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XIV. Income 

Coverage 

267. l11come covers two typ�s of trJnsactions lx!tw<::e::n 
residems and nonresidems: (i) those involving 
compenuutou of employt�s, which is paid to 
nonresident workers (e.g .. border, se>sonal, and other 
short-term workers), and (ii) those involving lrwcstment 
income receipts and paymems on external fin:tncial 
ossets ond liobilities. Included in the loner are receipts 
and payments on dlrcct lnvestmem, portfolio 
iiW(!StmCizt, other imlestmcnr� 3nd receipts on reserve 
assets. Income derived from the usc of tangible assets 
is excluded from l11come and classified, as appropri3te, 
under leasing or remals, under other business serolces, 
or under transpottaUon. Financial leasing arrangements 
are considered evidence th�n �� ch:mge of ownershjp is 
intended (see par:tgr:tph 206). :tnd p:trt of the lease 
paymems is construed as income on :1 financi�ll asset. 

268. Holding (capital) gains and losses are not 
classified �1s income on investments but as pan of the 
\':.llue of the investments. All realized holdin$t gains and 
losses arising from transaCtions are included in lhe 

fl,a,c/al account: unrealized valuation changes are 
not included. Ho\vever, some debt securilies (such as 
bonds. notes, and bills) are originally issued at values 
that differ from the stated fixed sums that holders have 
the unconditional right w receive when the obligations 
mature. These premiums or discountS should be 
regarded as negative imerest or imerest, respectively, 
rather than as holding losses or gains. The values of 
securities entered in thefl,umclal accou,t are the 
arnounts for which the securities we•·e acrually issued. 
The fi.xcd sums paid at maturity comprise both 
rcpaymcms or original principal amounts and (negative 
or positive) interest; the interest should be shown as 
imlestmenr income. 

Definition and Classiflcatlon 

269. Compensation of employees comprises wages, 
salaries, and <nher bcndi1.s (in <:ash or in kind) earned 
by individu:•ls-in c<.'Onomies otlu;:r than those in which 
they are residents-for work performed for and paid 
for by residents of those economies. Included are 
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contributions paid by employers, on behalf of 
employees. to social security schemes or to pm·:11e 
insurance or pension funds (whether funded or 
unfunded) to secure benefits for employees. 
Employees. in this context. include s.:ason:d or oth�r 
short-term workers (less than one year) and border 
workers who have centers of economic interest in their 
own economies. Uecause embassies and consuh:Hc::t are 
considered extraterritorial to the econornies in "'hich 
they are located. the compensation receive'<� by IOCll 
(host count•y) staff of these institutional entities i> 
classified as that paid to resident entities by nonresident 
emities. 

270. Compen><nion paid to employees by internation:tl 
organizations, whkh are treated as extrmerritorial 
entities, represents payments to residents from 
nonresident entities if the employees arc resu..lcnts of 
1he economies of kx::mion. Also, if dw employees are 
from other t"Conomics but �ere: crnployct..l for om: yc:tr 
or more:, tht·y :m.: u·c<Hed as rc�idcms of the..· c..-conmnics 
or lo<:·�tion, �md their compcn�<ttion is das-,incd in the 
S(Hl'le m<tnner. Thus. in the Gt�e of c..·mployt'Cs from 
other cconornics who <ne c..-mpluyc..-d for lc�� than one 
)1t."'.n, no i>�tymcr'US lO rc�idcnt:-. an: irwolvtx.l. (For 
trcmmcr'll of techniC�! I ��S�i�l:.ll'l<.'e pcfhl)nnd W<>rking 
ttbro�ld on ��ssigrul"'ICnts of O•'tc y�1r or more. :-:cc 

p<lr:tgr,.ph 69.) 

271. Pcrson:ll expenditures m:ldc hy nonrc:'lidcnt 
seasonal and border worker., in the ec.;onomit� in 
which they arc employed :.rnd personal expenditure!\ 
made hy those working on in.Mall:nion projct.:l:-. arc 
rt"Corded under trCnX!I. Taxes paid, <.:onrrihutions ma<.lc 
to pension funds, etc. in those economics :m; rt."{'Ordcd 
as current tr:msfcr payments. Gross recording of 
compe::ns:nion �rnd t:xpendia1res is recommended in this 
Mamtl.l/, although recordin� m:ty, on practic:ll grounds. 
be limited to estimates of net income in some 
instances. 

