data collection previously undertaken by the
Bank of England;
—An investigation into the scope for publication of
a supplementary statement showing balanced
accounts; and
—A study to determine the possibility of estimating
external trade credit.
United States
The U.S. capital account data are mainly collected
via quarterly surveys of transactors for direct investment and monthly data from financial intermediaries.
The system relies on mandatory reporting for large
transactors and intermediaries on the assumption that

the total transactions of nonreporters do not constitute
a significant proportion of the universe of transactions.
Because capital flows are quite volatile, with frequent
sign reversals, quarterly estimates of capital flows are
based on reported data only. Benchmark surveys,
which use lower reporting thresholds and more aggressive compliance efforts than the quarterly surveys, are
conducted periodically to assess sample reporting relative to the universe. Results from the benchmarks are
used to change instrument coverage, reporting thresholds, and sample selection.
Until recently this system of mandatory reporting by
major transactors worked relatively well, but growth,
innovation, and integration in international capital markets, combined with a reduction in resources, has
resulted in a significant decline in the quality of U.S.
capital flow data. At the same time, increased integration of capital markets has underscored the importance
of accurate data for economic policy.
Direct Investment

The Bureau of Economic Analysis (BEA) collects
data on direct investment flows through various mandatory surveys. Benchmark surveys are conducted
about every five years to supplement quarterly sample
surveys. Annual and benchmark revisions of data on
direct investment suggest that unreported quarterly
flows are positive and statistically significant, and may
have contributed to the persistent, unrecorded net capital inflows that occurred in the United States during
the 1980s.
The persistent underestimation of foreign direct
investment in the United States reflects several factors:
—The large successive upward revisions to the first
quarterly estimate resulting from nonresponses at
the time of the original estimate and the longstanding policy of not providing estimates on capital
flows for nonreported data;
—The absence of capital flow estimates for those
firms not required to report on a quarterly basis;
and
—The difficulty of identifying changes in the universe on a timely basis.
Similar problems affect U.S. direct investment
abroad, but the magnitude of the resulting error is much
smaller. The following are the more important methodological and statistical problems the BEA is trying to
address in the direct investment area.
Benchmarks
Preliminary comparisons between data reported to
U.S. tax authorities and to the U.S. Bureau of the
Census suggest that the coverage of the benchmark
survey is fairly complete. The BEA intends to develop
more complete reconciliations with data reported to
the tax authorities and the Census Bureau in benchmark years and is already working on more comprehensive tracking systems for new investments.

34

©International Monetary Fund. Not for Redistribution

United States

The BEA is developing quarterly estimates at the
universe level for the capital flows of those firms
exempt from quarterly reporting. It does so by extrapolating benchmark position data forward based on data
for those firms reporting quarterly. If tests of these
techniques are satisfactory, these estimates will be
included in the published quarterly capital flow estimates. Similarly, the BEA is developing quarterly estimates for enterprises that do not respond in time by
using data reported for previous quarters and benchmark data.
Quarterly Surveys
The BEA has a program under way to improve compliance with the quarterly and annual surveys. Also,
the BEA is improving on-line computer processing procedures in order to expedite processing and allow for
the inclusion of data that are received too late to be
processed under the current system.
Problems with the less than complete coverage of
the quarterly surveys may be especially acute for real
estate investments. Personal real estate investments
are not covered at all and many commercial real estate
transactions may not be reported, either because they
are through limited partnerships, which are not covered, or they may be too small, and therefore exempt
from reporting. The BEA hopes to explore alternative
data sources and methods for real estate investment.
Portfolio and Other Investment

Most of the data on portfolio and other capital flows
are collected through the Treasury International Capital (TIC) reporting system. TIC data are collected on
purchases and sales of long-term U.S. and foreign securities, banks' claims and liabilities and banks' custody
transactions, and nonbanks' claims on and liabilities
to unaffiliated foreigners. (Other data on official reserve
assets and data on other U.S. government assets and
liabilities are collected by the BEA from U.S. government agencies.)
Data are collected by the Department of Treasury
in three separate sets of mandatory surveys. In general,
the TIC system concentrates on collecting data from
a limited number of major reporters on the assumption
that most transactions flow through established financial channels. No estimates are made for nonreporters
or for reporters whose transactions are below the mandatory reporting thresholds. Only the survey of longterm security transactions is subject to regular benchmarking.
Problems in the U.S. estimates of portfolio capital
flows began to emerge in the 1980s, as an increasing
volume of portfolio transactions flowed outside established financial channels and involved innovations,
such as around-the-clock trading in foreign securities
markets, reliance on international fund managers,
direct foreign placements, and new financial instruments. Many of the new participants were difficult to

identify or were unfamiliar—or unwilling to fully comply—with U.S. statistical reporting requirements for
the increasingly complex international transactions.
Toward the latter part of the 1980s and the early 1990s,
problems in the U.S.financialsystem may have exacerbated these reporting problems. Troubled banks and
financialfirms,especially those involved in bankruptcy
procedures, place statistical reporting far down on their
list of priorities.
In addition to the effect of innovation, the sheer
growth in U.S. gross financial transactions relative to
the net financing needs of the current account have
probably contributed to the statistical discrepancy
between the current and the capital accounts. By 1989,
foreign purchases and sales of long-term securities in
U.S. markets were $5,000 million compared with current account purchases and sales of less than $1,000 million. Even if all other capital account transactions had
been recorded perfectly, a 1 percent error in recording
foreign purchases and sales of long-term securities would
have caused a $50 billion statistical discrepancy between
the U.S. current and capital accounts.
The following are the more important methodological
problems the BEA is trying to address in the portfolio
investment area.
Benchmarks
The last benchmark survey of U.S. portfolio investment abroad was conducted in 1943. The Treasury
Department and the BEA are planning to conduct
another benchmark survey of U.S. portfolio investment abroad in 1993. In order to collect accurate data
on the debtor-creditor basis and to capture direct placements, the United States is attempting to coordinate
this benchmark survey with several of its major investment partners.
Because of resource constraints, the Treasury
Department has been slow to process benchmark surveys of foreign portfolio investments in the United
States. The first preliminary data from the 1984 benchmark survey were not incorporated until the balance
of payments data were revised in June 1990. In order
to expedite the benchmarking process, the BEA has
provided funds to the Treasury Department to help
with the 1989 benchmark survey of foreign investment
in long-term U.S. securities. Benchmark surveys of
stocks of foreign investment in long-term securities in
the United States are conducted roughly every five
years and are based on surveys of U.S. issuers of securities and U.S. "holders of record." The surveys are
quite comprehensive but still focus on a relatively limited number of nominees and do not constitute a complete census.
Quarterly Surveys
Data on the transactions of U.S. nonbanking concerns with unaffiliated foreigners are collected mainly
through the Treasury Department's quarterly TIC-C
survey (a special form of the TIC survey). No estimates
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are made for nonreporters; as a result, there may be
significant errors and omissions in measured capital
flows in this area. Coverage of nonbanking firms' transactions with unaffiliated foreigners appears to be particularly low; in 1988, only 475 reporters filed quarterly
TIC-C forms. Given the universe of exporters and
importers that conduct direct transactions with foreigners, and the prevalence of direct placements of foreign
financial paper in the United States, this figure seems
quite small. Based on transactions reported in the
BEA's surveys, adequate coverage on the TIC-C survey would require more than 5,000 reporters. Enterprises that are not being surveyed may account for
sizable transactions. Altogether, the assets of U.S. private nonbanks in foreign banks may be underestimated
by as much as $220 billion, and U.S. nonbank liabilities
to foreign banks may be underestimated by as much as
$160 billion, based on comparisons with international
banking data.
The BEA and the Treasury Department are working
on a data-sharing agreement that will allow the BEA to
provide information on direct investors—mainly large
firms with extensive international transactions with
unaffiliated as well as affiliated foreigners—to the Treasury Department with the aim of improving the coverage of the TIC-C form. Until such time as improvements in the TIC are in place, the BEA is exploring the
use of bilateral banking data to estimate U.S. nonbank
claims on and liabilities to foreign banks in selected
countries.
Data on banking transactions between U.S. private
residents and nonresidents are collected through the
TIC-B survey of month-end closing balances for claims
on, or liabilities to, foreigners. Overall coverage of
U.S. banks appears good. Two difficulties with the
banking reports are the poor quality of some responses
and inadequate reporting of custody accounts. Also,
periodic reconciliations of TIC-B data on foreignowned banks with similar Federal Reserve regulatory
data suggest increasingly large discrepancies.

In recent years, foreign-owned banks operating in
the United States have played an increasing role in
financial markets in the United States and abroad.
There is some concern that the quality of reporting by
foreign-owned banks is not as high as that of U.S.owned banks. One of the proposed joint projects of
the BEA and the Treasury Department is a series of onsite "educational" visits to inform and educate foreigncontrolled banks on reporting requirements, to assess
past reporting, and to encourage better compliance.
Data on transactions in long-term securities between
U.S. private residents and unaffiliated nonresidents are
collected through the monthly TIC-S survey of U.S.
broker-dealers. Problems in recording securities transactions include the coverage of direct purchases and
sales of securities through foreign rather than U.S.
financial intermediaries, the growth in new instruments, the channeling of transactions through new
intermediaries, and the identification of nonresidents.
The BEA and the Treasury Department have initiated a project to improve coverage of transactions in
short-term commercial paper and other instruments,
as well as a project to improve coverage of pension
and mutual funds engaged in direct portfolio transactions with nonresidents.
The net effect of these statistical problems may be
quite large, but the absence of benchmark surveys on
U.S. portfolio investment abroad and the lack of a full
census for the benchmark surveys of foreign portfolio
investment in the United States make it difficult to
assess the magnitude of the errors and omissions. So
far, the annual portfolio flows for U.S. holdings of
foreign assets in the 1980-90 period were revised by
$5.4 billion. The revisions reflect the incorporation of
late reports, the correction for errors and omissions in
the reported data, and the incorporation of the results
of two benchmark surveys of foreign portfolio investment in the United States. However, these were partial
revisions and may still not fully represent the true
values.
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Bilateral Comparisons of Direct
Investment Data
Neil Patterson
Introduction

Data

The Working Party on the Measurement of International Capital Flows made important use of data
reported by selected countries on their direct investment capital flows with partner countries. When compared bilaterally, these geographic data were used to
quantify omissions in reported country data.
Tables in Chapter 3 and Appendix IV of the Report
on the Measurement of International Capital Flows
showed significant discrepancies when country data
were compared bilaterally. Similar results were found
in earlier studies—for example, in a 1985 study by the
Netherlands central bank, which compared Dutch and
U.S. bilateral direct investment positions, and in a 1990
report by the Statistical Office of the European Communities, which presented bilateral flow data for members of the European Community.1
Such bilateral asymmetries do not necessarily contribute to global imbalances. A particular asymmetry
(say, a comparison between the data of country A and
country B) may simply reflect differences between the
two countries in how they geographically allocate
direct investment totals; the asymmetry, therefore,
may be offset elsewhere (say, in a comparison between
country A and country C).
Despite this possibility, the presentation and analysis
of bilateral comparisons were useful for the Working
Party's study because they

Separate bilateral comparisons were made for the
two components of direct investment capital flows:
reinvested earnings and other direct investment (ODI).
For reinvested earnings, data were provided by
four major countries—Germany, the Netherlands,
the United Kingdom, and the United States (see
Table 1).2 In each year, the amounts reported by the
four countries as outward investment to the other three
countries exceeded the total amounts reported by the
four countries as inward investment from the others
(see Table 2). The excess was $1.9 billion in 1986 but
increased sharply to an annual average of $5.9 billion
in 1987 and 1988. These large differences arose after
the netting out of many significant positive and negative
bilateral discrepancies and may not reflect the full
extent of the underlying difference.
For ODI capital flows, many more countries compile
geographic breakdowns. The bilateral comparisons
were extended to include Canada, Australia, and Japan
(see Table 3).3 Many significant positive and negative
bilateral inconsistencies exist in the figures, but they
tended to offset each other in the total for the seven
countries. For the 1986-88 period, the annual average
bilateral amounts reported by the seven countries as
investors were $3.5 billion less than the bilateral
amounts reported by the seven countries as hosts (see
Table 4).

—revealed inconsistencies in country reports; and
—showed the need for interpreting with care many
of the Working Party's adjustments for unreported
or incomplete country data.
1
Marius van Nieuwkerk and Robert P. Sparling, "Discrepancies
Between Netherlands and U.S. Statistics," in The Netherlands International Direct Investment Position (Dordrecht: Martinus Nijhoff
Publishers, for De Nederlandsche Bank, 1985); and Statistical Office
of the European Communities, Direct Investment of the European
Community 1984 to 1988, a provisional report by Christine Spanneut
(Luxembourg: Eurostat, 1990).

2
Table 1 also appears as Table 70 in the Report on Capital Flows.
In 1987, the four countries accounted for 92 percent of reported
world outward reinvested earnings and for 66 percent of reported
inward reinvested earnings. Australia also compiles a detailed geographic breakdown of reinvested earnings data. However, Australian
data are published for financial years (ending June 30) and cannot be
directly compared with the calendar year data of the other countries.
3
Bilateral comparisons for 11 countries are shown in Table 72 of
the Report on Capital Flows.

Neil Patterson was a member of the technical staff. He is now a Deputy Division Chief in the IMF's Statistics Department.
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Table 1. Bilateral Comparisons of Reinvestment of Earnings, 1986-88
(In billions of U.S. dollars; outflows (-))

U.S. investment in:
Germany
Netherlands
United Kingdom

Reported
by investor
countries

1986
Reported
by host
countries

Discrepancy

Reported
by investor
countries

1987
Reported
by host
countries

(1)

(2)

(1)+(2)

(3)

-0.5
-0.8

0.6

0.6
1.0

-0.3

0.3

-1.5
-1.2
-1.6

-2.3

1.3

-1.0

-4.3

0.1
2.3
2.2

-0.3
-0.3

-0.2

-0.4

-0.1

-0.5
-0.2

-0.4

0.1

0.1

—

-0.1

0.1
0.1

-0.5

-0.2

-0.7

-0.5

-0.2

-0.7

-0.9

-0.6

0.8
0.2
1.2
2.2

0.2
0.2
1.2
1.6

-0.7

—
0.1
1.7
1.8

-0.7

-0.9
-0.1

-1.1
-1.8

Total
German investment in:
United States
Netherlands
United Kingdom
Total
Netherlands investment in:
United States
Germany
United Kingdom

—
—

-0.6

Total
U.K. investment in:
United States
Germany
Netherlands

—

0.1
—

-0.6

Discrepancy

Reported
by investor
countries

1988
Reported
by host
countries

Discrepancy

(4)

(3)+ (4)

(5)

(6)

(5)+ (6)

-0.2

-1.7
-1.1

0.7

-0.3

-2.1

-2.1

1.2

-0.9

-0.8

-0.6

—
0.1
0.2
0.3

-0.6

0.1
—

0.2
1.7
1.2

—

-0.3

—

-1.0

-0.6
-3.9
-2.4
-4.3
1.0
1.5
-0.2
-0.4
-0.5
-0.3
0.1
0.1
-1.0
-2.0
-1.9
-2.1
0.1
0.1
1.2
-1.8
Total
-3.0
1.7
-6.3
-4.6
-6.9
-6.4
4.5
-1.9
-11.7
Total, four countries
5.5
-6.2
-10.9
Source: National tabulations. This table also appears as Table 70 in the Report on Capital Flows.
Note: Data reported by the United States exclude capital gains and losses. Data reported by Germany have been moved

United States
Germany
Netherlands
United Kingdom
Total

1986

1987

1988

1986-88
average

-1.0
-0.7
1.6
-1.8

-2.1
-0.7
1.2
-4.6

-0.9
-0.6
0.9
-5.0

-1.3
-0.7
1.2
-3.8

-1.9

-6.2

-5.6

-4.6

Source: National data shown in Table 1. This table also appears
as Table 13 in the Report on Capital Flows.
1
Negative entries indicate that reported outward investment
exceeded reported inward reinvestment.

Practices That Contribute to Bilateral
Discrepancies
Bilateral discrepancies in data arise because of differences between countries in definitions, classifications, coverage, sources, and compilation methods.
The differences are of two types: (1) those that affect
the measurement of direct investment totals, and therefore contribute to the global direct investment discrepancy, and (2) those that are related only to the allocation of transactions by partner country. The latter type

1.4

-1.1
-1.2

-1.6
-0.3
-1.1

Table 2. Excess of Bilateral Outward Reinvestment of
Earnings over Inward Reinvestment of Earnings Among
Four Major Countries, 1986-88 1
(In billions of U.S. dollars)

1.4
0.1

-1.2
-0.9

0.1

-0.1

-0.6

0.4
0.2
1.3
1.9

-0.5

1.4
0.2
0.3
1.9
5.3

-2.9
-0.3
-1.8

0.1
1.3
0.9

-5.0
-5.6

back one year.

affects bilateral comparisons but not the global discrepancy.
Particular differences in national practices that may
contribute to the bilateral discrepancies are discussed
in the following paragraphs. These national practices
are compared with international standards as specified
in the Fund's Balance of Payments Manual (fourth
edition) and elaborated in the OECD's "Benchmark
Definition."4
Calculation of Reinvested Earnings

According to international standards, reinvested
earnings on direct investment cover the unremitted
earnings of unincorporated direct investment enterprises (including branches) as well as the direct investor's share of the earnings of incorporated enterprises
that are not formally distributed. These earnings are
conceived of as providing additional capital to the
direct investment enterprises. In recording such earnings in the balance of payments, therefore, entries
should be made for both direct investment income (in
the current account) and direct investment capital (in
4
The "Benchmark Definition" was published in Organization for
Economic Cooperation and Development, Detailed
Benchmark
Definition of Foreign Direct Investment (Paris: OECD, 1983).
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Practices That Contribute to Bilateral Discrepancies
Table 3. Bilateral Comparisons of Other Direct Investment Capital Flows, 1986-88
(In billions of U.S. dollars; outflows (-))
1986
1987
Reported
Reported
Reported
Reported
by investor
by host
Discre- by investor
by host
countries
countries
pancy
countries
countries
(1)+ (2)
(2)
(3)
(4)
(1)
U.S. investment in:
Canada
-0.7
-1.1
-1.8
-3.0
1.6
Australia
0.2
0.5
0.7
-0.3
0.6
Japan
0.3
0.2
0.5
-0.4
0.6
Germany
—
-0.2
-0.2
0.9
-0.1
Netherlands
-1.5
-0.3
-1.8
-0.8
-0.1
-2.9
2.1
-0.8
-0.9
United Kingdom
0.1
1.2
-3.4
-4.6
-4.5
2.7
Total
Canadian investment in:
United States
United Kingdom
Total
Australian investment in:
United States
Germany
Netherlands
United Kingdom
Total
Japanese investment in:
United States
United Kingdom
Total
German investment in:
United States
Australia
Netherlands
United Kingdom
Total
Netherlands investment in:
United States
Australia
Germany
United Kingdom
Total
U.K. investment in:
United States
Canada
Australia
Japan
Germany
Netherlands
Total
Total, seven countries

Discrepancy
(3)+ (4)

Reported
by investor
countries
(5)

1988
Reported
by host
countries
(6)

-1.4
0.3
0.2
0.8
-0.9
-0.8
-1.8

-0.3
0.2
0.1
1.9
-0.2
-3.3
-1.6

—
-0.2
-0.6
-1.8
-0.2
1.0
-1.8

-0.5
0.1
-0.4
-2.3
-3.4

Discrepancy
(5)+ (6)
-0.3

-2.6
0.4
-2.2

3.2
-0.1
3.1

0.6
0.3
0.9

-4.9
-0.7
-5.6

4.3
1.3
5.6

-0.6
0.6
—

-4.5
-0.5
-5.0

2.5
-0.2
2.3

-2.0
-0.7
-2.7

-0.5
—
-0.3
—
-0.8

2.6
—

-0.9
-0.1
-0.2
-1.9
-3.1

1.6
—

2.6

0.8
—

1.3
2.9

0.7
-0.1
-0.2
-0.6
-0.2

-1.8
—

-0.1
2.5

2.1
—
-0.3
-0.1
1.7

-1.1
-2.9

1.9
4.5

0.8
1.6

-8.0
-1.0
-9.0

7.2
-0.2
7.0

-0.8
-1.2
-2.0

-9.6
-1.0
-10.6

9.0
1.2
10.2

-0.6
0.2
-0.4

-19.0
-2.9
-21.9

17.1
1.3
18.4

-1.9
-1.6
-3.5

-4.1
-0.1
-0.8
-0.5
-5.5

2.4

-4.4
-0.1

5.0

0.4
0.3
3.1

-1.7
-0.1
-0.4
-0.2
-2.4

-0.7
-5.2

0.2
0.2
5.4

0.6
-0.1
0.2
-0.5
0.2

-5.1
-0.1
-0.6
-0.9
-6.7

2.3
-0.1
-0.1
0.1
2.2

-2.8
-0.2
-0.7
-0.8
-4.5

-0.6
-0.1
—
-1.4
-2.1

3.6
0.2
0.8
1.1
5.7

3.0
0.1
0.8
-0.3
3.6

-3.3
-0.1
-0.1
-2.4
-5.9

8.4
-0.3
-0.1
0.6
8.6

5.1
-0.4
-0.2
-1.8
2.7

-1.6
-0.2
-0.5
0.7
-1.6

5.8
0.4
0.5
4.0
10.7

4.2
0.2
—
4.7
9.1

-9.5
-0.5
-0.5
-0.1
—
-0.5
-11.1
-35.3

10.3
1.3
0.5
—
0.3
0.6
13.0
35.6

0.8
0.8
—
-0.1
0.3
0.1
1.9

-16.7
-1.1
—
0.1
0.1
0.5
-17.1
-52.0

24.1
0.5
-0.2
—
0.1
1.1
25.6
61.0

7.4
-0.6
-0.2
0.1
0.2
1.6
8.5
9.0

-14.2
-0.2
-1.7
-0.1
-0.4
-1.5
-18.1

18.2
0.9
1.3
—
0.3
1.9
22.6
58.9

4.0
0.7
-0.4
-0.1
-0.1
0.4
4.5
1.1

0.3

-57.8

Source: National tabulations.
Note: Totals exclude pairs where data from only one side are available, or where data are not available for all three years.

the capital account). The entries should be the same
size and offsetting. In the capital account, they are
described as "reinvestment of earnings." These earnings should be recorded in the period that they are
earned and should be calculated net of taxes, depreciation, and capital gains and losses.
In practice, these standards are used flexibly. Of
the seven countries addressed in this paper, only four

include reinvested earnings on direct investment in the
current account and also record an offsetting amount in
the capital account. The Netherlands does not include
reinvested earnings in its national balance of payments
statistics but compiles the data in supplementary
tables.
Among the five countries compiling reinvested earnings data, country practices differ. For example,
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Table 4. Bilateral ODI Outflows Compared with Inflows
Among Seven Countries, 1986-881
(In billions of U.S. dollars)

United States
Canada
Australia
Japan
Germany
Netherlands
United Kingdom

1986

1987

1988

1986-88
average

-3.4

-1.8

-3.4
-2.7

-2.9
-0.6

-3.5
-4.5

-2.0
-2.2

0.9
1.7

-2.0
-2.4

3.6
1.9

-0.2
-0.4

0.2
2.7
8.5

1.6

9.1
4.5

1.0

5.1
5.0

1.1
3.5
9.0
0.3
Total
Source: National data shown in Table 3.
1
Negative entries indicate that reported outflows exceed inflows.

—The United States includes realized and unrealized
capital gains and losses in its reinvested earnings
data. Other countries often exclude unrealized
gains and losses. (However, the United States
publishes separate data on these gains and losses,
and the U.S. data shown in Tables 1 and 2 are
adjusted to exclude them.)
—Germany records reinvested profits in the year
after they are earned. Other countries record them
when earned. (The German data shown in Tables
1 and 2 include an adjustment to put them on a
comparable timing basis with those of other countries.)
Components of Direct Investment Capital Flows

According to international standards, direct investment capital flows cover all capital transactions
between enterprises in a direct investment relationship.5 These flows include equity investment, reinvested earnings, and "intercompany debt"—such as
trade credit and other loans—whether long or short
term. The flows encompass so-called reverse transactions, such as equity investments by affiliates in their
direct investors and loans extended by affiliates to their
parents. In the case of reverse transactions, international standards state that they should be regarded as
disinvestment by the parent in the affiliate (that is,
negative outward investment from the parent's country) rather than as investment by the affiliate in the
parent (inward investment to the parent's country).
Furthermore, the inclusion of reverse transactions in
direct investment should apply even if the affiliate has
little contact with the real economy of its host country
and has been set up purely to raise capital or channel
funds to its parent. In such cases, the finance affiliate
may be issuing bonds in international markets or
receiving loans from unaffiliated enterprises in a third
5

There is one exception: short-term flows between depository institutions and their direct investment affiliates presumably reflect the
regular business activities of banks rather than a direct investment
relationship.

country (portfolio or other investment transactions)
before transferring the proceeds to its parent (a direct
investment transaction).
However, there are deviations from these standards
among the countries listed in the tables. The following
deviations may contribute most to bilateral discrepancies.
—Germany, Canada, and Japan define direct investment to exclude short-term loans and other shortterm credits.
—Germany and Japan exclude all reverse loans from
their statistics on direct investment.
—Australia and Canada attempt to "look through"
loans extended by foreign finance affiliates set up
purely to raise and channel funds to their parents;
they do not regard these loans as direct investment.
—The Netherlands treats reverse loans as investment by the affiliate in the parent.
—The direct investment statistics of the Netherlands
exclude the transactions of special financial institutions (SFIs). Established in the Netherlands,
SFIs are foreign-owned holding or finance companies that raise funds abroad for re-lending abroad.
Definition of Direct Investment Enterprise

According to international standards, the statistics
should cover all enterprises in which an investor has a
direct investment interest. Once an "across-the-border"
direct investment of 10 percent is achieved with enterprise A, certain other enterprises related "down the
line" to enterprise A will also be regarded as direct
investment enterprises. Direct investment measurement should cover all transactions between the direct
investor and enterprise A and certain of its affiliates
(and between the affiliates if they are in different countries).
In its "Benchmark Definition," the OECD provides
a detailed and precise definition of the affiliates that
should be covered; this definition—described as the
"fully consolidated system"—is too detailed to
describe in full. In brief, however, the benchmark
definition states that if indirectly owned enterprises are
excluded from a country's definition of direct investment enterprises, reinvested earnings can be greatly
understated. The definition also states that if indirectly
owned enterprises are excluded, some ODI capital
flows may be omitted from direct investment statistics.
The definition adds that, on the whole, the omitted
flows will be small because most ODIflowsare between
the investor and its directly owned concerns.
All seven countries in Tables 3 and 4 take some
account of capital flows among indirectly connected
enterprises. However, the coverage of indirectly
owned enterprises varies considerably among the
countries. Some—including the United States, Canada, Australia, and the United Kingdom—take extensive account of indirectly owned enterprises; others—
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especially Germany—cover them less comprehensively.
Classification of Direct Investment by Country

According to international standards, changes in
claims and liabilities should be allocated to the country
where the foreign debtor or creditor is a resident. Similarly, earnings should be allocated to the country in
which they were made. In the case of direct investment
statistics, this practice can be construed as allocating
outward direct investment to the residence of the direct
investment enterprise and inward direct investment to
the residence of the direct investor. Take, for example,
an investor in country M who takes over the capital
of an enterprise in country N from a foreigner in country O. When country M compiles its statistics, the
transactions should be allocated to country N and not
to country O, even though the seller is located in country O and the funds may be sent there. Of the seven
countries, all except Canada and Japan follow this general principle.
The presence of indirectly held enterprises can complicate this accounting process. For example, what
should be done if a U.S. company directly owns a
company in the United Kingdom that, in turn, owns
another company in Germany? Should the United
States in its statistics on outward reinvested earnings
allocate the earnings of the indirectly held enterprise
in Germany to that country or combine them with those
of the directly held enterprise in the United Kingdom
and allocate them all to that country. Moreover, should
Germany in its statistics on inward reinvested earnings
allocate those of the German company to the immediate
direct investor in the United Kingdom or to the ultimate
investor in the United States?6 Further complications
occur if the U.K. company is not wholly owned by the
U.S. investor.
For reinvested earnings, comparability can be
achieved among the three countries if Germany allocates its inward earnings to the United Kingdom and
if the United Kingdom treats them as outward earnings
from Germany, then combines them with those of the
directly owned company in the United Kingdom, and
ultimately shows them as inward earnings to the United
States. The United States, for its part, treats the combined earnings of its German and U.K. companies as
outward earnings from the United Kingdom. This is the
method recommended by the benchmark definition.7
Although some countries follow the system recommended in the benchmark definition, others do not.
For example, the United States and Australia allocate,
as recommended, reinvested earnings to the immediate
6

This example was originally cited in John Walker, "OECD Benchmark Definition of Foreign Direct Investment," in Statistical News
(London: United Kingdom Central Statistical Office, May 1983).
7
In addition, the benchmark definition recommends that outward
earnings be compiled by the country of the indirectly held enterprise
so that investing countries can see where their earnings are made.

host or investing country. On the other hand, the
United Kingdom requests companies to supply information for each country in which they make direct
investment earnings. However, some U.K. companies
do not have full information on each of their indirectly
held concerns, because they collect only consolidated
accounting data from each of their directly owned overseas affiliates. These data cover indistinguishably that
company and all its affiliates. In such cases, earnings
are allocated as recommended in the benchmark definition. The same applies to inward earnings in a U.K.
company that may be attributed to the country of the
intervening affiliate. The Netherlands data are usually
allocated as recommended, but some earnings are allocated to the country of each indirectly connected concern. Germany does not cover the reinvested earnings
of indirectly owned enterprises. These different treatments may distort bilateral comparisons among the
seven countries when a party to the comparison is the
host to intermediate holding companies. For example,
inconsistencies have occurred in the treatment of certain jointly owned enterprises in the statistics of the
Netherlands and the United Kingdom and in the countries in which these enterprises have investments.
For outward investment, ODI capital flows should
be allocated to the country location of each foreign
affiliate with which the transaction occurs, whether the
affiliate is directly or indirectly owned. For inward
investment, the flows should be attributed to the country of each member of the foreign parent group that
engages in the transaction.8 All seven countries follow
this approach, although consolidation sometimes
occurs at the level of the intervening affiliate. Because
such consolidation occurs in U.K. company reporting,
for example, the importance of a few countries in which
intermediate holding companies are located, such as
the Netherlands, may be "overstated" in the U.K.
statistics when compared with other countries.
Coverage, Data Sources, and Methods

Discrepancies in bilateral data may also arise from
imperfections in the way that compilation systems
cover transactors or transactions, from errors in data
reported to statistical agencies, or from relative
strengths and weaknesses in compilation procedures.
These kinds of discrepancies occur among the seven
countries even though the quality of their collection
systems is generally high.
Concluding Comment
The Working Party's Report on Capital Flows shows
that national data on the geographic details of direct
8

Suppose a U.S. company directly owns a company in the United
Kingdom that owns another in Germany. If the U.S. company makes
a loan to the German company, the capital flows should be allocated
to Germany and not to the United Kingdom.
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investment capital flows are particularly useful in
detecting and quantifying gaps and discrepancies in
balance of payments statistics. The Working Party
urged national compilers to prepare and exchange these
data and stressed that the statistics should be prepared

according to the recommendations of the Manual.
Widespread differences exist among countries in how
they prepare geographic data. Clearly, national compilers have much to do to align their data with international standards and make more useful exchanges.
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U.S. Direct Investment Flows with Selected
Caribbean OFCs
Werner Hasenberg and Neil Patterson
The Working Party's Report on the Measurement of
International Capital Flows described problems that
arise because offshore financial centers (OFCs) omit
from their balance of payments the large volumes of
financial flows that pass through their entrepot facilities.1 OFCs are small countries that consider these
flows to be unrelated to activities in their own economies and inappropriate for their balance of payments
statements. Also, some OFCs do not prepare balance
of payments statements at all. As a result, capital flows
in the Fund's Balance of Payments Statistics Yearbook
do not include most financial transactions of OFCs.
Omission of these flows would not affect global balances of the capital account if OFCs acted only as
clearinghouses for transactions that pass through their
countries. However, transactions change form as they
pass through OFCs, perhaps entering as portfolio
investment or interbank flows and leaving as direct
investment transactions. Moreover, offshore activities
may produce sizable net earnings that accrue to direct
investors abroad but are retained in the OFCs.
Although OFCs omit such flows from their balance of
payments statements, partner countries report them
as transactions with OFCs. In order to balance flow
statistics at the world level by type of capital (such as
direct investment or portfolio investment), the OFC
entrepot flows must be added to world totals. The
Working Party made estimates for these flows—see
1

These facilities include foreign-owned "finance affiliates" and
"holding companies," which are sometimes described as Special
Purpose Entities.

Chapter 3 (direct investment), Chapter 4 (portfolio
investment), Chapters 5 and 6 (other capital), and
Chapter 9 (OFCflows)of the Report on Capital Flows.
These estimates were derived using data bases on international bond and banking statistics (as compiled by
the Bank for International Settlements and the IMF).
For direct investment, geographic data were compiled
by partner countries.
In order to estimate the missing flows, the Working
Party first needed to understand the nature of the OFC
flows and the measurement practices of the international organizations and partner countries involved in
the compilation process. The Working Party undertook
two detailed investigations of certain direct investment
flows between several OFCs—the Netherlands Antilles and a group of other Caribbean nations—and the
United States. Because these flows—as measured by
U.S. compilers—were very large, their omission from
OFC reports was seen as a significant source of the
global statistical discrepancy on direct investment.
U.S. Direct Investment in Netherlands Antilles
Background

For more than two decades, the Netherlands Antilles
has been an intermediate point for direct investment
to and from the United States. The largest component
of such direct investment transactions occurred
because the Netherlands Antilles served as a tax haven.
Investors could rely on the income tax treaty between

Technical Note: The sign conventions used in this paper may need some elaboration. In the U.S. statistics, a direct investment position is
described as positive when the aggregate amount of equity capital (including reinvested earnings) and intercompany debt owed by foreign
affiliates to their parents is a positive amount; the position is described as negative when net intercompany debt owed by parents to their
affiliates exceeds the total amount of the parents' equity in the affiliates.
For direct investment capital transactions, a negative value usually denotes a net withdrawal of investment by parents from their affiliates.
However, if a parent company draws on a loan extended by its affiliate, this transaction is recorded with a negative value under net intercompany
debt. Similarly, when the parent company repays the loan extended by the affiliate, this transaction is recorded with a positive value under
net intercompany debt.
For income on U.S. direct investment abroad, a negative value denotes an excess of income paid by parents to their affiliates over income
received by the parents from their affiliates.
Werner Hasenberg worked as a consultant to the Working Party. Neil Patterson was a member of the Working Party's technical staff. He
is now a Deputy Division Chief in the IMF's Statistics Department.
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the United States and the Netherlands Antilles, similar
bilateral tax treaties between the Antilles and other
countries, the existence of bank and commercial
secrecy laws, and a well-developed financial system to
execute transactions efficiently.
Such transactions have included both direct and
other types of investment. The Working Party's analysis, however, was limited to an exploration of the direct
investment of U.S. corporations in finance affiliates
in the Netherlands Antilles, especially in light of the
statistical treatment of such investments by the U.S.
Bureau of Economic Analysis.
Institutional Factors