272. fn pr:.1cticc. it is often diffic.:uh to m:1ke the 
distint·tion bet\veen persons whose earnins:s are 
classified as compensation of employees. even though 
they are not residents of the economies in which th�y 
work. and migrants who howe become residents of 
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economies by vinue of being expeCled to live there 
for a year or more. (Sec paragraphs 352 through 355.) 
The activitic.:� of :.111 individual-whether he or she is 
regarded :.as :.1 rcsidcm or :a migrant-do not afrt:ct the 
�aggrc:g:uc tr:ms:u;rions of the compiling economy with 
the rest of the world. Therefore;:, difncuhics on this 
score will not, in principle. be �· source of net errors 
and omissions in the b�ll�tnce of payments. Even so. 
effons should be made to observe the distinction 
between nonresident workers and migrants. Other­
wise. the comparability of babnce of payments statements 
for the two compiling economies will suffer from 
dissimilr�r statiStical treaunent of the same individuals. 

273. Nonresidents of :m economy rn::ay engage in 
transactions associated with the usc of land for nnn� 

commercial rurposcs. Such 1 rans:u:1 i<)ns arc usually 
included indistinguishably under componcms other 
th:m i11come (for example., rravel or ,gmmrnment 

Sl!llliCI!S ll.i.IJ.). 

274. hwestment iuconu: (property income in the SNA) 
covers income derived from a resident entity's 
ownership of foreign fimmd�1l assets. The most 
common types of im;estmeul incume arc: income on 
equity (dividends) and income on debt (interest). 
Dividends. including stock dividc::nds , <-•re the 
distributed e;_trnings ;_tlloGth::d to sh;•rc::s ;_tnd other 
fonns of JXIrtkip; ttiOI''I in the c::quity Of int.:Orpor..Ht:d 
priv;tte enterprises, C'OOJ)t::r.llivc::s. �11''1(1 public 
corpor..Jtion�. Dividends rc::prc::�nt ii'ICOrnc th;H is 
p�•y;tblc: wirhout �· hindit'lg agrec::mcnt hc::twc::e::n the 
cn.::dilor :u"ld the: deb«or. Among other types of income 
01"1 c::quity arc (i) eaming.'� of bl'3nches and other 
unin<..'-<n'poratcd direct irwestment entetprises and 
(ii) direct inveswtS' shares of e;.Hnings (')f it"ICOfJ)()rated 
direct inveMmc:m t.::nterpris.t:s. (The Janet lYJ:X:: of 
c�trnings , which ;trc t'lot form;:�lly di�ltibutc::d. ;1rc:: 
��unings other th�• n dividends.) Sh;n't.::S of n:invc::�ted 
carning.s auribut�d to direct invc:�tors �•re 
proportionate to the participation or the direct 
investors in the equity of the cntt:rpri.st:. Also, in 

principle. income is imputed to households from net 
equity in life insurance reserves �md pension funds 
�111d included indistinguishably under other investment. 
Interest. including discounts in lieu of interest. 

comprises income on loans �lnd debt securities (i.e .. 
hank deposits, hills. bonds. nmes, and trade 
:HJV:Int·cs). Net intc:resl nows arising from intc:rcSI nne 
swaps aiS<> are included. (See paragraph 406.) Interest 
is payable in accord:•nce with a bindin� a�reemem 
between the creditor :md the debtor. 

CllAt.,l�R XI\' 

275. The components of fm�srmem income:w.: 

cl�lssificd a:, direct inve!»tmcnt, pur1folio il1\'eMmem, and 
other inve:,uncnt inc.:omc. 

Direct iuvesi.IIICilt incOIIlC 

276. The two c:ue�ories under this heading-income 
on equity and income on debt-cover 1ncomc accnung 
to a direct investor resident In one economy from 1he 
ownership of direct in"estment capital in an enterprise 
in another economy. (See paragraphs jjO and 36ll for 
the definition of direct im·e�tmem c:�pital.} Income on 
direct investment is prest:nted on a net b'J.sis for direct 
investmem made :�broad and in the reporting economy 
(i.e .. receipts of income on equity �•nd income on debt 
less payments on income on t:quity and income on 
debt for each). 

277. lncornc on equity is subdivided inlo (i) disrributed 
income (Uividcnds and distributed hr-Jnt·h profits) �md 
(ii) reinvested c:trnings �mcJ undislrihute<J hr.mch 
profits. l)istrihutcd incmne may consist of dividends on 
comm()n or prcfcrn .. xl shares owned hy dirc<:l investors 
in as�odatcd emerpri)o)eS ahroad, or vic;c vers:t. 

278. Reinvested �arnings comprise direct inveslofs· 
shares-in proportion I(') equity held-of (i) �arning.� 
that foreign subsidiaries and :tssoci�H<.--<1 t:nterprises do 
not distribute as dividends and (ii) earnings that 
branches and other unincorporated enterpri:K:s do not 
remil to dircc1 investors. (If that p�1n of earnings is not 
identified, all branch e:�rnings arc considered, by 
convention. to be distributed.) ·11'ws. reinvested 
earnings may be calculated as the entrepreneurial 
income (net ope:r.uing surplus) of the direct investment 
enterprise, plus any income or current trnnsfcrs 
receiv:•blc, minus any income or currcn1 trnnsfcrs 
poyable. The l;mer include any current taxes payable 
on income. we�•lth. etc. 

279. lncom� on debt consbts of intl"n:st payable--on 
intercornrxm)' dc:bt-to or from due<.1 investo rs from or 
to as..sodatcd enterprises abroad. Income on 
nonpanicipming pr�fcrenc� shares is tremed as interest 
income. rather than dividend income. and is recorded 
in i ncorne on debt. 

Porifolio iuvestmem i11come 

280. Portfolio hwcsllliCnl income t·ompri:,c� income 
transacrions lx:1wcen residents ;md nonrcsidems :md is 
derived from holdinJ.:S of shares. bonds. notes. and 
money market instruments :md :•ssociated with financial 
deriv�uives. This c:uegory is sulx:hvided into income on 
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STRUCTURE AND CIASSIFIC,\110N 

equity (dividends) and income on debt (interest). St:e 
Chapter 19 for details on ne'v fin::tncial instruments and 
treatment of financial derivmives, such as options. The 
financial instrument classification scheme for ponfolio 
investment income is consistem with that in the 

financial tlCCOlltll and with that in the international 
invesunem JX>Sition. SubS(."ClOring into domestic 
institutiom•l sectors (monetary authorities, geneml 
governnu:nt, l.xmks, and Other) is shown under 
Selected Supplementary Information. (Sec the table 
at the end of Chapter 8.) A variety of other 

supplementary dis�•ggregations by foreign sector, e1c. 
may be desir:tble for specific analytical purposes. 

Otbe,. illvesl'lllCilt illCOitle 

281. Other investment income covers interest receipts 
and payments on all other resident claims (assets) on 
and llabllities to nonresidents, respectively. This 
category also Includes, in principle, imputed income to 
households from net equity in life insurance reserves 
and in pension funds. Olher inveslmem income is 
classified by the domestic set10rs previously noted. 
I merest on �1ssets comprises in1cres1 on long· �md 
short·term loans, on depOsits, on 01her (:ommercial :md 
financial claims, �md on an e<.·onomy's crcdi10r position 
in the Fund. SOR holdings, and loans to tht: Fund. 
rmerest on liahili1ies covers irucrcst on loans, c>n 
deposits, :md on (>thcr claims and imcn:s1 rd�ucd IC) 1hc 
usc Of Fund crcdil and hy.Jns (rom I he fund. Also 
included is iruerest paid tO the JMF on the fund's SDR 
holdings in 1hc General Resources Accoum. Borderline 
dislim:tions may arise between imercs1 income and 
ccnain comn'lissions and fees, such as conlrnitn'lcnt 
charges on undrawn funds. These arc included in 

financial services. (Sec Chapter 13.) 

Time of Recording of Investment Income 

282. Dividends arc rccordc<.l as of the date payable. 
Interest income is recorded on an accrual basis. If the 
interest is not at'tually paid, an income entry is 
recorded under the appropri:ue instrument and a 
counterp:tn entry is made in thefJna�tclal account to 
reflect an increase in the claim associated with 
nonpayment. (See paragraph 121.) 

283. For zero coupon and other deep discounted 
bonds. the substantial difference between the 
discounted issue price and the value at maturity is 
treated as interest. That difference is recorded as 
accruing over 1hc life of the bond as a series of interest 

payments rather than being recorded when the inter.est 
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is due (or payment. If the$e �curities are traded-prior 
to maturity-in the secondary m:uket. prevailing rates 
that refleCt the difference between the new owner's 
cost and the value at maturity should be used for the 
subsequent recording of interest on these sccuritic�. 
Implementation of this treatment may be difficult. (St:c 
paragraph 396.) Hcinvcsted c:unings of din;cr 
investment emerpriscs :uc rc<x>rdcd in the: balan('c of 
paynu:ms in che pericxls in which the: income is earned. 
Distributed (rcrniued) earnings of br:mches :ond other 
unincorpor;ued enterprises �.re recorded as of the times 
the el!fnings are tr:tnsferred. 