The existence of Netherlands Antilles finance affiliates (NAFAs) goes back, at least, to the late 1960s and
is predicated on the 1948 Income Tax Treaty between
the United States and the Netherlands. The treaty was
extended to the Netherlands Antilles in 1955. The
Antilles treaty was amended by a protocol in 1963 and
modified by a convention in 1965. Between the mid1960s and the mid-1980s, the Netherlands Antilles
served as a major tax haven by virtue of its commercial
secrecy laws, its low tax rates for financial institutions,
and a network of tax treaties, including the provisions
in the U.S. treaty that eliminated or reduced the U.S.
tax on "U.S. source income" (such as interest, dividends, and royalties received by foreigners from a U.S.
entity). Under the treaty, there was a zero tax rate on
all interest and royalties payments, a 5 percent rate on
direct investment dividends, and a 15 percent rate on
portfolio investment dividends. However, the 1965
modification required that to be eligible for the treaty
rates the Netherlands Antilles affiliate receiving the
payments had to be subject to the normal Netherlands
Antilles income tax (30 percent) rather than to the "offshore tax" (3 percent). In most cases, this differentiation was effectively meaningless, since the taxable
income of finance affiliates was very low (largely
because most of their costs consisted of interest payments to lenders in the Eurobond market).
In the Deficit Reduction Act of 1984, the U.S. Congress repealed the provisions of the Internal Revenue
Code that had imposed a 30 percent nonrefundable
"withholding tax" on interest paid by U.S. borrowers
to nonresident aliens and to foreign corporations in
nontreaty countries. This action removed the comparative advantage of the Netherlands Antilles. Before the
1984 act, over 200 U.S. corporations had established
finance affiliates in the Antilles, through which they
had borrowed large amounts in the Eurobond market
at favorable interest rates.
The largest borrowing by U.S. corporations through
their NAFAs took place in the periods 1968-74 and
1978-84. During the earlier period, U.S. corporations
borrowed funds in the Eurobond market through their
Antilles affiliates and repatriated the borrowed funds
to the United States in compliance with conditions
imposed on them individually under the Foreign Direct

Investment Regulations. (These regulations, which
were terminated in 1974, set annual limits on direct
investment abroad). Large borrowings in the second
period were undertaken by U.S. corporations in
response to the credit crunch of the late 1970s and early
1980s. These borrowings occurred mostly to finance
domestic corporate operations and generally were not
related to other U.S. direct investment activities
abroad.
Negotiations for a new tax treaty between the United
States and the Netherlands Antilles took place between
1984 and 1987. In mid-1987, the United States moved
to terminate the treaty, with 1987 being the last year
of full benefits.
BEA Data

Since 1977, BEA has collected data on U.S. corporate borrowing in the Eurobond market via NAFAs
as part of its data collection system on U.S. direct
investment abroad (USDIA). Previously these data
were collected and published as portfolio investment;
the change in classification followed the 1977 benchmark survey on USDIA, which indicated that these
data would be more accessible as part of the direct
investment data series.
The U.S. direct investment data have shown a large
"negative direct investment position" for the Netherlands Antilles, preponderantly in the finance sector.
BEA has published these data in detail in order to adjust
for the negative position amounts in the aggregate data
series on USDIA.
Table 1 illustrates dramatically the impact of the
Deficit Reduction Act of 1984, with reversals between
1984 and 1985 in sign and trend for many of the items.
For purposes of analysis, the data have been divided
here between intercompany debt and equity capital.
Intercompany Debt
Table 1 presents various aspects of intercompany
debt: levels of debt, capital flows on such debt, net
interest income on intercompany debt, interest payments on NAFA bonds, changes in U.S. parents'
receivables, and changes in U.S. parents' payables.
For the purpose of analyzing matters related to NAFA
borrowing, lines 2c(3), 3b, and 4 are most significant.
"Changes in U.S. parents' payables" (line 2c(3))
indicate that U.S. intercompany debt increased significantly in 1983 and 1984 (inflows of $5.4 billion and
$3.8 billion, respectively) as NAFA borrowing continued. However, as NAFA borrowing began to be repaid,
there was a sudden reversal in the debt situation in
1985 (an outflow of $3.5 billion) and continuing large
outflows of more than $21.2 billion for the years 1986
through 1990. Line 3b illustrates the corresponding
trend in net interest payments: a peak of $5.2 billion
in 1984 and a progressive decline thereafter, to $1.7
billion in 1990.
Broad estimates of U.S. interest payments related
to NAFA bonds may also be made for each year since
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Direct Investment in the United States from the U.K. Islands, Caribbean
Table 1. U.S. Direct Investment Abroad: Selected Transactions with and Positions in Finance Affiliates in the Netherlands
Antilles, 1983-90
(In billions of U.S. dollars)
1984
1990
1983
1985
1986
1988
1987
1989
-25.1
-23.3
-1.7
-14.5
1. Position (year end)
-20.8
-17.2
-6.2
-10.3
15.0
16.9
10.7
a. Equity
16.7
16.4
15.3
12.1
11.0
b. Intercompany debt
-12.4
-17.1
-22.5
(1) Net
-38.3
-42.0
-37.5
-33.7
-29.8
(2) U.S. parents' receivables
3.3
1.5
0.6
0.7
0.4
0.5
1.2
0.5
-42.5
-38.7
-15.7
-38.6
-34.2
-30.4
(3) U.S. parents' payables
-18.6
-23.1
-2.0
4.5
-3.1
3.0
2. Capital transactions (inflows ( - ) )
4.2
4.9
4.7
3.6
-0.4
-0.9
-2.6
-1.4
a. Equity capital
-0.6
1.4
1.0
0.7
-0.4
b. Reinvested earnings
0.3
0.1
—
1.0
0.6
0.9
0.9
c. Intercompany debt
-5.5
-3.9
(1) Net
5.0
4.7
6.1
3.8
4.2
4.5
(2) Changes in U.S. parents'
-0.2
receivables
0.8
1.8
0.1
0.1
0.7
0.1
—
(3) Changes in U.S. parents'
payables
-5.4
-3.8
4.2
2.9
6.0
3.7
3.5
4.4
-3.2
-3.4
-2.7
-1.4
-1.0
-1.9
-2.1
3. Income transactions (payments ( - ) )
-3.1
a. Earnings
0.8
0.7
0.8
1.2
1.4
1.6
1.2
1.8
-1.7
-2.8
-3.3
b. Interest
-4.6
-4.8
-3.9
-5.2
-2.2
4. Memorandum:
-3.5
Interest on NAFA bonds (payments (—)) ...
-2.2
-0.3
-1.2
-1.7
-2.9
-0.6
Sources: Lines 1 through 3—Table 5 in U.S. Bureau of Economic Analysis, Survey of Current Business, August 1991; line 4—estimates.
Note: This table shows transactions with, and positions in, affiliates primarily established to borrow funds abroad and relend them to their
U.S. parents.

1984. Such estimates can be linked to a baseline estimate of the level of NAFA bonds outstanding at yearend 1984 (about $28 billion) and reduced each year
by an amount somewhat below the changes in U.S.
parents' payables. The annual interest payments on
the bonds, estimated by multiplying an average NAFA
bond interest rate by the derived amount of bonds outstanding, have also declined (from about $3.5 billion
in 1984 to about $0.3 billion in 1990) as outstanding
NAFA bonds have matured.
Equity Capital
Table 1 shows levels of equity, equity capital flows,
reinvested earnings, and equity earnings. Larger
reductions in U.S. equity in NAFAs might have been
expected after 1984, because large amounts of intercompany debt were liquidated. Most equity investment
in NAFAs presumably occurred to conform with certain Internal Revenue Service debt-equity rules as a
condition for the deductibility of interest payments.
(The debt-equity ratio of the NAFAs, line lb(3) divided
by line la, progressively fell from 2.6 in 1983 to 2.1 in
1986 and 1.5 in 1990.) As might be expected, U.S.
equity earnings in NAFAs reached their peak in 1984
and 1985, when equity was also at its highest level.
Summary and Outlook

The data examined here describe the peak and the
fall of Netherlands Antilles finance affiliates as a major
vehicle for U.S. firms' borrowing in the international
capital markets. The highest levels of debt and equity
stocks were reached in 1984. The borrowing activities

of NAFAs declined after the Deficit Reduction Act of
1984 was passed and the United States terminated its
income tax treaty with the Netherlands Antilles in 1987.
By the end of 1990, the U.S. direct investment position in Netherlands Antilles finance affiliates had
dropped to -$1.7 billion. Although NAFAs are still
used as a conduit for international transfers of funds
(significant capital flow activity through NAFAs was
recorded in 1991), it may be assumed that by the end
of 1992 they will have ceased to function as a major
vehicle for offshore borrowing by U.S. corporations—
previous borrowing under the tax treaty will essentially
have been repaid.
Direct Investment in the United States from the
U.K. Islands, Caribbean
Background

Data on foreign direct investment in the United
States, as compiled by the BEA, indicate relatively
large and volatile entries with respect to direct investment from a group of Caribbean nations—called the
U.K. Islands, Caribbean (UKIC). The BEA's grouping
of UKIC covers the British Antilles, British Virgin
Islands, Cayman Islands, Montserrat, and Turks and
Caicos Islands. Most of the UKIC direct investment
in the United States comes from the Cayman Islands
and the British Virgin Islands; no separate data are
available.
This analysis is based on an examination of the U.S.
data, especially with respect to the possible identifica45
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tion of ultimate beneficial ownership (UBO) of such
investment. As such, it may help to trace counterpart
data in the statistics of the UBO countries and to understand the size and volatility of UKIC direct investment
in the United States in recent years.
Data

The volatility in UKIC direct investment capital
flows into the United States in the 1987-90 period is
attributable mostly to capitalflowsbetween UKIC parents and their U.S. affiliates in the finance sector. As
Table 2 indicates, the data show even greater volatility
for U.S. finance affiliates than for U.S. affiliates in all
industries.
At year-end 1990, the UKIC position was -$3.2
billion, but the position for the finance sector was
- $4.8 billion. These negative positions were considerably larger than at year-end 1989 (when they were
- $0.1 billion and -$1.5 billion, respectively) but virtually the same as at year-end 1987 -$3.3 billion and
-$4.8 billion).
Reported outflows in 1990 were $3.5 billion ($3.3 billion in the finance sector), following capital inflows in
1989 of $3.2 billion (almost entirely in finance). Large
capital outflows also occurred in 1987 ($3.8 billion, of
which $4.5 billion was in finance). Intercompany debt
transactions ($4.4 billion outflow in 1987, $3.4 billion

Table 2. UKIC Direct Investment in the United States,
Selected Position and Transactions Data, 1987-90
(In billions of U.S. dollars)
1987 1988 1989 1990
Position (year end)
All industries
-3.3 -3.9 -0.1 -3.2
Finance
-4.8 -4.8 -1.5 -4.8
Capital transactions (outflows (-))
0.3
3.2 -3.5
All industries
-3.8
0.4
Finance
3.2 -3.3
-4.5
Intercompany debt transactions
(outflows (-))
All industries
3.4 -2.9
-4.4 -0.5
_1
_1
_1
Finance
-4.4
Source: U.S. BEA, Survey of Current Business, August 1991.
1Suppressed to avoid disclosure of data on individual companies.

inflow in 1989, and $2.9 billion outflow in 1990) dominated the capital flows.
Institutional and Anecdotal Aspects

According to anecdotal information, UKIC direct
investment in the U.S. financial sector relates mostly
to U.S. finance affiliates established to raise funds in
U.S. capital markets (usually through the issuance of
commercial paper) for transmission to the immediate
UKIC parent. Typically, the UBO of the U.S. finance
affiliate is a foreign bank (often in Australia or Western
Europe) that has long had a U.S. banking affiliate in
the form of a branch or agency. Raising funds through
U.S. finance affiliates of UKIC parents, rather than
having the U.S. bank affiliate raise funds directly
through deposits, presumably is less costly, since
finance affiliates do not have to abide by reserve
requirements for these funds and do not have to pay
Federal Deposit Insurance Corporation premiums for
them.
The funds raised by the U.S. finance affiliate may in
turn be lent by the UKIC parent to the U.S. bank
affiliate or to the UBO parent (or its affiliates in other
countries), all of which would be regarded as direct
investment transactions. Alternatively, the funds may
be used for portfolio investment in the United States
or elsewhere, indicating a transformation from direct
investment to portfolio investment via UKIC institutions. It may be difficult or even impossible tofinddata
series that would support this anecdotal information,
though it may be valid.
Concluding Comment
The preceding investigations illustrate the large volume, great volatility, and considerable diversity of
international capital transactions that occur through
the entrepot facilities of OFCs. This analysis of U.S.
direct investment flows was used by the Working Party
to estimate counterpartflows—missingfrom the global
direct investment accounts—of the Netherlands Antilles and UKIC. These estimates formed a significant
component of the Working Party's adjustments—discussed in Chapter 3 of the final report—for missing
OFC direct investment flows.
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Innovative Financial Instruments and
Capital Flow Discrepancies
Russ Krueger
This paper reviews the measurement of international
capital flows and investment positions, and the problems that stem from the rapid innovations in financial
derivatives and hedging instruments during the 1980s.
These innovations created gaps in statistical coverage
and may have significantly increased the uncertainty
involved in estimating international capital transactions
and investment positions.
Within a short time—mostly since 1984—a variety
of financial instruments and techniques have been
introduced that have grown to major importance in
capital markets: interest rate and foreign currency
swaps, floating-rate agreements, numerous forms of
exchange-traded and over-the-counter options, warrants, swap options, strips, zero-coupon bonds, highincome subordinated debt (junk bonds), and assetbacked securities. Some of the innovations created
serious measurement problems because statistical systems often mismeasure transactions involving these
instruments, or miss them entirely. When the newer
financial instruments are combined with more traditional ones, the economic behavior of the traditional
instruments may change in ways that make existing
statistical methodologies inaccurate or misleading.
The first section of this paper discusses some of the
most important innovations in derivatives and hedging
instruments—their origins, markets, and economic
functions. The second section discusses specific problems in the measurement of these transactions and
investment positions. The final section deals with possible remedies and areas of future research.
Instruments and Their Economic Functions
As expressed in the draft fifth edition of the Fund's
Balance of Payments Manual, "financial derivatives
are secondary-market instruments that give the holder
the right to receive an economic benefit" at some future
date. The benefit may take the form of cash, a primary
financial instrument, or some other financial product.

Rights for some instruments are qualified by, or contingent upon, a specified event. Derivatives are secondary
instruments in that they are either linked to a primary
instrument or a commodity (or some related indicator
or index), which can be purchased or sold at a future
date, or linked to the future exchange of one asset for
another, according to a contractual arrangement.
Derivative instruments can be used to hedge risk
exposure for investment or trading purposes. The
instrument may be tradable and have a current-market
value, and if so, "its characteristics as a contingent
asset or liability . . . change, giving way to its treatment
as an actual financial asset or liability in the current
period, as evidenced by its current resale value." 1
Tradable derivative investments include options (on
currencies, interest rates, commodities, and indexes),
tradedfinancialfutures, warrants, and currency swaps.
See Box 1 for definitions and descriptions of these
instruments.
Markets in derivatives and hedges started slowly
during the 1970s but began to grow rapidly around 1984.
In part, rapid growth occurred because the instruments
served three distinct economic purposes effectively.
First, they provided hedges against interest rate,
exchange rate, and other exposures. Second, many
were suitable for speculation and arbitrage, resulting
in large speculative markets both in public exchanges
and in over-the-counter (OTC) markets. And third, the
new instruments often piggy-backed on standard equity
and debt instruments. In several instances, derivatives
used in conjunction with standard instruments contributed, perhaps strongly, to an increased issuance of the
standard instrument. For example, most of the surge
in U.S. Eurobonds in 1984 and 1985 happened in conjunction with interest rate swaps.
Two key elements in the new instruments are that the
functions of financial instruments can be unbundled,
separately traded, and recombined in novel ways and
1

Draft fifth edition of the Balance of Payments

Manual.

Russ Krueger is an economist at the Board of Governors of the Federal Reserve System in Washington. The views expressed are the
author's own and do not necessarily reflect those of the Federal Reserve.
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Box 1. Definitions of Derivatives

The following descriptions of derivatives and their proper statistical treatment are contained in the draft Balance of
Payments Manual (italics below are added).
—Swaps are contractual arrangements between two parties who agree to exchange streams of payments on the same
amount of indebtedness.
—Balance of payments entries for streams of interest payments associated with swaps should be recorded in the
current account, and principal repayments should be counted in the capital account. Principal repayments are
generally associated with currency swaps. Any fees to brokers or agents in a swap arrangement are to be recorded
in 'financial services'.
—Options are contracts that give the purchaser the right to buy or sell a particular financial instrument or commodity
"at a predetermined price within a given time span or at a specified date." Some leading types of options are those
on foreign currencies, interest rates, equities, commodities, and specified indexes. The buyer of an option pays a
premium to the seller for the latter's commitment to sell or purchase the underlying instrument on demand of the
buyer. That commitment should be regarded as a current liability of the seller.
—Payment of options premiums should be entered as a capital account transaction, reflecting the purchase price of
a financial asset. Subsequent trading of options should also be recorded in the capital account. If an option actually
proceeds to delivery—which is not usual—the sale of the underlying commodity or instrument should be entered
as a separate transaction in the appropriate current or capital account item.
—Traded financial futures (on interest rates, currencies, commodities, and share or other indexes) should be recorded
in the capital account in a similar manner to options. Otherfinancialfutures should not be recorded in the balance
of payments as they remain contingent assets and liabilities.
—Warrants are tradable options that give the holder the right to buy from the issuer of the warrant (usually a corporation)
a certain number of shares or bonds. Warrants can be traded apart from the underlying securities, and thus have a
market value. The commitment of a corporation to issue new securities should be regarded as a current liability.
—Another variety of the tradable warrant (usually issued by investment intermediaries) is a currency warrant, which
is valued by the amount of one currency that it takes to purchase another, at or before the expiration date of the
warrant. This variety, and more complicated cross-currency warrants with payment denominated in a third currency,
should be treated like other warrants, and settlement should be classified under currency and deposits in 'other
capital'.
—Forward rate agreements (FRAs) are arrangements between two parties, who in order to protect themselves against
interest rate changes agree on an interest rate to be paid on an amount of principal that is never exchanged. At the
time of settlement, only the payment resulting from the difference between the agreed FRA interest rate and the
then-prevailing rate should be recorded as interest income in the current account of the balance of payments.

that they are often off-balance-sheet transactions. Both
features can create serious problems for statistical
reporting. Unbundling refers to the decomposition of
economic instruments into components, each of which
can be separately priced and marketed. For example,
a Eurobond may include an option guaranteeing
redemption at a stated exchange rate. Often, that guarantee can be stripped from the underlying bond, separately priced, then resold to another party, such as an
importer or exporter, wanting to hedge exchange rate
risk. The stream of interest earnings on bonds can be
stripped and separately marketed, creating two distinct
financial instruments. Once elements are unbundled,
they can be rebundled in innovative or customized
ways that may fundamentally alter the instruments.
For example, afixed-rateEurodollar bond can be transformed using an interest rate swap into a floating-rate
obligation, which subsequently can be modified by purchasing a cap option that protects against rises in interest rates. Unbundled-rebundled instruments can
behave much differently from the original instrument,
and frequently no paper trail is left of the transformations. Existing international (or domestic) statistical
compilation programs generally lack information on

such innovations; if the repackaging is sufficiently large
and not mutually offsetting, significant errors in recording capital flows can result.
Many of the new instruments are off balance sheet,
generally because accounting rules state that they have
contingent or future values only. As off-balance-sheet
instruments, they are often obscured from public view
and frequently fall outside standard statistical reporting
programs. It has been noted that "one outgrowth of
such innovations . . . is the growing inability to glean
from financial statements what financing strategies are
in fact being employed. Off-balance-sheet instruments
transform on-balance-sheet exposures: therefore, their
use has reduced the information content of standard
financial statements."2 Thus, data sources on business
transactions in derivatives, both domestic and foreign,
may be lacking. Because trading in derivatives tends
to be highly concentrated (in Chicago, London, New
2

Allen B. Frankel and Catherine L. Mann, "A Framework for
Analyzing the Process of Financial Innovation," International
Finance Discussion Paper No. 283 (Washington: Federal Reserve
Board, June 1986), p. 6.
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York, and Tokyo, to a large degree), much of the unreported off-balance-sheet activity likely consists of
cross-border transactions that concentrate worldwide
activity in individual types of derivatives in particular
trading centers.
Some reporting of off-balance-sheet instruments
may be important for international statistics. Offbalance-sheet instruments can generate large capital
flows and have significant other effects on the reported
balance sheet. They can also themselves have significant positive or negative market values. The accounting rules for many of these instruments are complex
and ambiguous. "For many of the new and innovative
financial instruments, there is precious little accounting
guidance available. The accounting guidance that is
available . . . is often not relevant in today's turbulent
financial markets."3
Accountants and tax authorities have acknowledged
the need for more disclosure and for recognition of
how changes in the value of these instruments affect
financial conditions. A full-scale review of the accounting of allfinancialinstruments, which is currently under
way in the United States, will shed light on the activity
in financial derivatives. New U.S. accounting rules
now require extensive disclosure of off-balance-sheet
instruments and will also likely call for increased
market-value accounting. Draft rules for dealing with
these innovative instruments have been prepared for
the Manual and the United Nations System of National
Accounts (SNA).
The reporting of international transactions in financial innovations is also affected by whether the instruments are traded on an established exchange, over the
counter, or privately, and whether they are traded separately or attached to another instrument. Exchangetraded instruments (futures and many options) are
readily identifiable, subject to market-price variation
(that is, they have a balance-sheet value), and are often
monitored in ways that permit identification and measurement of international transactions and positions.
International purchases or sales of exchange-traded
instruments should unambiguously be included in international capital flow statistics, because they constitute
public trading of market-price instruments and because
capital flows are generated by the transactions. However, few countries are known to incorporate transactions in these instruments into their balance of payments statistics.
The off-exchange instruments tend to be more
diverse and specialized than their on-exchange cousins, which are standardized to ensure liquidity. Information regarding the off-exchange instruments ranges
from reasonably good coverage of gross turnover, such
as for swaps and cap options, to no information at all.
In no case, however, is the reporting of international
3
J. T. Parks, "Accounting Winds of Change—New Accounting
Rules for Financial Instruments Are Coming," Journal of Corporate
Accounting and Finance (Winter 90/91), pp. 115-25.

transactions in these instruments adequate for estimating international accounts. The nominal values of gross
transactions in some off-exchange instruments are tremendous ($600 billion in OTC equity options and
$3 trillion in swaps), but there is little information on
the portion that constitutes international transactions.
Consequently, large international capital flows may be
occurring that are not captured in the statistics. On a
final note, some off-exchange derivatives are attached
to original instruments, and some are separately
traded. Attached derivatives may be captured as part
of the price of the traded original instrument.
Standard accounting treatment of instruments may
vary depending on the economic purpose of the instrument—whether it is used to hedge risk, generate
income, or speculate. An instrument used for hedging
is purchased to prevent a price loss or to guarantee
income on some other instrument or transaction. An
income instrument is held to earn interest or dividends.
A speculative instrument is actively traded in order to
profit from price fluctuations.
The new instruments have evolved in an environment where the applicable accounting, regulatory, and
tax rules often depend on the purpose for holding the
instrument. For example, in the United States, if an
instrument such as an option qualifies as a hedge, then
the gain or loss on the option may be reflected in the
underlying real or financial transaction. If the same
option is not recognized as a hedge, changes in its value
would be treated as a capital gain or loss and marked
to the current market price each accounting period.
The applicable rules in the United States are complex
and vary by instrument, intent of the asset holder, and
regulatory agency. Practice in other countries undoubtedly differs from the U.S. approach, which further
complicates the development of internationally comparable standards for reporting transactions. Thus, statistics on such instruments will reflect differing national
practices, and these differences will contribute to discrepancies in the reporting of world capital transactions.
If a company uses an instrument as a hedge, there
are potentially important balance of payments consequences. In practice, hedged instruments are effectively rebundled in the company's records with an
underlying real orfinancialtransaction. The hedge may
or may not be picked up in statistical reporting of the
underlying transaction, depending on specific data collection techniques; thus, the hedge may distort current
account estimates as well as those of capital flows and
positions in financial instruments. In countries that
obtain balance of payments information directly from
enterprises, the question would be what information is
available, or should be requested, to take account of
influences on capital flows or income resulting from
the use of these instruments. If such information is
buried in overall operating costs, it is unlikely to be
available. In countries that compile data from exchange
records or similar indirect processes, the question
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would be whether intermediaries can obtain and report
such information.
Measurement Problems
The principles of balance of payments accounting
for these instruments are to some extent specified in the
draft revision of the Fund's Manual. There remains,
however, the empirical problem of capturing, in existing statistical systems, the capital flows and income
streams related to the instruments.
The new financial instruments have contributed to
an unprecedented degree to the integration of international capital markets and to structural changes in the
organization of financial institutions. A specific transaction may involve activity in several countries and
in multiple instruments and currencies. For example,
casual observation by market participants suggests that
few of the deals that originate in Tokyo are fully contained in Japan. One individual noted that "virtually
every transaction has a major leg that involves another
financial center."4 It has also been observed that "there
are three or four parties linked behind each product,
and they bridge different tax and regulatory systems
across countries."5 Typically, end-users purchase offbalance-sheet instruments, but the intermediary that
arranges the transaction will lay off its risks in public
exchanges, resulting in a mix of reportable and nonreportable transactions. It is likely that some of the
legs of diverse transactions are not reported, especially
if transacted outside major financial centers. Even if
they are reported, discrepancies in international capital
flow statistics might occur because of varying treatments across jurisdictions.
The character of more traditional financial instruments and income flows is also modified because of
bundling with the new instruments. Derivatives complement the issuance of standard instruments by cutting costs and adjusting exposures, which further promotes bundling and may increase the competitive
advantage of national securities markets that deal in
liquid derivatives. However, information on which
instruments are involved and how they are affected is
usually missing from the statistical sources.
Bundling can bias the reporting of capital movements
when standard reporting systems are based on the market behavior of traditional instruments. For example,
in the 1980s heavy swapping of U.S. corporations'
fixed-rate Eurobonds for floating-rate liabilities may
have created a distortion of this sort. Because prevailing floating interest rates were significantly lower than
the fixed rates, estimates of the U.S. interest payments
on those bonds, which were based on the original Euro4

John Herron, quoted in "Inside the Global Derivatives Market,"
Euromoney (Supplement, November 1990), p. 6.
5
William F. Sharpe, quoted in "Sluggish Wall Street Is Rushing
into 'Derivatives'," Wall Street Journal, November 30, 1990, p. C1.

bonds, may have been exaggerated. Similarly, an
enterprise may either receive or make payments on an
interest rate swap, but balance of payments statisticians lack data on swap positions and other details,
and thus they have little basis for estimating variations
in interest flows. Similar problems exist for many
options and margin calls on futures.
Derivatives create additional statistical problems.
Fees are often embedded in the interest flows and
amortized over the life of the instrument; therefore,
they cannot be accounted for separately. Also, the
standard accounting treatments remain ambiguous,
and the cost of hedges, as well as the capital gains or
losses on them, may be commingled with capital
account or current account transactions. Options present a particular problem because the payment of a
nonrefundable premium is lost at expiry, possibly
affecting the measurement of net capital flows and outstanding positions. Finally, specific coverage gaps may
occur, such as the conversion of warrants into actual
debt or equity and the lack of reporting for the many
new financial centers.
Overcoming Statistical Discrepancies
The widespread lack of information on the effect of
derivatives on balance of payments statistics suggests
that further study should be carried out to obtain a
better notion of the volume of transactions and the
possible costs of data collection and reporting burden.
Below, some steps are discussed that might be taken
by national compilers, and by the United States in
particular.
Compilers must first decide whether derivatives
should be treated in the national accounts solely as
financial instruments, as recommended in the SNA
draft, or as mixed current and capital account instruments, depending on the enterprise's practice. That
decision will determine whether data collection focuses
on measuring transactions not already incorporated in
existing reporting or on identifying and removing transactions from accounts where they are unwanted. Either
task is challenging.
For national compilers, the process of increasing
their understanding of the instruments and their economic impacts as well as the diverse accounting, tax,
and regulatory environments in which the instruments
are traded is well under way and should continue. In
light of the cross-border nature of many transactions,
consultation among national offices should be encouraged, and consistency among national treatments
strongly promoted. Given the present concentration of
activity in a limited number of financial centers, the
standards applied in those centers should have precedence. Statistical authorities in those centers could also
take the lead in providing data on international transactions, suitably aggregated, to statistical offices in countries with systems that are not yet adapted to the collection of data on derivatives.
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Two data collection strategies appear necessary. For
exchange-traded instruments, regular data reporting
systems need to be developed for public markets in
futures, options, and other instruments, perhaps along
the lines of the Large Trader Reporting System used
by the U.S. Commodity Future Trading Commission.
Establishing such reporting should be given a high priority because of the number of new markets that have
been established, especially in continental Europe.
Consistent reporting among countries should be
encouraged, and confidentiality of individual transactions must be preserved.
For over-the-counter and privately traded instruments, some basic research is still required. Means
must be found to identify how specific instruments are
used, to prepare statistical estimates, and to monitor
market trends for research and policy purposes. Much
of this activity will concentrate on New York, London,
Tokyo, and a few other specialized financial centers.
Clearly any modification of statistical systems must
be compatible with current national record keeping and
prevailing institutional practices. With the United
States as an example, the principal existing channels
for balance of payments reporting are noted below:
—Reporting by enterprises presently occurs through
two channels. Direct investors report all transactions with affiliated foreign enterprises directly to
compilers at the U.S. Department of Commerce,
with exemptions for small transactions. Where the
enterprise has substantial claims or liabilities visa-vis nonaffiliated foreign parties, the amounts of
such claims and liabilities are reported to the U.S.
Treasury.
—Transactions in long-term securities with nonresidents are also reported to the Treasury. Such
reports are filed primarily by banks and securities
dealers, plus some large institutions that regularly
deal directly in foreign markets.
—Banks regularly report to the Treasury their own
and their custody claims and liabilities vis-a-vis
nonresidents.
Within this framework, the possible avenues for
ensuring that dealings in derivatives are encompassed
within the system are fairly clear.
—For direct investment transactions, reporting
enterprises could note the treatment of any
expenses connected with the use of a derivative
vis-a-vis foreign affiliates—that is, whether the
gains and losses are treated as current account
items in the recording of direct investment transactions or charged to intercompany capital
accounts. It is doubtful that separate recording is
necessary. With respect to reports to the Treasury

about transactions with unaffiliated parties, one
possibility is to instruct enterprises to include
these instruments in their reports if the value of
the deals (together with other claims or liabilities
vis-a-vis nonresidents) exceeds an exemption
level. However, since the extent to which derivative instruments are used is not known, it might
be useful to conduct an initial survey of relevant
enterprises to determine the approximate size of
the amounts on their books.
—For transactions in long-term securities, reported
to the Treasury, the instructions should clarify the
reporting requirements for derivatives. If already
incorporated in the value of a transaction with
nonresidents, presumably no change would be
necessary. When derivatives are traded separately, provision should be made for reporting
them. This leaves open the question of whether a
separate classification of derivatives is desirable
or whether they should be combined into the standard debt and equity categories. It will be necessary to decide in advance (even if such decisions
seem arbitrary) what the treatment should be for
each major type of derivative, in line with the
findings of the Fund's Manual.
—For banks dealing on their own account, or holding
items in custody, the instructions on the Treasury
reporting form may require expansion. For
instance, the expiration of an option may have the
appearance of a transaction but probably should
not be reported as such for balance of payments
purposes. The proper treatment of such cases
needs to be clarified for the reporting institutions.
Again, it may be useful to specify institutional
thresholds before a reporting obligation is
imposed. Here, too, an initial survey of banks'
positions in derivatives could be a useful first step.
The indicated approaches to improving the coverage
of derivatives in the U.S. balance of payments accounts
suggest that it may be possible to resolve some major
sources of error and omission by building on the existing reporting structure. Given the high cost of compiling acceptable data on traditional instruments, efforts
should certainly focus first on establishing where the
most sizable errors from derivative instruments are
arising in the accounts. Then, if necessary, collection
methods should change. The general area of financial
derivatives is a rapidly evolving field, however, and
progress in balance of payments measurement is likely
to depend on better standardization of general corporate accounting and in other statistical contexts. Thus,
it is likely that progress will require concerted and
persistent efforts by national compilers and reporting
parties alike.
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Foreign Investments of Pension Funds in
Six Countries
Lorna M. Dailey and John Motala
Throughout the 1980s the scale of cross-border securities transactions, mostly among industrial countries,
expanded sharply, with financial institutions playing
an increasingly important role in the upsurge. According to a study by the Bank for International Settlements,1 three factors have contributed to the expansion
of institutional investment in foreign assets:
—a channeling of household savings to institutional
investors and away from ordinary bank accounts
(as the demand for insurance and pension schemes
rose);
—a rise in the ratio of private sector wealth to GNP,
as the prices of equity, real estate, and other assets
have risen. The combined effect of this and the
switch into institutional investment has led to an
enormous increase in investment funds; and
—a massive diversification into foreign assets by
institutional investors.
The enhanced role of institutional investors in international securities markets has increased the need to
capture their transactions in balance of payments statistics, but the investigations of the Working Party on
the Measurement of International Capital Flows suggested that coverage may be inadequate in some important countries. Part of the difficulty is that investors
such as pension funds, insurance companies, and
investment trusts often deal directly in foreign markets
rather than through domestic banks or other financial
intermediaries, which are the usual source of information for statistics on cross-border securities transactions. Under these conditions, national balance of payments compilers should take steps to ensure that their
statistical collection system accounts for the crossborder transactions of domestic institutional investors.

1Philip Turner, Capital Flows in the 1980s: A Survey of Major
Trends, BIS Economic Papers No. 30 (Basle: Bank for International
Settlements, 1991).

Pension Funds as Investors
Pension funds are one important type of institutional
investor. This paper analyzes the foreign investments
of pension funds in the six countries—Australia, Canada, Japan, the Netherlands, the United Kingdom, and
the United States—that account for the largest amount
of such investment.
Only noninsured (trusteed) pension funds are
included in this analysis, because the assets of insured
pension plans are usually invested by the insurance
companies along with their general reserves. (Whether
foreign securities acquired by insurance companies are
adequately covered is another aspect of this general
problem.) In Japan, about 40 percent of all pension
assets are managed by insurance companies. To be
consistent with data for the other countries, only the
pension assets managed by trust banks in Japan are
included in this paper. Pension funds in both the private
and public sectors are included for all countries.
Countries excluded from this survey but with substantial private pension systems are Switzerland, Germany, and France. The foreign investments of pension
funds in Germany and France are considerably smaller
than in the six countries listed above. Switzerland was
excluded because the available data on pension funds
did not separately identify trusteed and insured assets.
Total Swiss pension assets were about Sw F 215 billion
($166 billion) in 1990. No official data exist on the foreign investments of Swiss pension funds, but the estimated share is about 5 percent of total assets. In Germany, pension funds held assets of about DM 83 billion
($55 billion) in 1990, but no official data are published
on their foreign investments; the estimated share is
about 4 percent of total assets. The Complementary
Pension System in France uses a modified form of payas-go financing. Only a small amount of its pension
funds is thought to be invested in foreign securities.
Total assets of trusteed pension funds in the six countries under review were more than $3,700 billion at the

Lorna M. Dailey served as a consultant to the Working Party and owns and manages Bedford Research Consultants in Falls Church,
Virginia. The company is a research and information services firm, specializing in employee benefits issues. John Motala was a member of
the technical staff and is now an Economist with the IMF's Statistics Department.
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INTERNATIONAL BANKING STATISTICS IN CAPITAL FLOW MEASUREMENT

Table 2 (concluded)

1986

Part H. Percent of totals, excluding Luxembourg
United States
United Kingdom
Germany
Canada
Other

1987

1988

1989

1987-89
average

52.0
16.1
10.7

60.5
16.2

39.9
18.3

50.8
16.9

16.5

11.4

27.9

18.6

4.8

9.6
2.3

4.9
8.9

Part I. Japanese bank holdings of international securities
73,200
114,500
98,700
130,000
Total positions
34,350
21,960
29,610
39,000
Owed by nonbanks
Net changes in nonbank
7,650
4,740
4,650
stocks
Distributed as in Part H
3,975
2,866
1,856
United States
1,231
United Kingdom
770
853
Germany
455
227
816
Canada
108
415
364
1,299
1,264
Other
541
1
Sections A through E of this table exclude portfolio assets of Japanese banks. Totals in these sections represent only countries that
geographic distributions in their portfolio asset data to the BIS.
2
Purchases by Japanese banks are derived in Parts G, H, and I of this table.
3
Data from the Bank of Japan.