284. n'liS difference in times of n.:conJing for e:.trning!) 

th3t �u-c form:tlly cJistribuu.:d �tnd for ollu:r c-:.•rning� is 
�Htribut�tblc to the f::tct thm reinvested c:unings 
represent the net im:omc :1ccruing during �' spc:cinc 
period. J n contr.tst, dividends :md rcmittt.:d �•rnings of 
br.mchcs :trC disc:.·rctionary distributions that t•an be 
nl�•dc ��� �·ny timc..."-Cvcn in �� period when a net loss is 
suswincd. Tl1crcforc. tl1csc dividcntls �•nd n.:•nittc:d 
carl''lings �•rc not �•ttribut�•blc to the c:.•rnings of :• 
JXHticubr period. To dclcrminc the period in which 
I hose reinvested camings arc c�}rt'lcd or olhcr 
investment irlcomc IX:COI'JlCS payable, i1 m�•y be helpful 

to l'efel' 10 hal:1ncc she<:ls, anrlual repOI't:,, MHJ !-timik•r 
documents of the direc1 investor or the entcrpri!-.c. 

Measurement and Recording of Direct 
Investment Earnings 

285. Oin.:cl invcsuncnt earnings arc mc:1surcd on the 
lYJSis or currcnl opcmting perfonnanct:. Operational 

C.:lrnings represent income from normal opcmti<ms of 
the enterprise and do nm include any realized or 
unrc-Jiizcd holding (C".l.pital) gains or losses arising from 
v:lluation changes, such as invcnrory write�cJIT's; gains or 
losses on pbnt and cquipmcnl from the closure of pan 
or all or a business; writc·offs of int:mgihlc.s, induc.ling 
gcx:x:hvill, tx:<.:ause of unusual cvcms or dcvclopnu:nls 
during the period� writc�orrs of research and dt:vclop· 
rncm cxpcndiwrcs; losses <)n the write�oiTs of b:•d 

debts or on t:xproprkttion without compens�•tion: 
abnormal provisions for losses on long·1erm comr:.•cts: 
""d exch:onge-r:ne·rel:ued �::•ins and losses. Unrealized 
gains or losses resultin�: from the rev:lluation of fixed 
assets. Investments, and liabilities and any realized 
gains or losses resulting from the disposal of assets or 
liabilities should be excluded from direct investment 
earnings: that is. gains should not be added in and 
losses should not be deducted. In addition. valuation 
changes resulting frorn unforeseen ohsolcsccn<.:c, 
C31:L51r()phes. and dcpleLion ()f mHur:.ll resources :1rc 
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I feared �•s holding los...,.c.s :u rhc rimes rh:u the ck"Crcascs 
in V�lh.u,:S :lCtuaiJy O('('ur. necause data fOr' f'lllllY 
COlll'ttrit:s ;tr� �t\";til;tbl� only on �u'l ;tll�indu.sive b;t�i�. 
wheJ'J holdin� gains ;md Jo.sst:s ;end other extr.tordin�•ry 
income arc included in reponed earnings, those 
countries that repon earnings on either an oper.uing 
basis or all·inclusive basis should colleCl and publish 
supplemem:uy inform:uion on holding gains �tnd losses 
;1nd other extr:lordin;lry items. 'l11is practice would 
enhance irnern;uional comp;lmbiliry for both nows �1nd 
Mock positions. 

2·86. E�trnings of a direct investmL·nt entc:rpriS4..: are 
mc:asun.:d net of income or corporation taxes payabltt 
withotn pc:nahy during the re<.:ordin� pttriod by the 
enterprise: to the cxonomy in which thm ttnterprise 
operates. This pmclice is followed because such taxes 
:trtt considered payable by the enterprise and not by its 
owners. Funherrnore, e:trnings should be <.i.llculated net 
of :my provision for depreciation of fixed capital. 
Dcprc:dation is measured by th"-· valu.:, m current 

rcplaccmcnt cost. of the reproducible fixed :.tsscts ust:d 
UJ' (;;1� :t re-sult or normal wc..•ar :Hld tc:.tr, CoreSCCJ'l 
oUsolc�ccntc, :md ;;tcddcnt;;tl d;;tm;;•gc not lll:tdc gOO<I 
by rcp:tir) during :.u1 ;;tcc:ounting period. h'l the 
c:rkul;;ui<n'l of dcpn .. 'Ci: H ion . the expcclcd economic life 
of ;;u'l individu;;tl �·�set �hould be raker� into accour'lt. 
Ahhot.tgh dcprccl::Uiut'l �hottld. it'l pt·inctrlc, be 
c:tlcul:ucd :H currcn1 replacement cost, oflen the Ot'lly 
dnto av:1ilahle may be based on historical cost. 