Japanese investors, as reported by the Japanese Security Dealers Association. These transactions include
sizable amounts of securities bought in Luxembourg
that are not relevant to this exercise because Luxembourg plainly is a trading location rather than the residence of the security issuers. Although other countries
in the listing also may serve partly as trading locations,
the lack of further information means that they are
treated as actual security issuers. On that basis, Part
H distributes net Japanese purchases geographically,
according to each country's percentage share in the
group total, omitting Luxembourg.
Finally, the trading proportions for all Japanese
investors are used in Part I of the table to distribute
Japanese banks' net buying of nonbank securities
among the group of issuing countries. A major assumption in this step is clearly that Japanese banks trade in
foreign securities in the same geographic markets as
other Japanese investors. Another important assumption is that nonbank securities are only 30 percent of
total portfolio purchases by Japanese banks, rather
than the 75 percent used for other BIS banks in Part
E.3 The figures in Part I are the Japanese-bank amounts
included in Part F, and it is the three-year averages in
Part F that are used in Table 35 of the Report on Capital
Flows.
Annual Comparisons Between IBS and Balance
of Payments Statistics for Nonbank "Other"
Capital Flows of Major Countries
The three tables in this section present the annual
data used in Chapter 6 of the Report on Capital Flows
3
This assumption is based on the Japanese data. A 75 percent ratio
for bank portfolio investments would mean that over half of all
Japanese bank claims on foreign nonbanks would be portfolio securities, much higher than evidently appropriate.

8.4
5.3

5,680
2,899

951
499
296

1,035
report

to make the 1986-89 average comparisons between
BOP and IBS flows of "major countries." The tables
here elaborate on Tables 32, 33, and 35 of the Report
on Capital Flows. They cover countries with large nonbank positions in IBS and for which balance of payments
entries are closely comparable to the nonbank flows
derived from IBS. The balance of payment items in
Tables 3, 4, and 5 are those described earlier in Table 1.
United States: A Closer Look
In the derived nonbank data in Tables 4 and 5, the
United States shows the largest discrepancies with
national balance of payments figures by far, almost as
large as those for all the other countries combined. If
U.S. compilers used the IBSfiguresin national balance
of payments accounts, the change would reduce the
U.S. errors and omissions item but would also increase
the global capital account asymmetries and global
errors and omissions.
The source of the U.S. problem is well known: private nonbank cross-border flows in "other" claims are
measured through a U.S. Treasury reporting form that
is returned by only a few hundred large corporations,
and many transactions by individuals and businesses
escape the reporting system entirely. Compilers want
to broaden the nonbank reporting system, but that process can take several years. In the meantime, it is clear
that nonbank transactions, except those handled by
banks as custodians, are almost entirely missing from
the U.S. balance of payments statistics.4
4

In 1992, U.S. compilers began to use external sources for foreign
assets of U.S. nonbanks in addition to the Treasury reports. This
change raises the nonbank asset totals greatly.
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United States: A Closer Look
Table 3. Nonbank Claims on Foreign Banks: Comparison of
IBS and National Balance of Payments Data, 1986-89

Table 4. Nonbank Claims on Foreign Banks: Comparison of
IBS and National Balance of Payments Data, 1986-89

Countries That Use International Banking Statistics
(In billions of U.S. dollars; net increase ( + ))
1986-89
Residence of
nonbanks
1986
1987
1988
1989 average
Canada
1.8
-2.4
0.5
0.4
1.5
IBS
BOP
1.7
-0.7
0.2
-0.2
0.3
Difference
-0.2
2.5 - 2 . 6
0.7
0.1
Ireland
-0.1
1.2
0.5
0.6
0.1
IBS
BOP
0.6
0.1
-0.1
1.2
0.5
Difference
—
—
—
—
—
Germany
5.5
6.0
24.9
13.2
IBS
16.4
BOP
17.6
4.8
5.7
19.3
11.9
Difference
-1.2
0.7
0,3
5.6
1.3
Mexico
0.5
0.1
-0.3
0.9
IBS
3.2
BOP
0.2
3.3
0.4
0.2
1.0
Difference
-0.1
-0.1
0.1
-0.5
-0.1
Totals, countries above
IBS
18.6
10.6
4.0
26.3
14.9
BOP
20.1
7.5
6.2
20.5
13.6
Difference
-1.5
3.1
-2.2
5.8
1.3
United Kingdom, with additions to IBS1
IBS
4.3
5.5
2.1
8.9
5.2
BOP
4.0
8.5
6.5
15.4
8.6
Difference
0.3
-3.0
-4.4
-6.5
-3.4
IBS: Exchange-rate-adjusted net flows in the IMF's international
banking statistics.
BOP: Counterpart flows in national balance of payments statistics.
1
U.K. national amount consists of IBS flows plus national figures
for financial institutions assumed not to be included in IBS nonbank
flows.

Major Countries That Do Not Use International Banking
Statistics but That Have Balance of Payments Items
Comparable to IBS
(In billions of U.S. dollars: net increase ( + ))
Residence of
1986-89
nonbanks
1986
1987
1988
1989 average
Austria
IBS
0.6
-0.1
0.1
0.4
0.9
BOP
Difference
-0.1
0.1
0.4
0.6
0.9
Belgium-Luxembourg
IBS
3.6
-0.2
-2.7
10.9
2.9
BOP
-0.6
-0.5
0.8
-0.1
Difference
0.4
-2.2
3.0
3.6
10.1
Brazil
IBS
2.1
-0.9
1.2
2.4
1.2
BOP
0.1
0.1
0.1
Difference
2.0
-0.9
1.2
2.3
1.2
Denmark
IBS
0.3
0.2
0.5
0.8
0.7
BOP
0.1
0.1
0.2
0.1
0.1
Difference
0.2
0.7
0.5
0.1
0.4
Finland
IBS
0.3
0.3
0.3
0.2
BOP
0.1
-0.1
Difference
0.4
—
0.3
0.2
0.2
France
IBS
1.5
7.4
3.2
2.6
1.1
BOP
-1.6
0.7
1.4
3.3
1.0
Difference
4.1
3.1
-0.3
2.2
1.9
Hong Kong
IBS
1.0
0.1
2.7
5.8
2.4
BOP
—
—
—
Difference
1.0
0.1
2.7
5.8
2.4
Italy
IBS
-0.8
1.3
0.6
4.9
1.5
BOP
—
—
—
—
—
Difference
-0.8
1.3
0.6
4.9
1.5
Japan
2.5
1.7
16.4
5.6
IBS
1.8
BOP
0.5
0.5
0.7
0.8
0.9
Difference
1.7
1.3
1.2
15.5
4.9
Netherlands
IBS 1
2.7
4.7
10.3
10.7
7.1
4.5
BOP
6.2
7.0
3.9
0.8
Difference
2.6
1.9
-1.5
3.3
6.8
Norway
IBS
-0.2
0.2
0.2
0.1
BOP
0.6
0.2
0.1
0.2
-0.2
Difference
—
-0.4
—
-0.1
-0.1
Panama
IBS
4.1
1.9
-2.2
3.9
1.9
BOP
0.1
0.1
0.1
Difference
4.1
1.9
1.9 -2.3
3.8
Spain
IBS
0.7
2.1
0.9
0.2
0.7
BOP
Difference
0.9
0.2
0.7
0.7
2.1
Sweden
IBS
0.5
0.5
0.2
1.4
0.7
0.2
0.2
BOP
0.3
0.3 -0.1
Difference
0.2
0.2
0.3
1.2
0.5
(continued)

Private Nonbank Capital Flows

Table 6 presents the relation between IBS and U.S.
balance of payments figures for stocks of nonbank capital at year-end 1989. The liability balances found in
IBS are roughly eight times those recorded in the U.S.
investment position figures; the IBS figures likewise
show a large asset balance that is not present in the
U.S. national statistics.
The positive net asset balance of U.S. nonbanks
recorded in the IBS statistics implies that net investment income of several billion dollars per year is missing from the U.S. BOP accounts; such an income
adjustment is included in the IMF's 1987 Report on
the World Current Account Discrepancy.5 The comparison of U.S. national figures with IBS is more complicated, however, because the U.S. current account was
in deep deficit during the 1980s, and the United States
was a net borrower from the rest of the world. The
IBS-derived flow estimates for U.S. nonbanks reflect
5
The adjustments in the Balance of Payments Statistics Yearbook,
Part 2, Table 3, also include an amount for understated U.S. investment income.
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Table 4 (concluded)
Residence of
nonbanks
Venezuela

IBS
BOP

Difference

1986

1987

1988

1989

1986-89
average

-0.8

0.1
0.9

0.9
1.1

0.5
1.1

0.2
1.0

0.8

-1.6

Totals for above countries

IBS
BOP

Difference
United States

IBS
BOP

Difference

17.6

1.0

16.6
26.2

4.4

21.8

-0.8

-0.2

-0.6

-0.8

13.5

15.3

68.3
10.8
57.5

28.7

6.4

18.6
-1.2
19.8

8.7
4.8

22.7
-5.0
27.7

Totals including United States
43.8
IBS

36.2

38.4

32.5

BOP

Difference

5.4

3.7

9.8
5.5

18.9

1.0

17.9
34.2
10.8
23.4

-5.2
11.6

7.6

21.1

74.7

47.2

69.1

40.9

5.6

6.4

IBS: Exchange-rate-adjusted net flows in the IMF's international banking
statistics.
BOP: Counterpart flows in national balance of payments statistics.
1
Includes special financial institutions.

Table 5. Nonbank Liabilities to Foreign Banks: Comparison
of IBS and National Balance of Payments Data, 1986-89
Major Countries with Comparable BOP Items
(In billions of U.S. dollars; net increase ( + ))
Residence of
nonbank
1987
1986
1988
Belgium-Luxembourg
1.6 - 0 . 3
0.4
IBS
Of which portfolio - 0 . 2
0.2

BOP

Difference
Canada

IBS

Of which portfolio

BOP

Difference

Of which portfolio

BOP

4.0
2.6
6.2

5.5
4.0
0.2
1.3

-2.1

0.1
1.1
0.7

1.7
0.6
3.9

4.6
2.0
4.8

Of which portfolio

The balance of payments figures in Table 8 are the amounts published in 1991. They are revised substantially from the 1990 Yearbook
version for the United States that is used throughout the body of
the Report on Capital Flows and in Tables 4 and 5 of this paper.
7
The earlier years of 1984 and 1985 show greatly reduced errors
and omissions when IBS flows and stocks are used.

0.1
3.1
2.2
4.1
0.2

4.6

-0.2

0.3
1.3

2.1

-0.2

0.1
2.2
4.1
2.6

1.3
3.5

-0.8

10.8

4.3
1.1
5.4

0.8

2.3

-1.7

-2.8

-2.2

12.2
-2.2

-2.2

5.4
2.9
4.0

31.0

16.9

36.8

22.5

27.4

—

17.3
-1.6

44.5
-11.7

23.3
-3.7

IBS

12.6

46.3

24.4

62.7

36.5

BOP

-0.8

33.0

4.2

24.9
-6.4

64.5
-5.8

30.4
-0.2

IBS

24.7

23.3

36.6

34.2

29.7

BOP

-1.5
22.7

19.3

32.7

25.2

25.0

Totals including United States
37.3
IBS
Of which portfolio
9.8
BOP
-2.3
Difference
29.8

69.6
12.8
33.3
23.5

61.0

96.9

66.2

27.0
26.3

68.4
19.4

31.6
24.8

2.0
1.8
3.2

4.9
1.9
6.9

9.0
0.3

5.7
1.3
6.5

Difference
Japan

IBS

Of which portfolio

BOP

Difference

-1.5

Totals for above countries:
Of which portfolio

Difference
United States
Of which portfolio

Difference

Memo: United Kingdom1
Of which portfolio

The validity of these IBS figures can be tested by
comparing derived interbank components of IBS figures with U.S. counterparts. The Report on Capital
Flows did not discuss derived interbank positions and

2.1
—
2.1
—

1.8
—
0.2
1.6

3.0

-4.8

4.7
0.2
5.7

0.6
4.2

2.4

-0.8

1.4

-0.2

-1.2

0.9

IBS

BOP

2.4

4.0

1986-89
average

-0.8

-3.0

3.3
0.3

Italy

IBS

Interbank Comparisons

6

BOP

-1.4
-0.8

0.7

Germany

Difference

3.2
0.5
1.2
1.5

0.1

-0.6

-0.2

IBS

those capital account developments more completely
than the balance of payments; they show inflows of
credit from foreign banks that are well above outflows.
For 1986-89, the flow comparison appears in Table 7.6
Table 7 indicates the effect that IBS-based estimates
might have on U.S. errors and omissions if they were
used in the U.S. balance of payments accounts. Substituting IBS figures generally increases net capital
inflows (excess of IBS net flows over BOP net flows in
Table 7). The IBS figures would also affect the current
account, however, because the larger IBS net asset
positions for U.S. nonbanks imply a larger net investment income for the United States than is presently
captured in the balance of payments. A rough estimate
of the income effect is reflected under "unrecorded
investment income." When the two effects—capital
flow and income—are combined, U.S. errors and omissions take the form of the last line of the table. The
1986 and 1989 imbalances are much reduced, and the
1988 residual is very deep.7 Going beyond the table, for
1990, the U.S. discrepancy suggests large unrecorded
inflows, and international banking statistics could
reduce them by about one-half.

2.0
—

2.8

Difference

Of which portfolio

0.3
1.3

-0.8

Denmark

IBS

0.1
0.5

1989

6.3

7.1
3.5

6.7
1.3
5.6

3.6

9.1

3.7
0.3

1.2

5.9

1.8
2.1

7.7

4.0

4.0

5.1
3.9

9.1

2.9

6.3

3.5
1.2

9.8

10.4
BOP
-1.7
-2.2
-3.9
Difference
-0.2
-3.0
IBS: Exchange-rate-adjusted net flows in the IMF's international
banking statistics.
"Of which portfolio": net changes in long-term international securities held by reporting international banks that are included in the
IBS totals for each country's liabilities. Data are from Table 2.
BOP: National balance of payments counterpart item included in
other capital flows.
Difference: IBS less portfolio investment included in IBS less
balance of payments counterpart item in national statistics.
1
As in Table 3, the U.K. balance of payments flows are those
calculated in IBS plus amounts for other financial institutions
assumed not to be included in IBS nonbank amounts.
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United States: A Closer Look
Table 6. External Positions of U.S. Nonbanks, Year-end
1989
(In billions of U.S. dollars)
BOP
IBS
18.11 258.8
Private nonbank financial assets
Nonbank liabilities to foreign banks
17.4
Private financial liabilities
U.S. government securities held by
9.3
foreign banks
26.7
215.8
Total liabilities
-8.6
43.0
Net nonbank assets
Source: Survey of Current Business, March and June 1990, Tables
7 and 9.
1
The outside sources added by U.S. compilers in 1992 increase
this total to about $107 billion. See Survey of Current Business. June
1992.

flows, but they are part of both the BIS and the IBS
systems. Most national data on cross-border activities
of banks are reasonably complete, and differences
between derived and direct measures of interbank
activity usually arise from technical differences such
as the definition of banks. The U.S. nonbank differences are so large, however, that a comparison of interbank differences for the United States might suggest
whether the nonbank findings are misleading—for
example, whether BIS reporters are attributing to the
United States large amounts of other countries' positions or unallocated residuals.
The IMF's published IBS data do not include derived
interbank stocks and flows. The BIS publication, International Banking and Financial Market Developments,
shows them implicitly, however. The positions and
flows of the 24 BIS reporting countries (other than the

United States) vis-a-vis banks in the United States can
be gleaned from these published numbers. On the U.S.
side, the Treasury Bulletin publishes positions reported
by U.S. banks vis-a-vis other countries, including BIS
reporting countries. For recent years, it is possible
to add up these U.S.-reported positions vis-a-vis BIS
reporters and compare them directly with the BISderived amounts for U.S. banks vis-a-vis other BIS
countries.
Such a comparison appears in Table 8 in the form of
year-end stocks of assets and liabilities for the 1986-90
period. The table gives derived totals for U.S. interbank assets and liabilities vis-a-vis other BIS countries
as percentages of the U.S. Treasury's measure of U.S.
bank positions against banks in those same BIS countries. This is perhaps as specific a comparison as is
possible between derived and national versions of
international banking numbers. For 1986 and 1987, the
results are very close for liabilities. (A 1986 Treasury
version of U.S. interbank assets was not available.) In
1988, BIS coverage dropped severely, perhaps because
of data processing problems of BIS reporters in offshore financial centers. The reduced coverage affected
U.S. liabilities more than it did assets, but both sides
show some instability in the relationship from 1987 to
1989. For assets, however, the two sources seem much
closer over the entire 1987-90 period. The Treasury
figures include bank custody assets, following the common assumption that BIS reporters include all custody
claims on them as interbank positions.
The close fit
seems to support that assumption.8
8

The treatment of U.S. bank custody accounts by other BIS reporters is a complex matter, however, with perhaps no possibility of a
clear answer. At one extreme is the assumption that BIS reporters
treat them as entirely nonbank. For that assumption the balance of

Table 7. Capital Flows of U.S. Nonbanks, 1986-89
(In billions of U.S. dollars; outflow (-))
U.S. balance of payments data1
Private nonbank sectors
Deposits abroad
Financial liabilities
U.S. government securities purchased by foreign banks
Net nonbank flow2
IBS-derived net flows for nonbanks
Claims on foreign banks
Liabilities to foreign banks3
Net nonbank flow
Excess of IBS net flow over BOP net flow

1986

1987

1988

1989

-4.4
-1.5

5.0
0.3

-1.0

5.2
3.9
1.8

1986-89
average

0.2

-0.8

-5.7

4.5

-1.5
-0.4

10.9

1.2
1.2
-0.1
2.3

-26.2
21.2
-5.0

-22.7
19.6
-3.1
-7.6

-18.9
34.8
15.9
16.3

-6.4
29.1
22.7
11.8

-18.6
26.2
7.6
5.3

0.7

2.1

Effect on U.S. errors and omissions
18.4
-9.3
15.8
4.6
-6.7
Published errors and omissions1
11.8
16.3
0.7
5.3
-7.6
Less: IBS excess of capital flows
6.2
6.3
6.9
4.6
7.0
Less: Unrecorded investment income
2.0
8.2
-6.9
-31.8
-6.1
Equals: adjusted to IBS basis
1
Survey of Current Business, June 1991, pp. 62-64.
2
Net sum of private nonbank financial flows and foreign-bank net purchases of U.S. government securities. Maturity of the securities is not
available but they are assumed to be short term in this table.
3
Excluding portfolio liabilities to international banks.
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Table 8. Comparative Data on Cross-Border Interbank Positions of U.S. Banks, 1986-90
(In billions of U.S. dollars, unless otherwise noted)
1987
1986
1988
Liabilities
432.3
493.5
352.8
U.S. data
430.2
447.3
349.4
BIS derived
99.5
90.6
99.0
BIS/U.S. (percent ratio)
Assets
392.1
U.S. data
447.2
393.8
BIS derived
440.6
98.5
100.4
BIS/U.S. (percent ratio)
Net interbank liability
46.3
40.2
U.S. data
6.7
36.4
BIS derived

1989

1990

555.9
535.2
96.3

572.0
546.7
95.6

498.1
509.7
102.3

509.0
512.3
100.6

57.8
25.5

63.0
34.4

This comparison of the interbank figures is only an
indirect test of differences in the data for U.S. nonbank
capital flows, which according to the IBS are on the
scale of $25 billion a year. The interbank numbers in
Table 8 give no indication, however, that BIS reporters
are exaggerating U.S. nonbank positions by allocating
irrelevant assets or liabilities to the United States.
There is also no evidence that BIS reporters are attributing large positions to U.S. nonbanks that would be
included in the banking totals of the U.S. accounts.
Thus, consistency in the interbank figures should lend
credibility to the IBS-derived figures for U.S. nonbanks.
The question remains why IBS stocks of U.S. nonbank assets and liabilities are so much larger than the
U.S. counterpart data. Although not a new question,

it has not yet been clearly answered. The asset difference may result, in part, from unrecorded accrued
income earned on assets that were established abroad
before 1980. In the IBS numbers, the stock of U.S.
nonbank assets grew at an annual rate of 9 percent
between 1981 and 1989, which is close to the rate that
could be expected from reinvestment of income. The
stock of U.S. nonbank liabilities grew at a 20 percent
rate over this period, however, rising from 37 percent
of assets in 1981 to 87 percent in 1989. Such borrowings
are almost entirely missing from the U.S. balance of
payments, and they are much larger than interest
income can explain.

payments amount for private nonbank assets in Table 6 would be
increased from $18 billion to about $90 billion to include the custodies, a total that would still be still just one-third of the IBS total of
nonbank assets. Even including the 1992 revisions leaves the U.S.
version well short of the IBS total. An element of U.S. custodies
that is entirely unknown is amounts invested in foreign claims for
nonresident customers. These are excluded entirely from the reports
filed with the U.S. Treasury. BIS reporting banks, however, include
these in their positions with U.S. banks to the extent that reporters
are treating custody positions as interbank. This tends to make the
BIS interbank positions larger than those reported to the Treasury
by unknown amounts.

Tables 9 and 10 summarize the results of annual
comparisons of balance of payments and banking statistics for all countries not among the 24 surveyed in
the earlier sections. These tables compare total asset
and liability flows in the balance of payments data with
the IBS-derived flows. The two tables include all countries for which the average IBS flow over the 1986-89
period exceeded the corresponding average balance of
payments flow. The bankingfiguresare not necessarily
larger for each of the four years separately.

Data Comparisons for Other Countries
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Data Comparisons for Other Countries
Table 9. Nonbank Claims on Foreign Banks, 1986-89: Countries Not Included in Tables 3 and 41
(In millions of U.S. dollars; net increase ( + ))
Country
Industrial countries
Greece

IBS
BOP

Difference
New Zealand

IBS
BOP

Difference
Portugal

IBS
BOP

Difference

1986-89
average

1986

1987

1988

1989

353
—
353

69
—
69

463
—
463

1,824
1,824

405
40
365

1,166

40

-1,210

1,167

40

-1,210

100
10
91

288
-23
311

-67
-60
-7

42
-35
76

248
22
226

128
-24
152

-581
1,033
-1,614

2,978
1,833
1,144

1,724
-1,711

14

13,475
2,010
11,465

3,971
1,650
2,321

1,050
-586

464

4,147
1,773
2,374

1,690
-1,131

559

14,337
2,032
12,305

4,877
1,636
3,241

3,105

-14

803

-975

730

3,105

-14

803

-975

730

-155

5

-160

168
4
165

197
7
189

282
50
232

123
17
106

2,539

-1,189

908

1,019

820

2,539

-1,189

908

1,019

820

2,796

1,937

4,563

4,936

3,558

2,796

1,937

4,563

4,936

3,558

60

159
—
159

521

198

60

52
—
52

521

198

1,511

2,619

-3,535

-966

1,535

2,591

-3,535

-966

-93
1
-94

694
606
87

127
673

1,402

2,247

1,117

-546

533
869

10,550

3,701

9,963

-163
-1,730
1,567

-1

—

677
—
677

Switzerland

IBS
BOP

Difference
Group total

IBS
BOP

Difference
Offshore financial centers
The Bahamas

IBS
BOP

Difference
Bahrain

IBS
BOP

Difference
Bermuda

IBS
BOP

Difference
Cayman Islands

IBS
BOP

Difference
Gibraltar

IBS
BOP

Difference
Netherlands Antilles

IBS
BOP

Difference

-24

28

Singapore

IBS
BOP

Difference
Group total

IBS
BOP

Difference

588

-30

2,277

446
672

4,498

7,064

6,453

2,997

3,957

7,044

5,990

243
600

-90
220

115
100
15

-203

704

541

20

463

Middle East
Iraq

IBS
BOP

Difference

-357

-310

26

229

(continued)
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Table 9 (concluded)
Country
Libya

IBS
BOP

Difference

Oman

IBS
BOP

Difference
Saudi Arabia2

IBS
BOP

Difference
Group total

IBS
BOP

Difference

1986

1986-89
average

1987

1988

1989

147

-373

-3,280
3,427

602
379
222

-19
50
-69

-605

-385
-141
-243

147
18
129

27
-63
90

194
-10
204

-4
-49
45

647

-116
-8,862
8,745

3,420
-7,020
10,440

6,942
-1,300
8,242

2,723
-5,375
8,098

58
431

-4,319
4,966

197

802

-5,759
5,917

-11,524
11,944

420

3,957
-6,484
10,441

7,233
-1,160
8,393

2,942
-6,232
9,174

-102

294

1,478
-878
2,356

2,718

1,293

-396

1,079
-101
1,180

2,264

1,351

71

379

84

1,293

457

71

379

84

1,293

457

605

1,551

2,203

2,470

1,707

605

1,551

2,203

2,470

1,707

157

270

420

257

276

157

270

420

257

276

1,210
1,230

2,347

6,342

7,234

4,284

-20

2,208

5,549

6,671

3,603

1,941
1,524

5,626

10,527

13,972
1,017
12,955

8,017

157

Other developing countries
Argentina

IBS
BOP

Difference

Indonesia

IBS
BOP

Difference
Liberia

IBS
BOP

Difference

Peru

IBS
BOP

Difference
Other

IBS
BOP

Difference

Group total

IBS
BOP

139

38

793

-85

454

563

-58

681

623

5,588
7,394
Difference
10,612
417
IBS: Exchange-rate-adjusted net flows in the IMF's international banking statistics.
BOP: Total "other capital" assets of nonbanks.
1
Countries other than those in Tables 3 and 4 for which the 1986-89 average IBS flow for nonbanks is larger algebraically than the nonbank

total asset flow in the 1990 Balance of Payments Statistics Yearbook.
2

For both IBS and balance of payments data, asset flows less liability flows.

78

©International Monetary Fund. Not for Redistribution

Sorry—content unavailable; section/page intentionally left blank

©International Monetary Fund. Not for Redistribution

INTERNATIONAL BANKING STATISTICS IN CAPITAL FLOW MEASUREMENT

Table 10 (concluded)
Country
United Arab Emirates

IBS
BOP

Difference
Kuwait

IBS
BOP

Difference
Group total
IBS

BOP

Difference

1986

1987

-97
553

-650
-150

-67

-300

233

1988

1989

1986-89
average

192
100
92

549
50
499

144
101
44

-112

234

-151
-181

-34

-255
-413

-433
-165
-269

304
513

-536
-712

-231

176

-42

-189

838
-52
891

94
-73
167

1,664
1,019

2,300

3,103
-308
3,411

2,151
-519
2,670

2,305
2,217

-39

-355
-595

-323
-902

-116

-209

158

346

30

Other countries
China, People's Republic

IBS
BOP

Difference
South Africa

IBS
BOP

Difference
Peru

IBS
BOP

Difference
Lebanon

IBS
BOP

Difference
Romania

IBS
BOP

Difference
Jordan

IBS
BOP

Difference
Angola

IBS
BOP

Difference
Other

IBS
BOP

Difference

157

645

2,143

-941
-854

-589

-1,571
1,532

204

190
-27
217

-87
180

-216

396
36

41

631

-207

411
80

210

240
-4

-542

538
68

87

579
142

-248

390
99

-420

-400

-200

-100

-280

-136
-136

-170
-1,916
1,746

-545
-3,350
2,805

-225
-2,266
2,041

-269
-1,883
1,614

262
—
262

372
152
220

-120

422
542

74
-29
104

283
1
282

4

33

-24

301

79

4

33

-24

301

79

-365
-1,712
2,515

1,285
3,468
-2,905

-6,781
4,422

129

1,083
-5,768
3,549

-2,299
1,894

456

480

410

168

379

532

Group total
2,769
2,792
3,470
4,112
700
-5,924
-2,183
-12,357
6,655
-9,819
8,692
12,611
2,883
15,827
3,447
Difference
IBS: Exchange-rate-adjusted net flows in the IMF's international banking statistics.
BOP: Total "other liabilities" of nonbanks.
1
Countries other than those in Table 5 for which the 1986-89 average IBS flow for nonbanks is larger in absolute terms than the nonbank
total liability flow in the 1990 Balance of Payments Statistics Yearbook.

IBS
BOP
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Annual Data for Offshore Financial Activity
A final group of tables presents annual data on offshore financial activity to support the summary tables
that appear in Chapter 9 of the Report on Capital
Flows. Tables 11-15 cover six offshore centers. Table
15 concludes with annual capital account adjustments
and the implications of these adjustments for current

account balances and for errors and omissions. The
table thus corresponds to Table 52 in the Report on
Capital Flows.
Tables 16 and 17 show the annual adjustments that
were developed for Hong Kong and for special financial
institutions (SFIs) in the Netherlands. The tables
include detail on types of capital flows that have been
adjusted.

Table 11. Six Offshore Financial Centers: Balance of Payments from IMF Statistics, 1986-89
(In millions of U.S. dollars; outflows ( - ) )
Country
1986
Deposit money banks, total net claims
The Bahamas
22
Bahrain
-223
Cayman Islands
—
Netherlands Antilles
-1
Panama
-77
Singapore
-1,740
-2,019
Total, six OFCs
Nonbank "other" net claims
The Bahamas
Bahrain
Cayman Islands
Netherlands Antilles
Panama
Singapore
Total, six OFCs

2
223
—
3
26
102
356

Total "other" net claims
The Bahamas
24
Bahrain
—
Cayman Islands
—
Netherlands Antilles
2
Panama
-51
Singapore
-1,638
-1,663
Total, six OFCs
Source: 1990 Balance of Payments Statistics Yearbook.

1987

1988

1989

1986-89
average

8
-12
—
14
257
-859
-592

41
-394
—
—
270
-991
-1,074

50
—
—
—
28
-1,343
-1,265

30
-157
—
3
120
-1,233
-1,238

-17
2
—
-55
-38
-1,423
-1,531

5
-33
—

20
-44
—

-160
-1,061
-1,249

-112
-624
-760

3
37
—
-13
-71
-752
-796

-9
-10
—
-41
219
-2,282
-2,123

46
-427
—
—
110
-2,052
-2,323

70
-44
—
—
-84
-1,967
-2,025

33
-120
—
-10
49
-1,985
-2,034
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Table 12. Six Offshore Financial Centers: Net Flows in International Banking Statistics, 1986-89
(In millions of U.S. dollars; outflows ( - ) )
1986

1987

1988

1989

1986-89
average

-3,105
-2,449
-14,192
666
-3,296
-5,240
-27,616

-1,107
-2,486
7,487
-667
5,654
300
9,181

138
-5,770
-8,995
-1,127
-3,028
3,458
-15,324

7,685
-2,994
-6,732
1,405
113
9,369
8,846

903
-3,425
-5,608
69
-139
1,972
-6,228

Bank flows vis-a-vis foreign nonbanks
The Bahamas
3,007
Bahrain
1,962
Cayman Islands
5,858
Netherlands Antilles
486
Panama
3,399
Singapore
4,902
19,614
Total, six OFCs

720
2,855
-6,200
666
-5,042
-8,277
-15,278

2,812
5,222
-1,252
1,089
3,903
-5,420
6,354

-6,590
3,172
-2,136
-1,463
1,637
-13,182
-18,562

-13
3,303
-933
195
974
-5,494
-1,968

-98
-487
-8,334
1,152
103
-338
-8,002

-387
369
1,287
-1
612
-7,977
-6,097

2,950
-548
-10,247
-38
875
-1,962
-8,970

1,095
178
-8,868
-58
1,750
-3,813
-9,716

890
-122
-6,541
264
835
-3,523
-8,196

Nonbank flows vis-a-vis foreign banks
The Bahamas
764
Bahrain
225
Cayman Islands
-4,248
Netherlands Antilles
-1,198
Panama
-3,026
Singapore
-1,138
Total, six OFCs
-8,621

-1,337
-254
944
-2,693
-214
-247
-3,801

-1,884
-93
-731
2,652
1,635
-1,025
554

1,329
21
173
4,939
-4,985
-2,121
-644

-282
-25
-966
925
-1,648
-1,133
-3,128

Total bank and nonbank flows
The Bahamas
666
-1,724
1,066
Bahrain
-262
115
-641
Cayman Islands
-12,582
2,231
-10,978
Netherlands Antilles
-46
-2,694
2,614
Panama
-2,923
398
2,510
Singapore
-1,476
-8,224
-2,987
-9,898
-16,623
Total, six OFCs
-8,416
Source: Exchange-rate-adjusted net flows in the IMF's international banking statistics.

2,424
199
-8,695
4,881
-3,235
-5,934
-10,360

608
-147
-7,506
1,189
-813
-4,655
-11,324

Country
Interbank flows
The Bahamas
Bahrain
Cayman Islands
Netherlands Antilles
Panama
Singapore
Total, six OFCs

Total bank flows
The Bahamas
Bahrain
Cayman Islands
Netherlands Antilles
Panama
Singapore
Total, six OFCs
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Table 13. Six Offshore Financial Centers: Excess of IBS Banking Flows over Balance of Payments, 1986-89
(In millions of U.S. dollars; outflows (-))
1986
Country
Deposit money banks, total net flow
The Bahamas
-120
Bahrain
-264
Cayman Islands
-8,334
Netherlands Antilles
1,153
180
Panama
1,402
Singapore
-5,983
Total, six OFCs
Nonbank net "other" claims
762
The Bahamas
2
Bahrain
-4,248
Cayman Islands
-1,201
Netherlands Antilles
-3,052
Panama
-1,240
Singapore
-8,977
Total, six OFCs
Total bank and nonbank flows
642
The Bahamas
-262
Bahrain
-12,582
Cayman Islands
-48
Netherlands Antilles
-2,872
Panama
162
Singapore
-14,960
Total, six OFCs
Source: See Tables 11 and 12.

1987

1988

1989

1986-89
average

-395
381
1,287
-15
355
-7,118
-5,505

2,909
-154
-10,247
-38
605
-971
-7,896

1,045
178
-8,868
-58
1,722
-2,470
-8,451

860
35
-6,541
261
716
-2,289
-6,959

-1,320
-256
944
-2,638
-176
1,176
-2,270

-1,889
-60
-731
2,652
1,795
36
1,803

1,309
65
173
4,939
-4,873
-1,497
116

-285
-62
-966
938
-1,577
-381
-2,332

-1,715
125
2,231
-2,653
179
-5,942
-7,775

1,020
-214
-10,978
2,614
2,400
-935
-6,093

2,354
243
-8,695
4,881
-3,151
-3,967
-8,335

575
-27
-7,506
1,199
-861
-2,671
-9,291

Table 14. Six Offshore Financial Centers: Direct Investment and Portfolio Adjustments to Balance of Payments, 1986-89
(In millions of U.S. dollars; outflows (-))
1986-89
Country
1987
1986
1988
average
1989
Reinvested earnings reported by partner countries1
-494
-204
-100
-266
The Bahamas
-266
-169
-185
-66
Bahrain
-40
-115
196
355
-166
Cayman Islands
340
181
1,318
575
584
Netherlands Antilles
1,044
880
493
559
9
Panama
431
373
—
—
—
Singapore
—
—
1,344
1,204
157
Total, six OFCs
1,509
1,054
Other direct investment1
469
The Bahamas
-836
242
417
73
-51
Bahrain
112
-120
115
14
3,711
Cayman Islands
1,458
-581
-2,324
566
1,463
Netherlands Antilles
3,432
153
4,124
2,293
78
Panama
-1
413
-202
72
—
Singapore
—
—
—
—
3,018
5,670
4,165
107
2,130
Total, six OFCs
Portfolio securities2
-4
-39
The Bahamas
-74
28
Bahrain
395
13
Cayman Islands
45
-5,500
-3,300
5,700
Netherlands Antilles
-71
Panama
254
231
64
Singapore
6
-5,023
Total, six OFCs
5,662
-2,967
Short-term securities
—
Cayman Islands
—
-66
—
Netherlands Antilles
—
359
-231
Singapore
-64
-6
-231
-64
287
Total three OFCs
Source: National balance of payments statistics and technical staff calculations.
1
Amounts measured from "other party" statistics.
2
These figures are taken from line 6b of Tables 18 and 20 of the Report on Capital Flows.