287. Dividends pay:tble w direct investors. remined 
br::mch earnings, :md interest p:ty:.tble by direct 
inw:sunent 4:nterprises are recorded gross of any 
withholding taxcs. ·nu:sc taxes are deemed p:tid by thc 
recipient :md are tmnsferrc:cJ to thL· country of thL· dirett 
invest1nent cnterprise :tnd n:corded under tmn sfcrs. 

288. lleinve<1ed (undislfibuted) earnings of brooches 
:1nd other unincorporated direct investment enterprises 
:1.nd direct investors· shares of earnings, which nre not 
fonn:tll)' distributed, of incorporated direct invesunent 
�ntet·prises �1re deemed to provide addition:1l c:1pit:1l to 
lh(! CfllCtptiSeS �nd tO increase lhC V:lltJe or �I) 
ct'ol'ltnny·� �lock of foreign assets ::jnd li;lbilities. \Vhen 
:mch c:;arning.� :•rc recorded in the IXII�lncc of J)'.lyrl'tCr'ltS, 
therefore. cntrics should be m�u.Je both for direct 
invcsunent in<.:orne and for direct investment c•pit:tl. 
For example, reinvested e:.nnings :mributablc: tO a 
resident direct investor of a direct investment 
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subsidiary o•· of a br;lnch should be et)fc•·ed a:-. a 
credit in tht: current accotutt under direct 
invc::stnu::nt incom..: (im:om..: on c::quity) ;tnd �'s a debit 
in lh�fhuutcifll ttcc01111t under direct iun.•slm<•nl­

abroad (reinvested earnings). 11onfolio investors· 
shares in earnings. which are not formally distributed. 
of incorporated direct invesunem enterprises should 
not be entered in the balance of payments. 

289. Direct investors' shares in net losses, other th�m 
holding (Go pita!) loss�s of .:nt.:rpris.:s, should [,., 
r�corded as nttgative income in the direct investment 
income component of tlu: balance of (Xtyments. '11-lus. 
the economy recording losses on residents' direct 
investments made abroad should enter the losses as 
negative credits, while the economy in which the 
direct investment is made should record the losses as 
negative debi1s. This method of recording losses is 
used so that the cr�dit side of the component will 
reflect rhe compiling economy·s net �arnings on 
direct investments made abroad. \vhile the debit side 
will refer to nonre�ident direct investors' net earnings 
on direct investments in the: comptling economy. 

Stock Dividends, Bonus Shares, and 
Liquidating Dividends 

290. The di::.tributiOI'I of e-:Jming�. in the Conn or 
stock divi<h.mds. 10 r"'onrcsidcnt �h�lreholdcrs is 
construed ::ts a c:tpitaliz:ttion of cufrent carnit'lg.:, and 
an ahern:Hive 10 distrihuring cash dividends. Such 
earnings distributions are ··ecorded in the b:·1hlncc of 
payments it) rhe same manner as reinvesred e:trnings 
(i.e., as investment income in the current account 
and as offsening equiry investment in thefinanclal 
account). General bonus shares, on the other hand, 
represent the suhstirurion of one type of equity (paid­
up capital or capital stock) for another (reinvested 
earnings) and thus should not be recorded in the 
balance of p::tyments. (fn some counrries, 
accumulated reserves from ··einvested earnings �tre 
credited to :1 resetve account 1h:11 is cotwertcd co 
bonus sh�1rcs when the :lCCOut)l renchc::� �l ccrt:=tin 
level.) Liqui<bting dividends :He excluded from 
intle:slmeut income bee;.� usc �uch dividends rcpre�c:nt 
rcwrns of c�•pit:�l contributions rather I han remitt:•ncc 
(distribution) of earnings. Tl1crcforc. liquidatinH 
divldends should be recordcd in thefl1UI11Citll 
tlCCOIUit as withdr:tw�tls of c�tpit:al. 
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