-163

216
19

-52
-12
430
-3,950
46
129
-3,408

1,102
-109
-216
777

259
63
-128
192

1,266
-1,300
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Table 15. Six Offshore Financial Centers: Total Adjustments, 1986-89
(In millions of U.S. dollars; outflows (-))
1986-89
Country
1986
1987
1988
1989
average
Combined adjustments1
The Bahamas
-333
-1,744
1,058
2,342
331
Bahrain
-335
-169
-372
318
-140
Cayman Islands
-10,756
6,533
-11,746
-8,311
-6,070
Netherlands Antilles
-1,741
-5,372
410
8,640
484
Panama
-2,314
679
3,076
-2,922
-370
Singapore
162
-5,942
-903
-3,992
-2,669
-15,317
-6,015
Total, six OFCs
-8,435
-8,509
-3,900
2
3,000
4,000
Total income
5,000
8,000
5,000
Reinvested earnings not reported by partner countries3
1,796
2,656
4,843
6,491
3,947
13,521
3,359
Errors and omissions4
3,666
-2,591
4,489
Source: See Tables 13 and 14.
'Sum of the adjustments for banking (Table 13) and the adjustments for direct investment and securities investment (Table 14).
2
From estimates underlying Table 3 of Part 2 of the 1990 Balance of Payments Statistics Yearbook.. Earnings for OFC banks are based on
cross-border asset and liability positions reported by OFC authorities and the market interest rates appropriate to each type of claim. Earnings
for OFC nonbanks are based only on their claims on foreign banks as derived from IBS and used in Chapter 6 of the Report on Capital Flows.
The
estimate excludes earnings on nonbank positions vis-a-vis foreign nonbanks.
3
Total income less the amounts from reinvested earnings in Table 14.
4The net sum of combined adjustments and unreported retained earnings, with the sign reversed.

Table 16. Adjustments to Hong Kong Balance of Payments, 1986-89
(In millions of U.S. dollars; outflow (-))
Type of capital flow
Assets
Other direct investment
Portfolio investment
Other capital
Deposit money banks
Private nonbanks
Reserves
Total asset adjustments
Liabilities
Other direct investment
Portfolio investment
Other capital
Short-term securities
Resident official
Banks
Private nonbanks
Total liability adjustments

1986

1987

1988

1989

1986-89
average

46
5,100

-700
9,900

-464
400

-690
2,800

-452
4,550

3,929
-1,000
-974
7,101

-90,516
-100
-2,058
-83,474

-43,119
-2,700
-2,867
-48,750

-53,338
-5,800
-2,302
-59,330

-45,761
-2,400
-2,050
-46,113

539
804

-387
-206

531
187

442
31

281
204

—

—
-54
87,048
-2,523
83,878

143

108

41,601
444
42,906

52,743
1,278
54,602

63
-14
44,550
115
45,199

-3,194
1,261
-590

Net flows
Other direct investment
585
-1,087
67
-248
Portfolio investment
5,904
9,694
587
2,831
Other capital
Short-term securities
—
—
143
108
Resident official
—
-54
Banks
735
-3,468
-1,518
-595
261
-2,623
-2,256
-4,522
Private nonbank1
Reserves/LCFAR
-974
-2,058
-2,867
-2,302
6,511
404
-5,844
Total adjustments, net
-4,728
Source: Calculations by the technical staff based on the Special Questionnaire on International Capital Flows and national and
country data.
1Liabilities constituting foreign authorities' reserves.
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4,754
63
-14
-1,212
-2,285
-2,050
-914
partner-
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Table 17. Transactions of Special Financial Institutions According to Balance of Payments Categories, 1986-891
(In millions of U.S. dollars; outflow(-))
Type of capital flow
Assets
Other direct investment
Portfolio investment
Other capital, private nonbank
Total adjustments to asset flows
Liabilities
Other direct investment
Portfolio investment
Other capital, private nonbank
Total adjustments to liability flows
Net flows
Other direct investment
Portfolio investment
Other capital, private nonbank

1986

1987

1988

1989

1986-89
average

-10,416

247

-2,161

-24,379
-861
-1,524

-30,309
-883
-937

-33,248
-1,599
-3,930

-24,588
-774
-2,138

12,330

-26,764

-32,129

-38,777

-27,500

6,514
5,143

283

16,386
7,903
1,448

19,036
13,307
-907

18,397
12,019
5,717

15,083
9,593
1,635

11,940

25,737

31,436

36,133

26,312

-3,902
5,390
-1,878

-7,993
7,042

-11,273
12,424
-1,844

-14,851
10,420
1,787

-9,505
8,819
-503

-76

-390
-2,644
-1,027
-1,189
-693
Total adjustments, net
Source: Information provided by Netherlands balance of payments compilers.
1
In the Balance of Payments Statistics Yearbook statement for the Netherlands, all cross-border transactions of SFIs are combined in a
net form as part of a single item in the capital account: "other capital" flows of private nonbanks. The Report on Capital Flows includes, in
several chapters, adjustments to redistribute SFI capital account transactions into the balance of payments categories from which they were
removed for the Yearbook. This table presents the SFI adjustments to the Netherlands statement that are included in adjustment totals for
industrial countries.
The redistribution of capital account flows in the table do not add to zero. The net amount in the bottom line is the current account balance
(with opposite sign) of SFIs vis-a-vis the rest of the world. The SFI current account balance is also included in the Yearbook single capital
account entry, but in the report it is transferred to the current account. It is included in the current account adjustments reflected in Table 6
of the Report on Capital Flows.
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Balance of Payments Reporting for
Transactions of the European
Monetary Cooperation Fund
Quazi M. Hafiz and John E Wilson
In its investigation into global capital account discrepancies, the Working Party on the Measurement of
International Capital Flows examined the European
Monetary System (EMS), the European Monetary
Cooperation Fund (EMCF), the creation and use of
European currency units (ECUs), and the effect of
reserve swaps on the credits and reserves of the member central banks. The present paper briefly addresses
some salient features of these mechanisms and the
implications that swap transactions have for the member countries' balance of payments.1
The EMS was established in March 1979 to create
a "zone of monetary stability in Europe" through close
cooperation and coordination of monetary and
exchange rate policies. The system operates under a
set of rules governing exchange rate policy and market
intervention as well as the extension of short-term
credits to finance such an intervention. Basically, the
EMS allows for exchange rate adjustment within a fixed
range and through approved channels. Each currency
has a central rate relative to the ECU and a grid of
bilateral exchange rates, which cannot fluctuate more
than 2.25 percent from the bilateral parities. A member
central bank is obliged to intervene in the market when
its currency reaches the margin. However, before a
currency crosses the margin, a "divergence indicator"—measuring the deviation of a currency upward
or downward from the community average—alerts the
authorities to the need for some corrective measure.
To facilitate compulsory interventions, a "very shortterm" financing facility was created to enable participating central banks to use each other's currencies
as needed. The ECU, which is a composite currency
1
Relevant documents regarding the EMS and EMCF have been
published by the Commission of the European Communities. Developments in the EMS have also been discussed in a number of occasional papers published by the IMF.

consisting of specified amounts of members' currencies, serves as the numeraire for the exchange rate
mechanism, as the denominator for both credit operations and intervention, as a reference point for the
divergence indicator, as a means of settlement, and as
a reserve asset of member central banks.
The EMCF, which was established in 1973, serves
as the central reserve institution relating to EMS transactions and has operational responsibility for some
parts of the system.2 Of particular interest is its role
in the creation of ECUs, their role as a reserve component, and the significance of the changing valuation of
the unit for balance of payments entries.
Official ECUs were created at the outset of the EMS
when the participant central banks deposited 20 percent of their gold and U.S. dollar reserves with the
EMCF in return for a corresponding amount of ECUs.
These transactions represented a swap of financial
assets. 3 Through the ongoing process of revolving
three-month swaps, the ECU value of these reserves
changes quarterly in line with changes in the gold and
dollar holdings of the central banks and with the conversion of the contributed reserves at current prices
and exchange rates. For balance of payments purposes,
the swaps are treated as the sale of reserve assets to
the EMCF in exchange for ECUs. When the swaps are
reversed at the end of each period, the dollars and gold
are repurchased.

2

In essence, the EMCF is a set of books maintained at the Bank
for International Settlements (BIS), although the BIS itself is not a
principal to EMS-member transactions.
3
Members may also swap more than 20 percent of their gold and
dollar reserves with the EMCF but do not do so in practice. Participants do not swap with the EMCF any nondollar foreign exchange
assets in their reserves. Member countries maintain freedom to
''manage" the specific dollar assets swapped into the EMCF during
the swap interval.

Quazi M. Hafiz is a Senior Economist in the IMF's Statistics Department. John F. Wilson was Director of the technical staff and is now
a Senior Economist in the IMF's Middle Eastern Department.
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To determine the amount of ECUs acquired by a
member country in a swap, each member's gold component is valued either at the average market price of
gold over the previous six months or at the average
market price of the two fixings on the day before the
swap date, whichever is less. Dollars are valued at the
average dollar-ECU exchange rate on the two working
days before the swap. At the start of each swap period
(every three months), the old swap is reversed, and
new amounts of reserves are deposited to ensure that
they continue to represent 20 percent of the gold and
dollar holdings of participant central banks. Accordingly, the quantity of official ECUs is determined by
three factors: the price of gold, the exchange rate of
the dollar vis-a-vis the currencies of the EMS countries
and the ECU, and the amount of gold and dollar holdings in members' reserves.
Any change in members' ECU holdings resulting
from these factors give rise to transactions that should
be recorded in the balance of payments of the EMCF
and relevant member countries. This must happen for
two reasons if symmetry is to be maintained in the
global capital account. First, the EMCF is construed
as an international organization, and its transactions
with member countries represent balance of payments
items.4 Second, both swaps and their reversals constitute separate transactions for balance of payments purposes.
For present purposes, it is useful to think of the
balance of payments accounts of EMS members stated
in dollars, as they are in the Fund's Balance of Payments Statistics Yearbook. EMS members swap only
gold and dollar assets with the EMCF; therefore,
changes in the dollar-ECU exchange rate during a swap
period should have no effect on the balance of payments. However, changes in the dollar price of gold will
cause revaluations of the gold component of successive
EMS swaps, even in the absence of other transactions
in the national gold stock. If 20 percent of a member's
gold stock is "sold" to the EMCF at a certain price in
period 1, it will be "repurchased" at the same price at
the start of period 2, but immediately resold at a different price, and so forth. Thus, price changes generate
balance of payments transactions with the EMCF in
the case of the gold component of swaps.
Quantity changes in national gold and dollar assets
can likewise give rise to net balance of payments entries
with the EMCF. For instance, if an EMS member buys
(sells) gold or dollars for the purposes of intervention
or portfolio management during a swap period, the
dollar value of its assets with the EMCF will rise (fall)
at the start of the next swap period by 20 percent of
the transactions amount, assuming the price of the
assets has remained steady.

Apart from short-term credit and other uses of
ECUs, therefore, net balance of payments transactions
of EMS members with the EMCF consist of the reversal of old swaps and the initiation of new swaps. Since
a number of EMS members do not transact in gold
except with the EMCF, when prices change their successive gold swaps are akin to realized capital gains or
losses and constitute balance of payments transactions.
The gold transactions are like the purchase or sale of
securities or any other assets that have been purchased
at one price, held until the price changes, and then
sold at a profit or loss. In principle, EMS member
transactions with the EMCF are "globally neutral"
because EMCF balance of payments entries should
offset entries in members' national accounts.
The foregoing discussion suggests that in order for
swap transactions of EMS members to be properly
handled in a balance of payments framework two things
are necessary: 1) gold and dollar swaps should enter
the accounts as sales and purchases of these assets
against ECUs, and 2) the EMCF should report counterpart entries to the IMF.5 As noted in Chapter 8 of the
Report on Capital Flows, part of the global capital
account discrepancy arises because these procedures
are not followed.
The following simplified illustrations show the kinds
of entries that may be required in EMS members' balance of payments statements. (In the EMCF statements, the same swap would be recorded with a reverse
sign: an EMS member's debit would be counted as
an EMCF credit.) An EMS member country holds 10
million ounces of gold and $1,000 million in U.S. dollar
reserves. For the first-period EMCF swap, the gold is
valued at $165 an ounce—thus, total reserves (gold and
dollars) amount to an equivalent of $2,650 million. The
member's contribution to the EMCF therefore
amounts to the equivalent of $530 million (20 percent
of gold and dollar reserves) and it receives ECUs equivalent to that contribution. The entries in the balance of
payments of the EMS country—expressed in dollars—
will be as follows.

4
As noted in the Report on the Measurement of International
Capital Flows, however, the EMCF does not report its transactions
to the IMF, so as an "international organization" the EMCF is
missing from the global system.

5
EMCF swap obligations toward EMS members should be treated
as liabilities constituting foreign authorities' reserves (LCFAR) in
the global accounts. LCFAR are liabilities that are treated as reserve
assets by the creditor economy.

Accounts of an EMS Country
Reserve asset
Gold
Dollars
ECUs

Swap accounting for period 1
Credit
Debit

330
200

530

During the first swap quarter, the member's gold
holdings (including swapped gold) increase to 12 million ounces and the price rises to $180 an ounce. U.S.
dollar holdings (including swapped amounts) decrease
to $975 million. Total reserves then equal $3,135 mil-
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lion. The member's contribution during the second
period amounts to $627 million. The entries in the next
table show the reversal of the first swap and the initiation of the second swap, including the ECU allocation,
that results.
Accounts of an EMS Country
Swap accounting for period 2
Reversal of
first swap
New swap
Net
Debit
Credit
Debit
Credit
Credit
Debit
102
432
Gold
330
195
5
Dollars
200
627
97
ECUs
530

During the second swap quarter, the member's gold
holdings do not change, but the value of gold drops to
$170 an ounce, and U.S. dollar holdings go up to $1,050
million. With total reserves then equivalent to $3,090
million, the member's EMCF contribution and ECU
allocation for the third period is $618 million and is
recorded in its balance of payments as follows.
Accounts of an EMS Country
Swap accounting for period 3
Reversal of
New swap
Net
second swap
Reverse asset Credit Debit Credit Debit Credit Debit
24
408
Gold
432
195
210
15
Dollars
627
618
9
ECUs

These examples illustrate that changes in ECU holdings result not only from changes in the stocks of
reserves but also from the changes in the price of gold.
Although pure valuation changes of existing assets are
excluded from the balance of payments, changes in
ECU holdings resulting from gold revaluation are
treated as balance of payments transactions because of
the sale or purchase character of the swap operations.
As noted in the Report on Capital Flows, swaprelated transactions are not reported uniformly by the
EMS member countries in their balance of payments,
and the EMCF does not submit reports on its side of
the transactions. In the absence of figures from the
EMCF, no discrepancies would arise in the absence
of sale-purchase accounting by members. However,
Germany, Italy, the Netherlands, Spain, and Portugal
account for EMCF swaps in the recommended salepurchase manner, so certain imbalances do arise. The
Working Party neutralized these effects by making
adjustments to global totals.
No information was available to the Working Party
on ECU transactions that take place outside the swap
operations described in this paper. Most such transactions relate to the use of short-term credit in connection
with exchange market intervention, for which the
EMCF makes provision. In concept, members' debtor
positions with the EMCF are shown in their balance
of payments accounts as liabilities constituting foreign
authorities' reserves, while creditor positions are
shown as part of reserves.
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Physical Currency Movements and
Capital Flows
John F. Wilson
In the literature on international capital flows there
is almost no mention of currency movements. "Capital" is usually understood to move through the channels of institutional finance or company accounts,
where book entries record the changes in international
assets and liabilities. Yet some capital moves in simpler
and more tangible ways. Whenever domestic currency
notes are acquired by nonresidents, foreign claims
increase, constituting a capital inflow. The flow of currency back into residents' hands represents a decrease
in external liabilities—an outflow.1 The balance of payments counterpart entry to the currency flow may
belong in a country's current account, as with tourist
expenditures, or the entry may belong in the capital
account. An example of the latter case is a domestic
bank's shipment of currency to a foreign correspondent, whose demand account is debited in payment.
Only a few major currencies—those widely accepted
in global transactions or regarded as stores of value—
are likely candidates for substantial international
movement. The U.S. dollar is the most obvious candidate, but there are others, too.

Measuring Currency Flows
A seamless statistical system would account for
changes in cross-border currency ownership as part of
international capital flows. However, currency movements pose two serious problems for compilers: measurement of the flows and appropriate use of available
data. For perhaps obvious reasons, measuring currency flows is difficult. Although movements through
1
Although it is the acquisition of domestic currency notes (change
in ownership) by nonresidents and the acquisition of foreign currency
notes by residents, rather than cross-border flows per se, that defines
a capital flow, for convenience this paper will refer to "currency
movements." References to "currency" transactions mean physical
currency: bank notes. "Currency stock" as used in this paper means
currency outside deposit money banks.

financial institutions are accessible to statistical systems, large amounts of currency surely flow through
individuals' hands and other channels. Only a few
major countries (see annex) make any attempt to record
or estimate international currency movements. Compilers who do gather some statistics rely almost entirely
on reports from domestic banks about cross-border
shipments of bank notes, and they concede that coverage is fragmentary. Proper use of the resulting data is
also problematic, as it is hard to determine what portion
of net currency movements should be associated with
particular current or capital account transactions.2
Whether or not currency flows can be properly measured, cumulative flows of any national currency in
one direction can constitute a large capital flow that
is presently unmeasured in either debtor or creditor
countries. In that sense, currencyflowsmay contribute
to the problems of measuring capital flows. Owing to
the lack of systematic data on this subject, it was not
possible for the Working Party to address currency
movements in its Report on the Measurement of International Capital Flows.
If net international currency flows were small, omitting them from balance of payments calculations would
make little difference. Evidence suggests, however,
that net movements of several key currencies are relatively large, and the omission may play a role in both
national and global statistical discrepancies.3 In this
2

The countries that gather data usually record net inflows of currency through their banks. This may reflect the tendency for currency
to be exported in large numbers of small transactions and eventually
to be returned by foreign banks to the home country for deposit
credit.
3
If net flows of currency are entirely unmeasured by both affected
countries, the omission of these capital flows might give rise to
discrepancies in national balance of payments accounts, but not
contribute to the global capital account discrepancy. However, the
exact role played by currency movements (and the exchange of
currency balances for assets that may be captured by compilers) is
more complicated, so some effect on the capital account imbalance
is likely.

John F. Wilson was the Director of the technical staff. He is now a Senior Economist with the IMF's Middle Eastern Department.
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Chart 1. Currency Stock in Selected Countries, 1970-90

Quantifying International Currency Flows

context, key-currency countries should be understood
to be those whose physical currencies are candidates
for transactions, for hoarding (as a store of value), or
for investment holding (such as exchange rate speculation) by nonresidents.4
Discussions of currency stocks are seldom found
in a balance of payments context. The most frequent
mention of them is usually made in research attempts
to estimate the size of a country's underground economy. A number of such studies have been carried out
in the past 15 years, mostly for the United States.
Until recently, such work has not focused on—and
sometimes has not mentioned at all—the role of crossborder movements in the growth of the currency stock.5
It is widely accepted that the U.S. dollar circulates
in many parts of the world, especially those afflicted
with political and economic instability. Translating this
knowledge into specific estimates of either the stock of
dollars held abroad orflowestimates of dollars moving
across borders is a much more difficult task. Some
estimates suggest that more than 50 percent of the U.S.
currency stock is in foreign hands, but they are largely
unsupported by systematic statistics (see annex). Little
else has been written about the nonresident holdings
and cross-border flows of currencies beside the dollar.
In the past few years, questions relating to currency
growth have sometimes been connected to drug trafficking and other illegal activities. The framework
resembles attempts to estimate domestic underground
activities, except that it is more international in nature.
Yet, as noted in Chapter 11 of the Report on Capital
Flows, the largest portion of cross-border currency
movements probably is not connected to drug trafficking at all. There are numerous channels—institutional
and individual—through which domestic currency can
move abroad, and the reasons for such movements are
usually more prosaic than the drug or arms trade. For
instance, in a general sense, the acquisition and retention of a foreign currency may be a form of capital
flight resulting from political or economic uncertainty,
inflation or exchange rate considerations, a desire to
hide assets or avoid taxes, or many other possible factors.
Quantifying International Currency Flows
Whatever the motivation, physical currency movements are a type of poorly measured capital flow, and
4
Potential compilation errors are not confined to the small number
of identifiable key-currency countries alone. Other countries cannot
measure changes in their residents' holdings of foreign currencies.
Which "holder countries" are most affected and by what amount
is more conjectural.
5
Officials in the United States have long been aware of the large
amount of currency outstanding relative to the population. All such
currency is included in the M1 measure of the money supply. Federal
Reserve officials have begun to make public "guesstimates" as to
the share of the currency stock that might be in foreign hands.

the size of actual movements is an important gap in
capital account statistics. Although the scope for
improving the formal statistics may be limited, it may
be possible to identify which currencies are most
affected and roughly to quantify the amount of crossborder movements over time. The following experiment in quantification is similar to previous studies of
domestic underground economies in that it uses an
inferential approach to the subject of unmeasured capital flows.6 Crude estimates of such flows can be
obtained by comparing data on changes in currency
stocks to some assumptions about how these stocks
should behave over time.
Specifically, the following paragraphs examine the
real per capita currency stock in eight countries over
the 1970-90 period.7 All of the currencies are candidates for significant cross-border movements because
of inflation, exchange rate influences, and geography.
In none of these cases can the quantity of currency
circulating domestically be isolated from the amount
held by nonresidents, so conclusions reached in this
paper are suggestive at best.
Chart 1 displays the 1970-90 movements of the nominal currency stocks and real per capita currency stocks
for four of the eight countries: France, Germany,
Japan, and the United States. "Real currency per capita" is the total currency stock divided by population
and deflated by the consumer price index. These
adjustments are intended to eliminate the upward push
on currency stocks associated with growing populations and generally rising prices. The chart shows that
real per capita currency stock declined sharply in
France over the past two decades and rose noticeably
in Germany, Japan, and the United States.
How should real currency balances behave over
time? Expected behavior has cyclical as well as systemic features. Physical currency is a component of
narrow money in all countries, and narrow money is
substituted for broadly defined money when interest
rates change. When interest rates rise, the opportunity
cost to a domestic resident of holding domestic bank
notes increases, causing per capita holdings of currency and narrow money to fall. The converse holds
true for declines in interest rates.8 Real balances will
therefore fluctuate with interest rates.

6
The intent of the research into the "underground economy" problem usually has been to estimate biases in official national accounts
statistics on income and expenditure.
7
The countries included in this experiment were: Canada, France,
Germany, Japan, Italy, Switzerland, the United Kingdom, and the
United States. All the figures used in the calculations were taken
from the IMF publication International Financial Statistics.
8
Note that the reverse might apply for foreign holdings of domestic
currency notes. A rise in domestic interest rates often is accompanied
by an appreciation of the currency. Actual and expected appreciation
might induce foreign holders of the currency to acquire more, especially if their access to other vehicles (such as deposits and securities)
is constrained by local regulations.
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For the most part, however, interest rate changes
are a cyclical force, not a secular one. A more important long-run influence on currency balances is technology—that is, changes in domestic payments mechanisms. Technological changes have tended to work
against the demand to hold currency. Widespread use
of credit and debit cards, electronic payments, and
similar mechanisms available to the individual consumer should have reduced the currency intensiveness
of transactions over the past two decades. Thus, while
one might expect to see cyclical ups and downs in
currency balances, a distinct downward drift should
occur reflecting the technological advances.
The exact rate at which real currency balances
should decrease is a matter of extreme conjecture and
will likely vary across countries. However, each country might be thought to follow an expected "baseline"
evolution of real per capita currency stocks. For present purposes, it was assumed that between 1970 and
1990 advances in payments technology in each country
lowered the intensiveness of domestic currency usage
by 10 percent. The difference between actual and baseline balances is an unexplained residual, representing
a cumulative change in the currency stock induced by
factors other than prices, population, and technology.
For key currencies, this residual could largely be crossborder movements of bank notes.
Among the countries shown in Chart 1, a persistent
downward drift in real per capita currency stocks has
taken place only in France. There, currency balances
not only decline in a way that seems consistent with
changes in payments technology and consumer behavior but they drop even faster than hypothesized over
an extended period. There have been striking upward
movements in per capita currency balances for Germany and Japan, and to a lesser extent the United
States.9
Table 1 gives further details of the calculation for
all eight countries. It shows "unexplained" currency
growth—the residual—in real per capita terms. This
residual is then translated back into nominal currency
amounts: the total quantity of currency at current
prices that is "unexplained" by population, prices, and
technology. Finally, the result is shown in dollar terms.
Apart from the possible contribution of domestic
underground economies to these residuals, the signs
and magnitudes of most of the results are intuitively
plausible. The local currency figures in the second column might be interpreted as upper-bound estimates
of cumulative capital flows associated with physical
currency movements over this interval. The dollar figures, however, are equivalent to the cumulation at 1990
9

Among countries for which charts are not shown, smaller declines
in real per capita currency balances were recorded between 1970
and 1990 in the United Kingdom. Apart from oscillations, balances
did not change much in Canada, Italy, and Switzerland. An examination of exchange rate movements over the interval suggests some
correlation with yen and deutsche mark currency balances.

Table 1. "Unexplained" Currency Growth in Eight
Countries, 1970-90
(Currency units as indicated)
Local currency
Real per
Nominal total
Billions of
Country
capita1
(billions)2
dollars3
Canada
145
4.7
4.0
France
-72.5
6,039
-395.0
Germany
1,285
86.0
53.2
Italy
137,242
10,427.0
8.7
Japan
162,831
21,511.0
148.0
Switzerland
-96
-0.7
-0.5
United Kingdom
-62
-4.7
-8.4
United States
214
65.0
65.0
1
Real per capita stock in 1990 less 10 percent of 1970 level.
2
Scaled by population and consumer price index.
3
Translated by 1990 average exchange rate.

average exchange rates. They should not be interpreted
as the dollar value of the capitalflowsthemselves. This
distinction is especially important for the strikingly
large Japanese figure, where yen appreciation during
the 1980s inflated the dollar equivalent of the putative
currency outflow.10
Another aspect of national currency balances is relevant to speculations about their role in capital flows:
the size of the bills in circulation. It has been noted
that an unusually high (and rising) proportion of U.S.
currency outstanding is in denominations of $100 and
greater. Although this is consistent with the presumed
nature of some illegal domestic activities, it is also
consistent with increased hoarding and transactions
(including illegal ones) outside the United States.
As noted above, there is no simple "benchmark" for
currency outstanding for domestic use. Some national
economies tend to be more currency intensive than
others, in the sense that more transactions are traditionally done in cash, implying higher average amounts
of real per capita balances. As Table 2 shows, however,
the amounts of currency outstanding vary greatly
across the eight countries, even apart from the movements shown in the Chart 1.
10

For instance, the exchange rate in the early 1980s was well above
220 yen per dollar. The 1990 rate used for the translation was about
145 yen per dollar.

Table 2. Per Capita Real Currency Balances, 1985
(U.S. dollar equivalents)
Canada
404
529
France
Germany
691
Italy
482
Japan
948
Switzerland
2,100
325
United Kingdom
United States
710
Source: International Financial Statistics.
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Conclusion

Switzerland is the most prominent "outlier" in the
table, with impressive real per capita currency stocks,
even after allowance for exchange rate movements.
There has not been much change in the real demand
for Swiss currency in recent years, and the figures are
consistent with the notion that a certain quantity of
Swiss francs are in nonresident hands.

Conclusion
These final comments stress that multiple influences
work on currency demand. The simple fact of "rising"

or "falling" real per capita currency balances can be
the result of both domestic and foreign developments,
and the comparisons made with baseline assumptions
in this paper are merely indicative. What several findings do suggest, however, is that foreign demand for
several physical currencies has been rising over the
period covered by this paper, implying unmeasured
capital flows into the countries of the currency issuers.
As this appears to have taken place over a fairly long
interval, the cumulative capital inflow has perhaps been
substantial. If this were the case, the outstanding stock
of currency owned by nonresidents may not be a negligible factor in the international investment positions
of such countries or in those where the currencies are
held.
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Annex
National Statistics on Currency Movements
Only a few countries gather statistics on international
movements of physical currency or use such figures in
their balance of payments calculations. Compilers in
three of these countries provided information to the
Working Party about flows of the domestic currency
between domestic and foreign residents. Principal features of the systems for Germany, Japan, and the Netherlands are described in the following paragraphs. It
appears that none of the existing systems collects information on foreign currency acquired by domestic residents. A conclusion summarizes some partial information for the United States.
Germany
German authorities are well aware that the deutsche
mark is used for transactions and for store-of-value
purposes outside the country. In addition to currency
exports by travelers, deutsche mark notes are used
for transactions in certain neighboring countries, and
many foreign workers in Germany send marks to their
home countries, either for their families or for saving
purposes. In some cases, German citizens are thought
to transfer mark notes out of the country, especially
during times of public debate about releasing data on
bank accounts to the tax authorities.
The return of currency notes to Germany is likewise
associated with tourist and travel expenditures, but it
mostly results from foreign banks shipping their excess
mark balances to German banks in exchange for
deposit credits.
The Deutsche Bundesbank has, on occasion, conducted surveys about currency movements of nonbanks, but the main source for estimating net movements is domestic banks. Nonetheless, the Bundesbank makes regular efforts to track the more obvious
channels of currency movement. It receives, for
instance, reports from several European central banks
on the purchases and sales of deutsche mark notes by
banks in those countries.11 The Bundesbank regards
these figures as helpful in estimating travel expenditures in the German current account. It also estimates
the exports of deutsche marks associated with travel
in certain other countries. Special arrangements apply
to the estimation of German expenditures in border
areas with the Netherlands.
An annual survey is conducted of "cash carried by
foreign workers," but the Bundesbank does not believe
11
Austria, Denmark, France, Italy, the Netherlands, Norway, Portugal, and Sweden also participate in this arrangement, which dates
to 1969.

that the results shed much light on transfers of currency
for family-maintenance payments and saving purposes.
With regard to capital transactions, the Bundesbank
assumes that cash is mainly exported to banks in Switzerland, Luxembourg, and Austria. Figures on both
inward and outward shipments of notes through German banks are used to track returns of currency from
these countries. Roughly speaking, the net movement
of mark notes—exceeding the balance on cash transactions for travel purposes—is thought to stem from capital transactions. Adjustments are therefore made for
the fact that part of the mark shipments received from
Switzerland and Austria originate from other countries.
Japan
Like other major countries, Japan does not have a
full set of statistics on currency movements. Under the
Foreign Exchange and Foreign Trade Control Law,
exports of yen currency up to £5 million are unconstrained; those exceeding £5 million, whether by banks
or persons, are subject to authorization by the Ministry
of Finance. Imports of yen do not require authorization
when below £5 million. Foreign exchange banks are
permitted to import above £5 million without prior
authorization, but most other entities (except persons
"who carry the Japanese currency with themselves")
are subject to authorization.
Although currency imports and exports exceeding
the £5 million threshold are generally subject to authorization, few such requests are received by the Ministry
of Finance, and these reports are not used for balance
of payments purposes.
There are no statistical reporting requirements—for
banks or others—on exports of yen currency. With
regard to currency imports, banks are asked to report
all imports (both above and below the £5 million threshold), but other entities are not subject to statistical
reporting.
All returns of yen currency that are reported by the
foreign exchange banks are attributed to expenses
incurred by Japanese travelers and are factored into
current account estimates of travel and tourism. Japanese authorities have no official view on amounts of
yen that might be circulating outside the country.
Netherlands
The direct reporting system used in the Netherlands
gives information on the inward and outward shipments
of guilder bank notes between domestic banks and foreign commercial banks. Only these flows are used for
balance of payments compilations. Outward shipments
are classified as travel receipts for the Netherlands,
because it is assumed that these guilders are used by
foreigners to visit the Netherlands. Return shipments
are in principle classified as travel expenditure by
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United States

Dutch residents, assuming they result from the
exchange of guilders for foreign currency by Dutch
travelers abroad. There are two exceptions to the latter
treatment. First, that part of the returned bank notes
made up of the largest denomination, the f. 1,000 note,
is regarded as capital exports by Netherlands residents,
since this denomination is not generally used by travelers. Second, a part of the return shipments of smaller
bank notes that comes from the home countries of
migrant workers is recorded as private income transfers.
The Netherlands takes part in the exchange of information among nine European central banks on the sales
and purchases of foreign bank notes. The figures on
sales and purchases of guilder bank notes by foreign
banks serve as a check on the recorded shipments and
thereby as a check on travel expenditures and receipts.
On the other hand, those figures also facilitate ad hoc
studies on total cross-border movements of guilder
bank notes. For that purpose, estimates are made for
the sales and purchases of guilders by banks in countries that do not participate in the exchange of this
information.
The Netherlands strives not only to keep up the
exchange of data on the purchases and sales of bank
notes but also to urge more countries to join in the
effort so that better insight can be gained into cash
payments. On the basis of the described model, plans
are being developed by the European Community's
statistical office to establish a European system of
exchange of information on sales and purchases of foreign currency.

United States
U.S. authorities were unable to respond formally to
the Working Party's request for details about statistical
sources on cross-border movements of dollars, but it
is generally acknowledged that large quantities of physical currency are used for transactions and for hoarding

in foreign countries.12 Various studies indicate that the
amount of U.S. currency in circulation—especially
bills in denominations of $100 and more—is implausibly high for domestic usage alone, even if underground
economic activity is taken into account. At the same
time, large quantities of dollars openly circulate in
many parts of the world, especially where there are
unsettled economic or political conditions.
Recent information suggests that the United States
has no reliable mechanism to track currency movements, although travelers and financial institutions
confront reporting requirements on some imports and
exports. At various times in the past, several Federal
Reserve banks have compiled information on shipments of currency—involving the banks themselves
or commercial banks in their regions—to and from
countries such as Mexico, Panama, and several Caribbean areas, but this has not been a systematic or ongoing process. Certain U.S. commercial banks routinely send and receive large amounts of currency to
and from banks in other countries, and a few of these
domestic banks have sometimes provided information
on currency shipments to the Federal Reserve. All such
information has been irregular. On the whole, physical
currency movements involving the U.S. dollar are conjectural. Although there have been discussions on the
subject, no attempt has yet been made to put together
an integrated reporting system, even for institutional
transactors.
U.S. balance of payments estimates for both the
current and capital accounts do not use any information
about physical currency movements. Such fragmentary information as exists is gathered by the Federal
Reserve or the U.S. Treasury and is not made available
to balance of payments compilers elsewhere in the government. Currency movements are also not reported by
banks on the standard reporting forms used for capital
account compilations that are submitted to the Treasury.
12
Some estimates of the value share of dollar notes that is outside
the United States range as high as 35-50 percent of the total in
circulation.
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